For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map.  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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Google  founders 
Sergey  Brin  and 
Larry  Page 


Hease  always  wear  your  seat  belt 


The  most  common  photograph  taken  is  with  a  loved  one. 
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Feeding  baby  formula  and  cereal  can  be  messy,  but 
making  it  is  an  exercise  in  precision.  Food  companies 
need  to  know  the  origin  and  quality  of  the  ingredients 
they  use.  Several  of  the  best  have  turned  to  Cargill. 
We  created  a  streamlined  supply  chain  that  simplified 
their  sourcing  and  provided  quality  assurance  for 
the  many  oils  they  use  in  making  baby  formula  and  cereal. 
Now  the  companies,  as  well  as  the  babies,  have  a 
healthy  outlook.  This  is  how  Cargill  works  with  customers. 
collaborate     >    create    >    succeed 
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Cargill 

Nourishing  Ideas.  Nourishing  People: 


www.cargill.com 


Quality  investment  advice  is  for 
v/esitlrw  investors  who  need  it. 
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You'll  pay 


ality  advice. 
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How  do  you  know  if  you're  getting 
quality  investment  advice?  Call  or  stop 
b-v  today  for  our  free  guide. 
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Schwab  Advised  Investing  Foundational;"  Schwab  Advised  Investing  Signature" and  Schwab  Private  Client " are  available  for  a  fee.  You  must 
have  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investment 
advisory  account  regulated  under  the  Investment  Advisers  Act  of  1940.  Investment  advice  offered  within  these  services  is  solely  incidental  to 
Schwab's  broker-dealer  seivices.  ©2004  Charles  Schwab  and  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069SPD. 


When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with 
a  full-commission  broker  or  doing  it  all  themselves.  Charles  Schwab  now  offers  choices  in  between. 

Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all 
investors  who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

Our  consultants  aren't  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance 
on  building  and  maintaining  a  portfolio  that  works  for  you. 

All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


Get  advice  on  vour  terms. 


►  Call  1-877-656-8747 

to  find  out  more  on  Advised  Investing 
or  other  Schwab  Personal  Choice    options. 


diaries schwab 

Seeing  the  market  from  a  different  perspective.  Yours? 


BusinessWeek 


May  3, 2004 


W  ^llllll  I  n         Ba 


3 


CHINA'S  BUBBLE 

Beijing's  odd  task: 
Getting  people  to 
spend  more  and 
save  less 


HARD  KNOCKS 

Paul  Allen's 
pricey  education 
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Special  Report 

36  China:  Headed  for  Crisis] 

Too  much  cash  is  heating 
up  a  still-backward 
financial  system.  Is  Beijind 
doing  enough  to  cool  dowj 
the  economy  and  put  a  lid 
on  lending? 

45  A  Worrisome  Housing  Boom 

Authorities  have  pushed  through 
regulations  to  rein  in  home  buying,  bui 
China's  banks  still  make  it  too  easy 


News:  Analysis  & 
Commentary 

46  Waiting  for  Greenspan  to  Tighten 

The  Fed  chief  has  always  been  reluctan 
to  spoil  the  party,  but  critics  are  arguin} 
he  has  to  move  soon 

48  Profits:  Another  Hot  Quarter 

A  surge  in  company  profits  shows  the 
economy's  sizzle  is  not  about  to  cool  ofl 

50  Commentary:  Computer  Associates 

Kumar's  exit  is  a  step  in  the  right 
direction,  but  investors  deserve  more 

51  Big  Oil  Treks  to  Qaddaf  i's  Tent 
Western  companies  are  hot  to  tap  into 
Libya's  vast  reserves 

52  Commentary:  Drug  Imports 

The  promise  of  huge  savings  from  chea 
drug  imports  is  illusory 

53  Weaker  Vital  Signs  at  Hospitals 

As  the  ranks  of  the  uninsured  rise,  more 
patients  can't  pay  their  bills 

56  What's  Next,  Free  Popcorn? 

Hollywood  is  scrambling  to  find  new 
ways  to  market  summer  blockbusters 

58  In  Business  This  Week 

63  International  Outlook:  Spain 

New  Prime  Minister  Zapatero  is  taking 
new  approach  to  anti-terrorism,  but  wil 
it  work? 
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Tyson:  Nurturing  the  social 
rxm     entrepreneur 
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|  U.S.:  The  economy  shows  real  muscle 
Euro  zone:  Newbies  are  setting  the  pace 


Government 

61  Washington  Outlook 

.  Congress  is  promising  budget  reform, 
put  it's  "a  fig  leaf  for  the  election" 


Science  &  Technology 

75  Panacea— or  Pandora's  Box? 

Man-made  bugs  that  fight  other  bugs 
Diing  environmental  risks 
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76  Courtroom  to  the  World 

More  foreign  plaintiffs  are  seeking  trials 
in  the  U.S. 
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Technology 


30  Wildstrom:  Technology  &  You 

}oogle's  Gmail  will  be  great,  except  that 
aw  enforcers  can  peek  at  your  mail 

78  The  Once  and  Future  Qualcomm 

Mien  Irwin  Jacobs  eventually  retires, 
vill  his  son  Paul  succeed  in  his  bid  for 
he  corner  office? 

$2  Google:  Beyond  the  Hype 

Hie  company's  days  as  unchallenged 
cing  of  Internet  search  are  over.  While 
x>ogle's  upcoming  IPO  promises  a 
ijponanza  in  Silicon  Valley,  Microsoft  and 
fahoo!  are  poised  to  move  in  on  its  turf. 
\s  the  battle  rages,  Google  is  banking  on 
jts  freewheeling,  brainiac  culture  to 
jpawn  innovations 


Ihe  Corporation 

52  Time  For  Cendant  To  Shop  Again? 

Chairman  and  CEO  Silverman  is  back  on 
he  dealmaking  trail,  and  shareholders 
ire  concerned 

1 53  Justice  Delayed 

fhe  six-year  lag  in  the  Cendant  trial 
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)4  When  Factories  are  Theme  Parks 

'Experiential"  marketing  brings  the 
rustomer  to  the  plant 
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Why  not? 

The  Infiniti  FX. 


?  Why  not  have  a  RearView  Monitor?  Why  not  have 
et?  Why  not  do  somethingthat's  never  been;, 
Jtlnfiniti.com. 
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"HENDRICK'S' 

WON 

THE  GIN  CATEGORY" 

-  THE  WALL  STREET  JOURNAL 

THE  WALL 
STREET  JOURNAL. 

103  Dow  Jon  ft  ^Company.  Alt  Rights  ft/ 
FKIOAT,  AUGUST  2*,  2001    -   VOL    CCXLII  NO.  41   -    *•**   SI. 00 

When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


T0P3GINSn     _^ 

lendrick  s 

J30/750ml 

Most^V 
Flavorful} 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 

1 1 


HENDRICK'S. 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 
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BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/tnagazine/content/04_18/online.htm 


Special  Report:  A  CEO's 
Guide  to  Technology 

Burned  by  pricey  projects  with  scant  returns  in  the 
1990s,  chief  execs  are  now  sawier  and  watch  CIOs  and 
IT  spending  far  more  closely.  Plus:  What  CEOs  should 
know  about  privacy,  and  a  look  at  tomorrow's  office 


Xfca 


An  Iraqi  Solution  to  the  Iraq  Crisis 

With  the  June  30  deadline  for  establishing  Iraqi  sovereignty 
approaching,  tensions  are  higher  than  ever.  As  long  as  the 
U.S.  is  perceived  to  be  calling  the  shots,  a  new  country  can 
never  be  born.  Only  Iraqis  can  build  their  nation 


Analyzing  the  "Sins55 
Of  Mighty  Wal-Mart 

At  a  recent  California  conference,  a  diverse  crowd, 
from  academics  to  union  workers,  explored  the 
growing  backlash  against  the  giant 
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Understanding  the  U.S.  Jobs  Report 

Come  May  3,  the  U.S.  Labor  Dept.  will  release  the  April  version  ol| 
this  key  economic  statistic.  Long  the  biggest  market-moving 
economic  report,  the  jobs  number  can  also  be  the  most 
misunderstood.  Here's  how  to  make  sense  of  it 


Video  Views:  An  Interview 
With  Ron  Chernow 

BWs  Hardy  Green  talks  with  the  author  of 
Alexander  Hamilton  about  one  of  America's  founding 
fathers— and  what  Washington's  current-day 
nation-builders  might  learn  from  his  experience 


»VIDE0 

»T00LS 

»F0RUMS 

Original  streaming  video 

Your  Portfolio,  Stock  Screener, 

Join  in  ongoing  discussions 

featuring  industry  experts  and 

MBA  Search,  and  Mutual  Fund 

on  investing,  business 

BW  editors 

Scoreboards 

schools,  and  more 

BusinessWeek  tv 


Tune  in  This  Weekend  for 

I  Tips  for  Home  Sellers  I  Broadway:  To  Invest  or  Not  To  Invest 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.coai 
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Ring. 
Ring. 
Ring. 


Telefonica  needed  to  keep  its  telecom  network  operating 

at  maximum  reliability  across  Peru's  1.28  million  square  kilometers. 

Who  did  Telefonica  go  to  for  help? 
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VEGA  BOOKS 


Ours  isn't  the  only  name  on  the  box. 

er  PDA, 


Relax,  it's  FedEx. 


.'  2003  FedEx  See  feite».ctm  lor  terms  oi  shipping 


fed 


"You  promised  me  a 
fewyears  ago  thatyou 
would  go  to  heaven  and 
haunt  me  from  there. 
YouVe  let  me  down." 


Stanley  CEO,  to  activist 
shareholder  Evelyn  Davis 


EDITED  BY  IRA  SAGER 
SLUGFESTS 

EISNER'S 
COMING 
BATTLE SCENE 

MICHAEL  EISNER  could  face 

lis  own  Alamo  on  Apr.  26 
vhen  the  Walt  Disney 
)oard  meets  with  its 
mbattled  CEO. 
BusinessWeek  has 
earned  that  the 
neeting,  initially 
cheduled  to 
eview  Disney's 
trategic  plans, 
vill  focus  on 
uccession 
banning  for  the 
op  Mouseketeer 
ind  whether 
iisner  will 
"emain  when  his 
ontract  ends  in 
September,  2006. 

The  board,  once  strongly 
illied  with  Eisner,  is  heavily 
plintered,  with  only  two  of 
ts  nine  independent 
nembers  in  his  corner 
-tech  executive  Judy  Estrin 


UNSURE  Eisner  may 
not  be  asked  back 


and  Georgetown  University 

President  Emeritus  Leo  J. 
O'Donovan.  Among  those 
pushing  for  Eisner  to  name  a 
successor  are  former  Seagram 
Vice-Chairman  Robert 
Matschullat  and  Northwest 
Airlines  Chairman  Gary 
Wilson,  say  sources  close  to 
the  board.  Neither  returned 
calls.  Disney  President 

Robert  Iger  is  a 
candidate,  but 
some  directors 
want  an  open 
search.  Disney 
declined  to 
comment. 

Eisner  may  get 
a  bit  of  good  news 
soon:  The  SEC  is 
expected  to  let 
Disney  off  with  a 
reprimand  after 
probing  its  failure 
to  disclose  several 
transactions  with 
directors,  including  hiring 
two  directors'  children  and  a 
spouse.  That  slap  on  the  wrist 
could  be  in  sharp  contrast 
to  the  earful  the  board  may 
give  Eisner.     -Ronald  Grover 


'HE  BIG  PICTURE 

WARD  BOUNTY  A  look  at  the  climb  in  median 
)ay,  including  cash  and  stock  options,  for 
)oard  directors  in  various  industries: 


THOUSANDS  OF  DOLLARS 
'     ■  FINANCE 


CAMPAIGN  2004 


Unholy  Offshore 
Investments? 


JOHN  KERRY  HAS  HAD  TOUGH  WORDS  for  "Benedict  Arnold 
CEOs"  who  export  U.S.  jobs.  But  according  to  a  May,  2003, 
financial  disclosure,  the  Democratic  candidate  has  stock  in 
several  U.S.  multinationals  that  have  outsourced  work- 
General  Electric,  Procter  &  Gamble,  and  Verizon,  among  others. 
Such  holdings,  through  trusts  Kerry  inherited,  account  for  a 
big  part  of  his  portfolio,  at  least  $125,000  and  as  much  as 
$650,000.  (Kerry  was  required  only  to  declare  ranges.) 

The  Kerry  camp  says  the  Massachusetts  senator  has  no  say 
in  the  investments.  "It's  a  silly  comparison,"  says  Senior 
Adviser  Michael  Meehan.  "Senator  Kerry  has  a  plan  to  crack 
down  on  companies  who  send  jobs  overseas." 

The  investments  raise  the  question:  Can  Kerry  coerce  U.S. 
companies  to  keep  jobs  at  home  when  investors— including 
those  handling  his  money— are  buying  the  bottom  line  that 
comes  with  offshore  sourcing?  "It  does  have  the  specter  of 
hypocrisy,"  says  Charles  Lewis,  executive  director  of  the 
Center  for  Public  Integrity,  a  nonpartisan  watchdog.  It  seems  as 
if  Kerry's  trust-fund  managers  haven't  been  heeding  his 
stump  speeches.  -Michael  Eidam 
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BURR  Quick,  call 
me  a  plane 


SECOND  ACTS 

A  PEOPLE 
PERSON 
FLIES  AGAIN 

DONALD  BURR,  the  founder  of 
the  1980s  low-fare  airline 
phenom  People  Express,  is 
back  with  a  new  idea:  tiny  jets 
that  will  shuttle 
executives  on 
demand  bet-ween 
small  air-ports.  He 
even  signed  up  his 
onetime  rival 
Robert  Crandall, 
the  former  CEO  of 
American  Airlines, 
as  an  investor  and 
chairman  of  the 
new  venture,  iFly 
Air  Taxi. 

Moreover, 
former  hedge-fund 
manager  Julian  Robertson  has 
ponied  up  $4  million,  part  of 
$6.3  million  recently  raised  in 
a  convertible  stock  sale 
disclosed  on  Mar.  29.  Crandall 


TAXING  MATTERS 

A  PRICEY  WAY 
TO  GET 
JOB  GROWTH 

LURING  INDUSTRIES  with  tax 
breaks  is  a  boondoggle, 
concludes  a  recent  study  by 
the  Economic  Policy  Institute. 

The  study  found  that  state 
and  local  taxes  account  for 
only  0.8%  of  a  company's 
costs  and  pale  in  importance 
next  to  the  availability  of 
qualified  workers,  proximity 
to  customers,  and  the  quality 
of  public  services. 

Tax  breaks  also  sap 
budgets  for  education  and 
roads.  But  the  political 
dividend  from  bringing  in  a 
factory  or  a  new 
headquarters,  the  study's 
authors  admit,  often  trumps 
economics.    -Michael  Eidam 
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says  hell  have  a  consulting 
role  to  CEO  Burr. 

Burr,  62,  figures  he  can 
offer  a  cheaper  service  than 
private  jets  with  a  new 
generation  of  four-  and  five- 
passenger  jets  expected  to  cost 
under  $2  million  apiece,  far 
less  than  current  small  planes. 
He  hopes  to  charge  about 
65%  less  than  what  someone 
might  pay  to  fly  on 
a  private  jet.  Burr 
says  iFly  will 
"bring  the  private- 
travel  market  down 
from  CEO  level  to 
manager  level." 
The  service  will 
take  off  next  year, 
with  about  25  jets 
in  the  Northeast 
Burr  doesn't 
expect  to  create 
any  turbulence  for 
the  major  airlines. 
But  with  the  fiercely 
competitive  Crandall  on 
board,  iFly  is  bound  to  pop 
up  on  a  lot  of  radar  screens. 

-Wendy  Zellner 


ANIMAL  URG 


AD  NAUSEAM  What  were  they  thinking?  An  ad 
circulating  on  the  Web  shows  the  sunroof  of 
Ford's  European  Sportka  decapitating  a  cat.  The 
39-second  video  purports  to  be  a  Ford  "viral" 
ad,  meant  to  create  buzz.  Ford  insists  it  vetoed 
the  spot,  proposed  by  an  ad  agency  to  give  the 
souped-up  minicar  a  bad-boy  image.  How  the 
ad  got  out  is  a  mystery,  and  Ford  says  it's 
"reprehensible."  Animal  rights  groups  are  out- 
raged, too.  Yet  the  ad  Ford  did  approve  hasn't 
fared  much  better:  It  shows  a  pigeon  hitting  the 
car's  hood  and  then  lying  motionless  on  the 
street,  angering  bird  lovers.  Ford  says  both  cat 
and  pigeon  are  digital— no  animals  were 
harmed  in  making  the  ads.     -Kathleen  Kerwi, 
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Healthy  banking  relationships  aren't 
about  taking  clients  to  lunch. 
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They're  about  bringing  new 
ideas  to  the  table. 

Fresh  perspectives  and  insightful  solutions,  fueled  by  industry 
expertise.  That's  the  recipe  behind  the  resources  KeyBank  brings 
to  the  table.  It's  the  kind  of  thinking  that  makes  traditional  banking 
products  work  harder-resulting  in  new  and  often  unexpected 
approaches  to  growing  capacity,  finding  capital,  managing  cash 
and  more.  Talk  to  KeyBank.  After  all,  anyone  can  take  you  to  lunch. 
But  new  ideas  can  take  you  anywhere. 


KeyBank 


Achieve  anything. 


For  more  information,  call  1 -800-KEY6070,  or  visit  Key.com. 
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NANOTECH: 
IS  IT  NASTY 
OR  NICE? 

The  nanotech  industry  has  a 
lot  riding  on  the  research  of 
John  Bucher.  He's  one  of  the 
government's  top  scientists 
testing  the  toxicity  of 
nanoparticles— the  hot  area 
of  research  which  may  soon 
be  responsible  for  everything 
from  stain-resistant  trousers 
to  solar  panels  the  size  of 
credit  cards.  On  Mar.  28,  a 
Southern  Methodist  Univer- 
sity study  tied  the  synthetic 
molecules  to  brain  damage  in 
fish,  fueling  concerns  about 
the  health  and  environmental 
effects  of  nanoparticles. 

As  head  of  the  toxicology 
program  at  the  National 
Institute  of  Environmental 
Health  Sciences  in  Research 
Triangle  Park,  N.C.,  Bucher's 
research  could  determine 
how  the  technology  is  used  to 
develop  new  medicines,  mat- 
erials, and  energy  sources, 
er,  52,  cautions  that  little 
. :  about  the  effects  of 
nanoteu.        ?ood  we're 
looking  at  things     ."rather 
than  waiting  until  they  are  in 
the  environment."  Bucher, 
who  hopes  to  have  answers 
by  the  summer  of  2005,  won't 
say  if  he  wears  stain-resistant 
pants.  -Jessi  Hempel 


BLOOPERS 

THE  SECRET 
LIFE  OF  LINUS 
TORVALDS? 

WITH  THE  PROLIFERATION  of 

Web  sites,  much  of  the 
Internet  has  become  a 
repository  of  dubious  info 
doing  its  best  to  masquerade 
as  fact.  One  of  the  most 
glaring  examples  can  be 
found  on  a  Web  site  run  by 
Eliyon  Technologies  in 
Cambridge,  Mass.,  that 
advertises  itself  as  a  way  to 
track  down  past  employees  at 
over  1  million  companies. 
Enter  "Microsoft"  into  the 
database  and  it  spits  out 
5,200  names  of  "former" 
employees.  Not  so  fast, 
though.  The  site  lists  Linus 
Torvalds  as  a  "co-founder"  of 
the  software  giant. 

That  should  come  as  news 
to  anyone  who  follows 
technology  and  knows  that 
Torvalds  is  the  creator  of  the 
Linux  operating  system, 
perhaps  the  biggest  threat  to 
Microsoft's  Windows  empire. 
But  Torvalds,  tongue  firmly  in 


CLASS  NOTES 

THE KENNY 
BOY  CHAIR  IS 
STILL  EMPTY 

IT  HAS  BEEN  MORE  THAN  four 
years,  and  the  University  of 
Missouri  at  Columbia  is  still 
looking  for  a  can- 
didate to  fill  the 
Kenneth  L.  Lay 
Chair  in  Econom- 
ics. Yes,  that's  ex- 
CEO  Lay  of  Enron, 
who  is  under 
investigation  for 
his  role  in 
Enron's  collapse. 

University 
officials  say  they 


cheek,  says  it's  all  too  true. 
"We've  kept  it  quiet  for  years, 
since  I  left  early  on  after 
some  technical  differences  of 
opinion,"  he  writes  in  an 
e-mail. 

Torvalds  goes  on  to  explain 
how  he  was  airbrushed  out  of 
an  early  company  photo  of 
co-founders  Bill  Gates  and 
Paul  Allen,  and  a  handful  of 
others.  "Quite  frankly,  I  think 
they  should  have  airbrushed 
out  the  rest  of  the  founders, 
too,  if  they  really  wanted  it  to 
look  good,  but  hey,  that  may 
be  just  the  bitterness 
talking."  Microsoft  officials 
declined  to  comment. 


aren't  blaming  the  delay  on 
the  Lay  name.  Some  appli- 
cants lacked  credentials, 
while  others  didn't  want  to 
move  to  Columbia,  Mo.  But 
if  s  a  safe  bet  that  some 
recoiled  from  the  name.  "My 
guess  is  that  it  is  a  negative," 
says  Edward  Snyder,  dean  of 
the  University  of  Chicago's 
business  school. 
Lay  declined  to 
comment. 

The  university 
has  not  asked  Lay, 
who  donated  $1.2 
million  for  the 
chair,  to  remove 
his  name.  But  if  he 
is  indicted,  it  may 
have  little  choice. 
-Wendy  Zellner 


r?Torval| 
PJRes  about 

Microsoft  p.| 

Eliyon  is  a  bit  red-faced 
about  it  all.  The  company 
uses  software  to  rummage 
electronically  through  Web  | 
sites  to  suss  out  names  of 
folks  who  have  left  their 
jobs.  In  this  case,  things 
didn't  work  too  well.  "Thesij 
are  very  complex  [software] 
algorithms,  and  they're 
bound  to  make  mistakes," 
says  Chief  Executive  Yonate 
Stern. 

Torvalds'  rancor,  though, , 
remains  focused  on  his 
"former  employer."  "It  was 
pretty  acrimonious  split,  ancl 
it's  still  painful  after  all  thesif 
years,"  he  quips.  -Jay  Greeml 


THE  STAT 


65 

The  price,  in  dollars, 
that  businesses 
eager  to  sell  their 
products  to 
newlywedspaythe 
city  of  San  Francisco 
for  a  list  of  recently 
married  gay  couples. 


Data:  City  of  San  Francisco 
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RANDOM  ACCESS: 

Freedom  to  choose  SUSE 
LINUX  or  any  other  software 
you  damn  well  please. 


ovell's  one  Net  vision  gives  you  the  freedom  to  choose  the  best  software  solutions  for  your  business  strategy,  without  ripping  and  replacing  your  current 
vestment.  We  deliver  security,  networking,  Web  application  development  and  resource  management  services  on  Linux,  NetWare*  or  any  other  platform 
ju  may  be  running.  Also,  with  the  acquisitions  of  SUSE®  LINUX  and  Ximian®,  Novell®  can  now  integrate  an  end-to-end  open  source  strategy  from  desktop 
server,  throughout  your  enterprise.  We'll  train  and  certify  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  provide  award-winning  technical 
ipport,  customized  for  your  business,  24/7/365  worldwide.  For  complete  flexibility  that  delivers  breakthrough  savings,  call  1-800-215-2500  or  visit 
ww.novell.com/linux  ®we  speak  your  language. 


I     COMPANY 


Novell 


004  Novell,  NetWare  and  Ximian  are  registered  trademarks  of  Novell.  Inc  in  the  United  States  and  other  countries  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company 
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EDITOR'S  MEMO 


Founding  Father 


EVERY  RON  CHERNOW  book  has 
been  a  rich  blend  of  scholarship 
and  readability,  most  recendy 
Titan:  The  Life  of  John  D.  Rockefeller 
Sr.  (1998).  This  week  we 
excerpt  Chernow's 
magisterial  new  biography, 
Alexander  Hamilton. 
Hamilton's  life  was  the  stuff 
of  high  drama,  from  his 
illegitimate  birth  in  the 
Caribbean  to  his  tenure  in 
George  Washington's 
Cabinet.  "Except  for 
Washington,"  Chernow  says, 
"nobody  stood  closer  to  the 
center  of  American  politics 
from  1776  to  1800  or  cropped  up  at 
more  turning  points." 

Hamilton  correcdy  foresaw  the 
evolution  of  modern-day  America,  a 
sharp  contrast  to  Thomas  Jefferson's 
slave-based  agrarian  version.  In 
Hamilton's  early  days  as  the  first 
Treasury  Secretary,  he  believed  that  the 
federal  government  should  assume  the 
remaining  Revolutionary  War  debt 


CHERNOW  A  new 

Hamilton  biography 


held  by  the  states,  a  view  opposed  by 
Jefferson  and  James  Madison.  Anothf 
disagreement  concerned  the  location  I 
of  the  nation's  capital,  with  Hamilton| 
favoring  New  York,  the 
others  a  Southern  site. 
Hamilton  conceded  on  thel 
capital  and  prevailed  on  thj 
issue  of  federal  debt. 
As  a  result,  he  established 
the  financial  credibility 
of  the  U.S.  and,  to  the 
dismay  of  Jefferson  and 
Madison,  a  strong  federal 
government. 

This  brilliant  book  coulc 
enhance  Hamilton's 
reputation  and  diminish  Jefferson's. 
While  Jefferson  had  a  poet's  vision  of  | 
early  America,  Hamilton  got  it  more 
right.  Our  excerpt  begins  on  page  110.J 
Enjoy. 
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EDITOR-IN-CHli 


3M'SMcNERNEY:  FOSTERING 
INNOVATION-OR  STIFLING  IT? 

"3M'S  RISING  STAR"  (Cover  Story,  Apr. 
12)  asks:  Can  James  McNerney  Jr.  rev  up 
the  innovation  machine  of  3M?  This  is  a 
question  most  successfully  addressed  by 
3M  Co.'s  legendary  late  chairman,  Wil- 
liam L.  McKnight.  Like  Mr.  McNerney, 
McKnight  was  an  outstanding  business 
analyst  and  was  considered  to  be  irre- 


placeable. Both  have  demonstrated  1  I 
gift  of  understanding  the  impact  < 
nology  without  the  benefit  of  for 
technical  training.  Both  have  develot 
personal  power  and  wealth. 

McKnight  habitually  talked  individuij 
ly  to  employees  about  their  work  and 
value.  He  could  understand  enoug 
what  a  worker  was  doing,  whether  in  i 
ufacturing,  sales,  or  science,  to  ima 
what  new  business  it  could  lead  to.  j 
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INTRODUCING  EARTH'S  FIRST  HYBRID  SUV. 


Meet  Escape  Hybrid*  As  the  first  and  only  gas/electric  SUV,  the  Escape  Hybrid 


compromises  nothing.  Getting  you  there,  anywhere,  with  front-wheel-  or4-wheel-drive 


capability.  Seating  five  people.  Yet  delivering  engine  performance  that  makes  it 


the  most  fuel-efficient  SUV  ever**  (over  35  city  mpg).  And  lower  emissions  that 


make  it  the  cleanest  SUV  ever.**  Which  means  this  SUV,  by  nature,  is  kinder  and 


gentler  on  nature.  Greener  vehicles.  Cleaner  factories.   It's 


the  right  road  for  our  company.  And  we're 


well  underway.  Read  more  about  the 


Escape    Hybrid    and    Ford's   other 


environmental       initiatives      on 


fordvehicles.com/environment. 
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Escape  Hybrid 


'Available  Summer  2004.  **Based  on  Ford  preliminary  data,  over  35  city  mpg,  front-wheel  drive. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  the  Executive  Compensation  scoreboard 
("Executive  pay,"  Special  Report,  Apr.  19),  a 
footnote  for  the  Dominion  Resources  Inc. 
entry  on  page  118  incorrectly  states  that 
CEO  Thomas  E.  Capps  left  office  on  Dec.  31, 
2003.  In  fact,  Capps  is  still  chairman  and 
CEO  of  Dominion  Resources. 

In  a  table  accompanying  "No  wires,  no 
rules"  (Special  Report,  Apr.  26).  the 
estimate  for  2007  Mobile-Fi  revenues  was 
mislabeled.  The  correct  figure  is  $918 
million,  not  $918  billion. 

"The  FCC's  free-flier  program  is  back" 
(Capital  Wrapup,  Apr.  26)  reported  that 
Federal  Communications  Commission 
staffers  accepted  $90,000  worth  of  trips 
paid  for  by  FCC-regulated  industries.  In 
fact,  some  of  the  trips  were  paid  for  by 
universities;  others  by  law  firms,  banks, 
and  associations  that  serve  the  industries 
but  are  not  FCC- regulated. 


acted  on  his  own  ideas  without  worrying 
about  intervening  levels  of  management. 
None  of  McKnighf  s  successors  have  been 
able  to  duplicate  this  feat  Perhaps  McNer- 
ney  can  add  this  to  his  already  impressive 
list  of  accomplishments. 

-James  Tait  Elder 
Olympia,  Wash. 
Editor's  note:  The  writer  was  a  3M  em- 
ployee from  1959  to  1986. 

THE  SALES  FIGURES  show  that  3M  is  los- 
ing market  share  by  growing  more  slowly 
than  the  U.S.  economy,  which  is  not  my 
idea  of  a  star  performance.  You  mention 
Post-it  Notes,  and  yet  a  gentle,  thoughtful 
innovator  like  Art  Fry  would  not  last  a 
month  in  the  new  3M.  Six  Sigma  is  about 
eliminating  original  thinking,  not  sup- 
porting innovation.  Your  account  of  McN- 
emey's  successful  conclusion  of  a  deal  with 
Boeing  Co.  to  sell  aircraft  engines  shows 
his  style:  no  mention  of  innovation  or  su- 
perior performance— just  an  anticompeti- 
tive exclusive  deal  created  by  power  in  the 
leasing  market. 

-John  M.  Legge 
Surrey  Hills,  Australia 

HARVARD'S  RESPONSE  ON 
B-SCHOOL  RANKINGS 

HARVARD  IS  COMMITTED  to  providing 
full  and  open  access  to  our  campus.  Busi- 
nessWeek remains  free  to  contact  our  stu- 
dents for  its  survey,  and  our  students  are 
free  to  determine  whether  to  respond 
("Why    Harvard    and    Wharton    are 
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wrong,"  Editorials,  Apr.  19).  We  chose  not 
to  facilitate  this  access  because  we  believe 
it  inappropriate  for  the  school,  as  an  edu- 
cational institution,  to  act  as^an  agent  on 
behalf  of  a  commercial  entity.  This  deci- 
sion ensures  consistency  in  our  policy. 

At  the  same  time,  we  appreciate  that 
prospective  applicants  rely  on  a  wide 
range  of  information  in  finding  the  busi- 
ness schools  that  are  right  for  them. 
Rankings  are  a  popular  component  of 
this  information,  and  we  believe  stan- 
dardized, audited  metrics  are  also  impor- 
tant. Thus  we  have  joined  a  number  of 
other  schools  and  the  Graduate  Manage- 
ment Admission  Council,  an  independent 
nonprofit  association,  to  develop  them. 
Our  fundamental  goal  is  to  balance  the 
needs  of  our  prospective  students  with 
the  integrity  of  our  learning  environment. 
-Kim  B.  Clark,  Dean 
Harvard  Business  School 
Cambridge,  Mass. 
Editor's  note:  The  Graduate  Manage- 
ment Admissions  Council  is  a  member- 
ship organization  of  the  business-school 
community. 

A  FAST  TURNAROUND 
AT  PROVIDIAN 

I  WAS  DISMAYED  by  your  "Executive 
Compensation  scoreboard"  ("Executive 
pay,"  Special  Report,  Apr.  19),  which 
grades  CEO  compensation  in  relation  to 
company  stock  performance  from  2001 
through  2003.  Because  Providian  Finan- 
cial Corp.'s  stock  price  declined  substan- 
tially in  2001,  you  rated  my  performance 
toward  the  bottom  of  your  grading  scale. 
I  became  CEO  of  Providian  on  Nov. 
26,  2001,  after  the  stock-price  decline.  I 
was  hired  to  turn  the  company  around, 
and  my  team  has  dedicated  itself  to  that 
effort  ever  since.  Our  work  has  paid  off 
for  shareholders.  From  my  first  day  on 
the  job  to  Dec.  31,  2003,  Providian's 
stock  price  increased  more  than  300%. 
To  put  it  your  way,  $100  invested  in  Pro- 
vidian in  November,  2001,  would  have 
been  worth  $416  by  yearend  2003,  and 
approximately  $460  today. 

-Joseph  W  Saunders 

Chairman  &  CEO 

Providian  Financial  Corp. 

San  Francisco 

Editor's  note:  All  CEOs  on  our  scoreboard 

are  given  ratings  when  three  years  of 

compensation  data  are  available. 

BLACK  HOPES 

CAN  BE  REPUBLICAN,  TOO 

IN  "AFTER  SHARPTON:  The  great  black 
hopes"  (Washington  Outlook,  Apr.  12), 
the  authors  write:   "...  a  Republican 


sweep  could  postpone  the  hopes 
this  new  generation  of  black  polii 
cians."  Apparently  they  have  not  notic* 
that  there  are  black  Republicans,  sever 
of  whom  would  make  far  more  attractr 
national  candidates  than  any  bla< 
Democrat  currently  on  the  politic 
horizon. 

In  a  national  election,  Colin  Powei 
Condoleezza  Rice,  Alan  Keyes, 
J.C.  Watts  Jr.  would  be  likely  to  bury  ar 
of  the  Democratic  candidates  mentiont 
by  BusinessWeek.  Indeed,  the  only  seriot 
challenger  in  such  a  contest  would  b 
Representative  Harold  E.  Ford  Jr.  (I 
Tenn.).  Ford  may  be  "too  conservative 
for  "veteran  black  pols,"  but— ui 
like  Jesse  Jackson,  Al  Sharpton,  an 
Charles  Rangel— he  is  seen  as  more  tha 
simply  comic  relief  by  those  outside  th 
Democratic  Party. 

-Chris  Car 
Gibsonville,  N. 
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Are  you  "hoarding"  your 
retirement  assets? 

We  can  help  turn  those 
assets  into  a  lifetime  of  income. 


in  ■  vr  recent  retirees  live  on  Social  Security  and 
pension  checks — and  avoid  tapping  savings  for  income. 

— Prudential  Financial  2004  Survey  of  Recent  Retirees 


I 


Once  you're  in  retirement,  few  things 
could  be  more  important  to  you  than 
income  security.  Yet  according  to  a  just- 
released  Prudential  Financial  study,  many  recent 
retirees  may  not  be  making  the  most  of  their 
retirement  nest  eggs.  By  being  overly  cautious 
with  their  life  savings,  they  deprive  themselves 
of  a  vital  source  of  potential  retirement  income. 

Common  fears  lead  to  tight-fisted 
habits.  The  fear  of  living  beyond  our  means.  Of 
outliving  assets.  Of  becoming  a  burden  to  others. 
Most  of  us  share  them  to  some  degree.  That's  why 
seven  in  ten  recent  retirees  say  they  plan  to  spend 
as  little  of  their  savings  as  possible.  Many  are 
willing  to  compromise  their  standard  of  living 
to  keep  their  savings  intact. 

The  right  planning  can  transform 
your  savings  into  lasting  financial 
security.  Your  401  (k)  or  IRA.  Your  home  and 
property.  Your  deferred  annuities,  mutual  funds 
and  CDs.  Even  your  life  insurance'.  Each  is  a  valuable 
asset  that  can  help  create  retirement  income  to 
supplement  your  pension  or  Social  Security.  So  you 
can  be  truly  independent,  and  never  have  to  worry 
about  relying  on  family  members  for  support — 
no  matter  how  long  you  live. 


Call  Prudential  Financial  for  a 
comprehensive  retirement  income  analysis. 

Our  licensed  financial  professionals  can  show  you 
step-by-step  how  to  maximize  your  retirement  resources. 

•  Assess  your  cost  of  living  in  retirement  and 
identify  all  sources  of  potential  income. 


•  Convert  lump-sum  savings  into  a  lifetime 
of  guaranteed  income. 

•  Explore  financial  solutions  that  can  both 
grow  and  protect  wealth  in  retirement. 

Call  today  to  arrange 
your  consultation. 

Be  sure  to  ask  for  your  free  brochure, 
Retiring  With  Confidence,  an  informative 
guide  to  growing  and  protecting  your 
retirement  assets. 

1-800THE-ROCK 

ext.  3386 

prudential.com 


*"WngWrth 
Confidence 

■ 


Prudential  ®  Financial 

Growing  and  Protecting  Your  Wealth8 


©3/2004.  Insurance  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  offered  through  Pruco  Securities,  LLC  (member  SIPC).  All  are  Prudential  Financial  companies.  Loans 
and  withdrawals  will  reduce  cash  values  and  death  benefit  and  may  have  tax  consequences.  All  statistical  information  above  based  on  the  Prudential  Financial  2004  Survey  of  Recent  Retiiees.  Survey  of  retired  Americans 
with  $1 00,000  or  more  in  savings  and/or  investments. 


The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


A  Daredevil 
Who  Built  Jets 


FOR  MOST  OF  THE  DAY  on  May  15, 1941, 
the  clouds  were  thick  over  central 
England.  But  the  weather  began  to  clear 
in  the  late  afternoon,  sending  a  young 
inventor  named  Frank  Whittle  racing  to 
an  airfield  in  Cranwell.  There,  he  took  up 
position  at  the  end  of  the  runway  to 
watch  as  a  strange,  snub-nosed  airplane 

dubbed  the  Gloster  E.28/39  gently  lifted  off  the 
ground.  What  made  the  plane  so  unusual  was 
what  it  didn't  have:  a  propeller.  Instead,  it  was 
powered  by  the  hot  gases  spewing  from  its 
tailpipe.  After  the  plane  had  flown  for  17  minutes, 
reaching  a  top  speed  of  370  miles  per  hour,  a 
colleague  slapped  Whittle  on  the  back.  "Frank,  it 
flies,"  he  said.  Replied  Whittle:  "Well,  that's  what 
it  was  bloody  well  designed  to  do,  wasn't  it?"  The 
era  of  jet  travel  was  at  hand. 

When  Whittle  began  tinkering  with  jet  power  in 
the  late  1920s,  the  nascent  aviation  industry  was 
still  focused  on  squeezing  more  performance  out  of 
propeller-driven  planes.  Scientists  scoffed  at  jets, 
believing  they  couldn't  generate  enough  thrust  to 
fly.  The  machinery  required  to  produce  a  steady 
stream  of  air  was  too  heavy  or  inefficient  to  keep 
the  plane  aloft  for  long.  But  through  design  smarts  and  sheer 
willpower,  Whittle  came  up  with  a  lightweight  engine  that  sent 
a  blast  of  hot  gas  out  the  back,  pushing  the  plane  forward. 

A  determination  to  overcome  long  odds  was  instilled  in 
Whittle  at  an  early  age.  Born  in  Coventry,  England,  in  1907  to 
working-class  parens ,  he  helped  out  at  his  father's  machine 
shop  as  a  boy.  Unable  to  airord  private  school,  he  applied  to  a 
Royal  Air  Force  program  for  mechanics.  Standing  just  5  feet  tall 
and  with  a  small  chest,  he  flunked  the  physical  exam.  So 
Whittle  put  himself  through  a  rigorous  training  regime  and 
reapplied.  This  time  he  got  in— and  later  trained  as  a  pilot. 

Something  of  a  daredevil  in  the  cockpit,  Whittle  became 
convinced  there  was  a  faster  way  to  fly.  In  1930  he  patented  the 


Frank 
Whittle 
defied 
skeptics. 
His  plane 
didn't  need 
propellers 
to  fly 


first  jet-engine  design;  six  years  later  he  formed  t 
company  with  two  former  RAF  pilots.  Perennialh 
strapped  for  cash,  they  begged  the  skeptical 
British  Air  Ministry  for  funding.  At  one  point, 
Whittle  even  let  his  patent  lapse  for  lack  of  a  $9 
renewal  fee.  It  wasn't  until  Nazi  bombers 
terrorized  England  that  contracts  really  started 
flowing.  Whittle  and  his  partners  hunkered  down 
over  their  designs,  sleeping  in  the  office  to  guard 
them  against  spies,  searching  for  a  fuel  burner 
that  could  produce  the  required  heat  and  turbine 
blades  that  could  withstand  those  temperatures. 
"He  came  up  with  many  of  the  innovations  that 
we  still  use  today,"  says  Brian  Rowe,  a  retired  CE( 
of  General  Electric  Co.'s  engine  unit 

The  breakthrough  came  not  a  minute  too 
soon.  A  German,  Hans  von  Ohain,  was 
developing  a  similar  engine,  and  actually  flew  a  jet  plane 
earlier,  in  1939.  Late  in  the  war,  Germany  used  jets  against 
Allied  bombers,  and  a  British  jet  based  on  Whittle's  design 
shot  down  German  V-l  rockets. 

Whittle  proved  a  better  inventor  than  businessman.  He 
argued  that  the  jet  industry  should  be  nationalized,  but  only 
his  company  was.  Whittle  got  $85,000  for  his  shares,  while 
competitors  such  as  Rolls-Royce  became  rich  as  commercial 
aviation  boomed.  The  little  boy  from  Coventry  ultimately  got 
his  due,  however.  He  was  knighted  by  King  George  VI,  and 
today  a  memorial  lies  in  Westminster  Abbey— an  inspiration 
to  young  dreamers  everywhere.  ■ 

-By  Christopher  Palmer 
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You  have  140  million  opportunities  to  deliver  your  message. 


«^^ 


Targeted  Direct  Mail  can  deliver  your  brand  message  to  any  number 

of  the  140  million  addresses  across  the  country.  What's  more,  74% 

of  your  prospects  will  read  it.  To  learn  how  Direct  Mail  can  help 

increase  your  brand  awareness,  mail  the  attached  card,  visit 

L         usps.com/awareness11  or  call  1-800-THE-USPS,  ext.  AD4799, 

^        and  receive  your  "Success  with  Direct  Mail  Vol.  1"  kit. 
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Win  a  Book. 


In  Defense  oi 
Globalization, 


H 


CA  is  pleased  to  offer  you 
a  chance  to  win  In  Defense 
of  Globalization,  a  book 
recently  reviewed  in  the 
pages  of  BusinessWeek. 
Visit  businessweek.com/ 
bookgiveaway  to  win  one 
of  the  100  copies  being  given 
away  this  month. 

BusinessWeek  brings  you  the 
world  of  business  every  week. 

CA  brings  you  the  latest 
innovations  in  management 
software. 

For  more  information  on  CA, 
visit:  ca.com/bw  today. 


Computer  Associates® 


©  2004  Computer  Associates  International,  Inc.  (CA). 
All  trademarks,  trade  names,  service  marks  and  logos 
referenced  herein  belong  to  their  respective  companies. 


Books 


An  Alliance  in  Ruin* 

DANGEROUS  DE-LIAISONS  What's  Really  Behind  the  War  Between  France  and  the  U. 

By  Jean-Marie  Colombani  and  Walter  Wells;  Melville  House;  163pp;  $16.95 

THE  FRENCH  BETRAYAL  OF  AMERICA 

By  Kenneth  R.  Timmerman;  Crown  Forum;  309pp;  $25 


Early  last  year,  when  the  Iraq  crisis  looked  to  be 
wrenching  apart  old  alliances,  Secretary  of  State  Colin 
Powell  took  a  step  back  to  talk  about  strained  relations 
between  the  U.S.  and  France.  The  two  countries,  he 
said  in  a  speech  in  late  January,  2003,  "have  been  in 


marriage  counseling  for  225 
years.  Guess  what?  The 
marriage  is  there.  And  it  will 
be  there."  If  s  true  that 
Washington  and  Paris  have 
long  been  uneasy  allies: 
Perceived  slights  on  the  part 
of  President  Franklin  D. 
Roosevelt  fed  Free  French 
leader  Charles  de  Gaulle's 
prickly  independence, 
reached  full  expression 
when,  as  the  President  of 
France,  de  Gaulle  summarily  pulled 
his  country  out  of  NATO's  integrated 
military  command  in  1966.  Over  the 
years,  American  and  French  officials 
have  quarreled  over  trade,  the 
Middle  East,  relations  with  the  then 
Soviet  Union,  and  other  issues.  Yet 
there  was  never  any  doubt  that  the 
two  countries  were  on  the  same  side. 

However,  in  the  space  of  a  few  weeks 
in  early  2003,  things  changed 
drastically.  In  a  move  that  shocked  the 
White  House— and  even  surprised  much 
of  the  French  political  Establishment- 
French  President  Jacques  Chirac  and  his 
flamboyant  then-Foreign  Minister 
Dominique  de  Villepin  moved  to  derail 
the  U.S.  at  the  U.N.  Security  Council  and 
in  NATO.  The  unprecedented  change  of 
tactic  resembled  the  kind  of  behavior 
that  "you  have  when  the  marriage  is 
irreparably  over.  There's  nothing  to 
preserve,  and  you  want  to  win  at  all 
costs,  because  losing  will  cost  dearly,"  in 
the  words  of  Walter  Wells,  executive 
editor  of  the  Paris-based  International 
Herald  Tribune. 

Dangerous  De-Liaisons:  What's 
Reall  /  Behind  the  War  Between  France 
and  thz  U.S.,  Wells  engages  in  a 
sophisticated  back-and-forth  dialogue 
with  Jean-Marie  Colombani,  editor-in- 
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chief  of  Le  Monde.  Wells  is  an 
urbane  American  who  has  live 
in  the  French  capital  for  more 
than  two  decades,  and 
Colombani  is  a  paragon  of  the 
Parisian  intellectual  elite.  Thei 
slender  book  contains  many 
insights  into  the  nature  of 

American-French  ties, 
although  the  two  men 
too  often  agree— it 
might  have  been  more 
stimulating  to  pit 
Colombani  against  a 
real  Washington 
Francophobe.  The  boo 
also  takes  a  hard  look 
the  miscalculations 
made  on  both  sides  of 
the  Atlantic  as  the  U.S. 
became  increasingly 
intent  on  military  action  in  Iraq. 

In  the  unrelenting  and  sensationally 
tided  The  French  Betrayal  of  America  b} 
conservative  investigative  journalist 
Kenneth  R.  Timmerman,  Iraq  is  the 
main  focus.  A  specialist  in  military  and 
strategic  matters,  Timmerman 
chronicles  the  extremely  close,  three- 
decades-long  association  between 
Saddam  Hussein  and  his  main  booster 
in  the  West,  Chirac.  Books  examining 
the  fraught  Franco-American 
relationship  are  already  a  growing 
cottage  industry  in  France.  These  two 
are  among  the  first  to  appear  in  the 
U.S.,  and  while  neither  provides  the 
definitive  word  on  the  subject,  both  are 
well  worth  reading. 

It  is  not  surprising  that  Iraq  would 
eventually  become  such  an  apple  of 
discord.  The  Gallic  fascination  with 
Saddam  Hussein  was  already  evident  ir 
1975,  when  Chirac,  then  the  youthful 
Prime  Minister,  went  in  person  to  Orly 


Airport  to  greet  the  Iraqi  leader,  who 
had  just  begun  a  bloodthirsty  rise  to 
power.  Here  was  a  chance  for  France  to 
have  its  own  special  relationship  with  a 
major  oil  power,  a  tie  that  could  serve 
as  a  counterweight  to  the  long 
American  embrace  of  Saudi  Arabia. 
France  in  general  and  Chirac  in 
particular  would  stop  at  nothing  to 
please  Saddam,  whether  selling 
Baghdad  some  of  the  most 
sophisticated  weaponry  in  France's 
arsenal  or  supplying  a  state-of-the-art 
nuclear  reactor,  later  destroyed  by 
Israeli  jets  in  a  daring  1981  raid. 

In  the  next  decade  and  a  half, 
Baghdad  would  spend  a  good  $20  bil- 
lion on  French  arms,  becoming  by  far 
the  largest  single  customer  apart  from 
the  French  military  itself.  "Nearly  one 
thousand  French  defense  contractors 
cashed  in,  from  the  giants— Dassault, 
Aerospatiale,  Thomson-CSF,  Matra,  and 
Giat— on  down  to  manufacturers  of 
electronic  circuit  boards,  fiberglass 
boats,  parachutes,  and  camouflage  nets," 
writes  Timmerman.  "The  real  question 
was  not  who  belonged  to  the  pro-Iraq 
lobby,  but  who  would  dare  oppose  it." 

That  multibillion-dollar  arms  bazaar 
also  meant  a  rich  stream  of  commissions 
and  kickbacks,  not  only  to  Arab 
middlemen  but  to  French  officials. 
Timmerman  suggests— without  quite 
providing  a  smoking 
gun— that  Iraqi  money 
oiled  and  may  have 
propped  up  Chirac's  own 
political  machine,  the 
neo-Gaullist  Rally  for  the 
Republic  (RPR).  True,  the 
RPR  was  far  from  being 
squeaky-clean,  but 
sensational  allegations 
that  lots  of  cold  Iraqi  cash 
flowed  into  its  coffers 
remain  just  that:  allegations.  Moreover, 
at  times,  Timmerman's  use  of  biased 
sources  leads  him  to  level  absurd 
charges,  such  as  the  notion  that  Saddam 
drained  the  vast  marshes  of  southern 
Iraq  to  make  the  terrain  easier  going  for 
French  oil  companies,  as  a  Kurdish 
leader  maintains.  Instead,  the  Iraqi 
dictator  took  the  action  in  order  to  deny 
cover  to  southern  rebels. 

It  may  well  be  that  France  and  the 
U.S.  would  have  collided,  even  without 
the  convenient  excuse  of  Iraq.  Over  the 
past  20  years,  economic  policies  have 
been  increasingly  diverging,  as  have  the 
two  countries'  approaches  to  key  social 
questions  such  as  capital  punishment. 
Moreover,  Bush's  ascent  in  January, 


The  French- 
U.S.  crisis 
may  reflect 
deeper  trans- 
Atlantic  rifts 


2001,  heralded  a  new  generation  of  U.S. 
politicians  for  whom  Europe  and  the 
Atlantic  Alliance  seemed  no  longer  to 
be  a  central  focus. 

For  Colombani,  the  differences  are 
even  more  profound,  dating  from  the 
very  origins  of  the  two  republics.  He 
observes  how  Napoleon  Bonaparte 
structured  France  as  a  centralized 
republic  run  by  an  elite.  And  Napoleon 
steadily  concentrated  more  power  in  his 
person,  as  First  Consul  and  then  as  self- 
proclaimed  Emperor.  In  contrast, 
American  founding  father  George 
Washington  renounced  such 
concentrated  power,  favoring  a 
decentralized  republic  characterized  by 
institutional  checks  and  balances. 

Chirac,  it  seems,  may  be  the  heir  to 
that  Napoleonic  tradition.  This  can  be 
seen  in  everything  from  his  imperious 
and  condescending  attitude  toward 
Eastern  and  Central  European  nations 
that  sided  with  Washington  last  year  to  a 
basic  misunderstanding  of  the  post- 
September  11  temperament  of  the  U.S. 
and  his  miscalculation  of  President 
Bush's  determination  to  go  to  war.  As 
the  head  of  a  center-right  coalition, 
Chirac  had  originally  been  judged  to  be 
somehow  more  instinctively  pro- 
American  than  the  outgoing  Socialist 
government  or  his  Socialist  predecessor 
at  the  Elysee  Palace,  Francois 

Mitterrand.  Nothing  is 
further  from  the  truth: 
Chirac  effortlessly  tapped 
into  the  deep  vein  of  anti- 
Americanism  that  exists 
as  much  on  the 
nationalist  French  right 
as  on  the  left. 

Will  an  eventual 
change  of  leadership  in 
Paris  and  Washington, 
then,  put  things  back  on 
an  even  keel?  Perhaps  not.  The  crisis  in 
Franco-American  relations  may  reflect  a 
deeper  rift  between  America  and  Europe 
as  a  whole— making  it  hard  for  the 
countries  to  work  together  on  such 
matters  as  peace  in  the  Middle  East  and 
free  trade.  Some,  like  Carnegie 
Endowment  for  International  Peace 
senior  associate  Robert  Kagan,  suggest 
that  the  1991  collapse  of  the  Soviet 
Union  and  the  end  of  the  Cold  War 
removed  the  one  principle  that  kept  the 
democratic  West  bound  together.  It  is  far 
from  clear  whether  the  "war  against 
terrorism"  can  have  a  similar  unifying 
effect.  The  recent  Franco-American  rift 
is  not  a  good  omen.  ■ 

-By  John  Rossant 
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The  right  software 
can  transform  your 
infrastructure  into  an 
on-demand  environment. 

What's  the  best  way  to  survive  any 
business  crisis?  Avoid  it  altogether. 
That's  why  we  created  management 
software  that  lets  your  business  be 
more  responsive  than  ever  before.  Our 
software  lets  you  align  your  IT  to  fit 
your  business  needs.  In  the  era  of  util- 
ity computing,  it's  more  important  than 
ever  to  have  software  that  seamlessly 
integrates,  allowing  your  existing 
resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you 
never  dreamed.  To  find  out  more  about 
transforming  your  IT  environment  for 
better  business  success,  go  to 
ca.com/management1 . 
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Toward  an  adaptive 
manufacturing  enterprise 

Bv  Lane  F.  CooDer.  Larstan  Business  Reports  ^^ 
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By  Lane  F.  Cooper,  Larstan  Business  Reports 

The   strategic,   technical   and   operational    landscape   in   the 
manufacturing  industry  is  in  the  midst  of  a  transformation  that 
is  prompting  organizations  in  this  space  to  be  even  more 
responsive  to  global  market  dynamics.  Success  in  this 
sector  is  being  achieved  by  those  companies  that  can 
adapt  to  customer  demands,  respond  to  competitors'  moves 
and  coordinate  go-to-market  strategies  with  channel  partners  in 
increasingly  shorter  time-frames. 

In  short,  manufacturing  executives  are  responding  to  an  Adaptive 
Enterprise  imperative  that  calls  for  dramatic  improvements  in 
internal  operations  while  simultaneously  strengthening  ties 
throughout  the  channel  of  distribution  by  creating  agile  supply 
chains  and  collaborative  business  infrastructures.  This  trans- 
formation is  realizing  a  dynamic  that  has  been  developing 
steadily  for  the  past  decade:  to  synchronize  investments  in  tech- 
nology, business  strategy,  operational  processes,  and  people. 

However,  while  there  is  a  growing  consensus  about  the  benefits 
associated  with  becoming  a  more  Adaptive  Enterprise,  there  is  a 
significant  implementation  gap  that  the  industry  is  wrestling  with. 
According  to  a  recent  Larstan  Business  Report  survey  of  1 03  IT  and 
operations  professionals/executives  in  the  manufacturing  industry: 

►  90%  of  respondents  believe  that  standardized  business 
processes  can  benefit  their  organizations  by  streamlining  enter- 
prise and  extended  enterprise  initiatives; 

►  But  only  1 7%  said  that  enterprise  systems  and  business  strate- 
gies currently  in  place  at  their  organizations  are  optimized  to 
effectively  manage  an  extended  enterprise  environment. 

Meanwhile,  analysts  at  Boston-based  Aberdeen  Group  report 
that  an  increased  reliance  on  external  supply  partners  to  manage 
a  larger  portion  of  product  content  and  business  processes  has 
only  increased  the  need  for  companies  to  improve  their  ability  to 
track,  measure,  and  analyze  supplier  performance.  Unfortunately, 
most  companies  continue  to  exhibit  inadequate  and  inconsistent 
supplier-performance  measurement  procedures.  Such  factors  are 
putting  businesses  at  risk  of  inflated  costs  and  performance 
disruptions  at  a  time  when  every  dollar  counts.1 

And  .^-cording  to  analysts  at  Boston-based  Yankee  Group,  the 
strategy  ^h  ground  is  shifting  from  managing  suppliers  and 
inventory  for  c  :n-time  production  system  to  smart  management 
of  demand.  From  d<  and  forecasting  to  revenue  management, 
the  intelligent  distribution  r. ?  goods  and  services  is  becoming  the 
primary  concern  of  many  corporations.2 

"The  time  to  develop  a  methodical  approach  to  creating 
adaptive  manufacturing  enterprises  has  clearly  arrived,"  says 


Neal  Elgersma,  Director,  Worldwide  Automotive  Industry  at 
Hewlett  Packard  (HP). 


Elements  of  HP's  Adaptive 
Enterprise-Enablement  Strategy 

HP  has  developed  a  multi-pronged  Adaptive  Enterprise- 
enablement  strategy  that  is  designed  to  provide  manufactb 
with  ways  to  bridge  the  gap  between  their  current  enterprise 
systems  capabilities,  and  the  emerging  critical  requirements 
of  an  adaptive  manufacturing  enterprise. 

SUPPLY  CHAIN  ASSESSMENTS  This  service  helps  manufac 
turing  organizations  understand  their  supply  chain  performance 
relative  to  other  companies.  Through  the  application  of  ber 
marks  and  correlation  of  the  results  with  the  various  industry 
benchmark  models,  HP  can  establish  a  time-phased  supply 
chain  strategy  and  roadmap  for  improvement. 

AGILITY  ASSESSMENT  SERVICES  ►  Industry  specific  A{ 
Assessment  services,  delivered  by  HP  to  help  customers  identil 
their  ability  to  respond  to  macro  and  micro  economic  busine 
events.  A  company's  performance  is  assessed  in  each  k« 
business  process  area.  The  output  of  the  service  is  a  prio 
(based  on  ROI)  list  of  improvements  the  customer  could  make. 

COLLABORATIVE  BUSINESS  INFRASTRUCTURE  SOLUTIONS  ► 
HP  is  delivering  an  adaptive  manufacturing  integration  ant 
collaboration  framework  developed  for  the  Microsoft's  Window 
Server  System  and  the  Intel  architecture.  It  is  an  integration 
and  collaboration  solution  created  on  the  Microsoft  Windows 
Server  System  and  .NET  Framework.  It  is  delivered  on  a  ref- 
erence architecture  built  on  Intel  based  servers,  HP  Storage 
and  HP  Management  software.  The  CBI  solution  integrates 
business  systems  in  Supply  or  Design  Chain,  and  enables  an 
organization  to  securely  extend  and  manage  business 
processes  created  on  those  systems  to  distributed  teams  inside 
or  beyond  firewalls,  or  to  partners  and  suppliers 

For  more  information,  go  to: 
www.hp.com/go/manufacturing  /cbi 


"Those  manufacturers  that  design  and  implement  an  Adaptive 
Enterprise  strategy  early  —  to  not  only  streamline  internal 
operations,  but  also  strengthen  ties  throughout  the  supply  chain 
—  can  achieve  a  significant  competitive  advantage.  But  by 
the  time  we  enter  the  second  half  of  this  decade,  the  evidence 
indicates  that  what  is  a  competitive  advantage  will  soon  become 
a  competitive  requirement,"  says  Allen  Johnson,  Director, 
Americas  Manufacturing  Industries  Solutions  at  HP. 


1 )  Larstan  Business  Report  -  Collaborative  Business  Infrastructures  in  the  Manufacturing  Industry:  An  Executive  Briefing 

2)  Yankee  Group  Report  -  The  Strategic  Opportunity  for  Demand  Chain  Management:  Key  Processes  Defined 


Confessions  of  the  World's  Most  Demanding  ClOs. 


"To  the  future. 
And  step  on  it." 


"In  the  mid-90's,  GM  needed  a  change  —  and  fast.  Our  cha 
Transform  one  of  the  world's  largest  corporations  into  a  go-fast 
company.  With  the  help  of  HP  Services,  we  set  our  sights  on  the  ft 

"The  result?  Today,  we  bring  new  vehicles  to  consumers  in  less  than 
24  months,  down  from  42.  We're  putting  better  quality  automobiles 
on  the  road  than  ever  before.  And  we've  consolidated  information 
systems  by  over  fifty  percent  —  all  while  saving  hundreds  of  millions 
of  dollars  a  year  through  the  use  of  precision  information  technology. 

"HP  listened  instead  of  talking.  HP  sold  ideas  instead  of  pushing 
product.  HP  helped  make  change  a  competitive  advantage." 


—Ralph  Szygenda,  Group  Vice-President  and  CIO 


Make  change  work  for  you.  Visit  www.hp.com/adapt 
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BY  STEPHEN  H.  WILDSTROM 


Google's  Gmail  Is  Great 
—But  Not  for  Privacy 


I  expected  to  hate  Google's  new  Gmail  service.  I'm  not  a  big  fan  of  Web 
mail  services— such  as  Microsoft's  Hotmail  or  Yahoo!  Mail— and  even  the 
promise  of  a  gigabyte  of  free  storage  seemed  like  a  bad  trade-off  for  getting 
messages  with  ads  tied  to  their  content.  While  Gmail  has  focused  attention 
on  serious  privacy  issues  about  Web  mail  in  general,  the  Google  service, 


currently  in  a  limited  trial,  is  a  pleasant 
surprise. 

With  all  that  storage— 500  times  as 
much  as  Microsoft  offers  in  a  free 
Hotmail  account— Gmail  promises  you 
will  be  able  to  keep  your  mail  in  one  big 
bin  and  use  Google's  familiar  search  tools 
to  find  messages  months  or  years  after 
you  receive  them.  During  my  brief  trial,  I 
couldn't  accumulate  the  thousands  of 
messages  needed  for  a  real  test  of  search 
abilities,  but  I  have  no  doubt  of  Google's 
ability  to  make  search  work. 

One  objection  I  have  had  to  Web  mail  is  that  it  can  be 
painfully  slow.  Gmail  eases  the  pain  with  spartan,  graphics- 
free  pages  that  look  like  Google  search  results  and  download 
quickly  even  on  a  pokey  connection. 

The  ads,  which  are  displayed  only  with  incoming 
messages,  are  identical  to  the  ads  served  up  with  Google 
searches— a  few  unobtrusive  lines  of  text  on  the  right  side  of 
the  page.  While  the  idea  of  seeing  ads  based  on  the  content  of 
messages  is  slightly  creepy,  the  reality  is  not  so  bad.  For  one 
thing,  the  small  text  ads  are  much  less  intrusive  than  the 
spinning,  bouncing,  flashing  ads  on  Hotmail  pages. 

GOOGLE  ALSO  UNDERSTANDS  THE  SENSITIVITY  of  the  ads. 
There  are  no  political,  sexual,  or  medical  promotions.  The  ads 
seem  to  be  triggered  primarily  by  the  mention  of  products, 
and  I  found  that  most  personal  messages,  including  internal 
mail  and  mail  from  readers,  came  in  with  no  ads.  My  efforts 
to  trick  Gmail  into  bad  taste,  say  by  serving  an  ad  for  flowers 
with  a ..       ibout  a  relative's  funeral,  failed  when  I  sent 
messages  oi       'e-up  disasters  and  they  arrived  without  ads. 

Many  privacy  nc  ^ates,  however,  are  up  in  arms  because 
Google's  computers  w  il]  an  message  content  to  choose  the 
ads.  One  California  legislator  even  introduced  a  bill  banning 
such  ads.  But  the  truth  is  that  virtually  all  e-mail  content  is 
scanned,  usually  multiple  times,  by  anusoam  and  antivirus 
systems.  If  you  think  e-mail  can  be  read  only  by  the  intended 
recipient,  whatever  system  you  use,  you  are  deluded. 

A  more  serious  privacy  concern  is  raised  by  the  potential 
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for  thousands  of  your  messages,  perhaps 
accumulated  over  years,  being  stored  on 
Google's  servers,  where  you  have  little 
control  over  them.  This  is  an  issue  with 
any  server-based  mail  storage,  but  it's 
intensified  by  the  amount  of  storage 
Gmail  offers.  "It  matters  where  your  mai 
is  stored,"  says  Lauren  Weinstein,  co- 
founder  of  People  for  Internet 
Responsibility,  a  privacy  advocacy  group. 
"Not  just  today,  but  forever." 

The  main  federal  law  covering  the 
privacy  of  e-mail,  the  Electronic 
Communications  Privacy  Act,  is 
18  years  old  and  full  of  flaws.  Its 
protections  are  loophole-ridden 
and,  in  particular,  it  allows  law- 
enforcement  agencies  to  gain 
access  to  your  messages  on  a 
mail  provider's  system  without 
your  knowiedge. 

A  privacy  concern  unique  to 
Gmail  is  that  Google  could 
combine  information  about  a 
huge  store  of  your  mail  with  records  of  your  search  activity 
into  a  detailed  portrait  of  your  life.  Google  co-founder  Sergey 
Brin  says  that  the  Gmail  privacy  policy  is  still  evolving  and 
that  "it  makes  sense  to  let  users  separate"  mail  and  search 
information.  The  current  policy  is  likely  to  be  toughened  to 
limit  linking  mail  with  other  search  results. 

Gmail  looks  to  be  the  most  usable  Web  mail  service  I  have 
tried.  But  it  does  accentuate  the  privacy  issues  that  have 
always  surrounded  Web  mail,  especially  considering,  as  Brin 
reminds  people,  that  "the  political  climate  does  fluctuate."  It 
could  be  a  good  choice  wThen  it  becomes  available  later  this 
year,  but  you  should  be  aware  of  the  risks.  ■ 
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You  can't  imagine  the  work 

that  goes  into  getting  people  to  work. 

In  Europe,  no  one  ever  has  to  worry  about  being  late.  Not  when  they're  sitting  on  a  high-speed  train 
traveling  200  MPH.  High-speed  trains,  by  the  way,  which  roll  on  advanced  Timkens  AP™  bearings. 
Wherever  parts  move.Timken  leads  the  way  in 
providing  innovative  solutions  for  industry. 
Let's  get  to  work. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Good  Works— 
With  a  Business  Plan 


Corporate  scandals  and  excessive  compensation  packages  for  rapacious 
CEOs  have  dominated  business  news  during  the  past  three  years.  Profiles 
of  visionary  corporate  heroes  have  given  way  to  cautionary  tales  about 
greedy  villains,  and  public  trust  in  business  has  plummeted.  At  the  same 
time,  however,  a  new  kind  of  business  hero,  the  social  entrepreneur, 


has  been  gaining  media  attention  and  capturing  the  public's 
imagination.  Even  students  and  faculty  in  the  world's  top- 
ranked  business  schools— a  typically  jaded  and  hard-headed 
group— are  becoming  inspired. 

Just  a  decade  ago,  there  were  virtually  no  B-school  courses 
or  student  projects  on  social  entrepreneurship.  Today  most 
top  business  schools  have  both.  Stanford  University  has 
introduced  the  Stanford  Social  Innovation  Review  and  the 
Global  Entrepreneurship  Monitor,  a  worldwide  consortium  of 
academic  institutions,  chaired  by  London  Business  School 
and  Babson  College,  has  just  inaugurated  a  survey  to  measure 
social  entrepreneurship  around  the  world. 

But  before  such  a  subject  can  be  taught,  analyzed, 
measured,  or  revered,  it  must  be  defined.  At  the  broadest  level, 
a  social  entrepreneur  is  one  driven  by  a  social  mission,  a 
desire  to  find  innovative  ways  to  solve  social  problems  that  are 
not  being  or  cannot  be  addressed  by  either  the  market  or  the 
public  sector.  A  fascinating  book,  How  to  Change  the  World: 
Social  Entrepreneurs  and  the  Power  of  New  Ideas  by  David 
Bornstein,  adopts  this  broad  definition.  Well-documented 
cases  of  grassroots  entrepreneurial  activities  to  tackle  such 
diverse  social  problems  as  child  abuse,  disability,  illiteracy, 
and  environmental  degradation  give  life  to  it. 

BORNSTEIN  EXPLAINS  HOW  AND  WHY  social  entrepreneurs 
often  rely  on  ordinary  citizens,  "barefoot  teachers,  bankers, 
and  nurses,"  in  lieu  of  expensive  professionals  to  provide 
medical  and  social  services  to  poor  communities.  Bornstein 
does  not,  however,  attempt  to  distinguish  between  social 
enterprises  that  are  financed  by  foundation  and  government 
fund?   nd  those  that  finance  themselves  at  least  partially 
througn      ?nues  generated  from  their  own  activities.  The 
majority  ot  s^  La]  enterprises  remains  in  the  former  category, 
while  self-sustainn^    ndeavors  have  attracted  the  greatest 
attention  within  busines.    diool  and  venture -capital 
communities.  They  were  the  focus  of  the  Global  Social 
Venture  Competition  (GSVC)  hela  in  London  recently. 

The  GSVC  originated  at  the  University  nf  California  at 
Berkeley  Haas  School  of  Business  and  is  nov%  a  partnership 
that  includes  Columbia  Business  School,  London  Business 
School,  and  the  Goldman  Sachs  Foundation.  Its  mission  is  to 
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promote  entrepreneurial  businesses  that  satisfy  two  criteria: 
They  have  clear  and  quantifiable  social  objectives;  and  they 
are  financially  sustainable,  in  the  sense  that  they  are  profitable 
or  self-supporting  through  revenue  generation. 

The  GSVC  brings  together  academic  and  practitioner 
judges  from  around  the  world  to  evaluate  student  proposals 
for  businesses  that  satisfy  these  criteria.  Such  businesses  have 
a  dual  or  "blended"  bottom  line  that  encompasses  both  a 
financial  rate  of  return  and  a  social  rate  of  return.  This  year, 
129  proposals  were  submitted  to  the  GSVC  panel  of  judges 
from  teams  that  comprised  225  MBA  students  from  55 
business  schools  representing  11  countries  and  four 
continents.  Winning  plans  included  proposals  for 

manufacturing  organic  fertilizer 
with  high  water  content  for  poor 
farmers  in  arid  countries  and 
improving  schools  in  low-income 
urban  areas. 

The  major  challenge  confronting 
social  entrepreneurship  is  the  lack 
of  adequate  financing.  Foundations 
and  governments  are  the  primary 
source  of  funding,  according  to  Bill 
Drayton,  the  founder  of  Ashoka,  a 
nonprofit  that  has  given  funding, 
advice,  and  support  to  1,400  social 
entrepreneurs  in  46  countries 
during  the  past  20  years.  But  they  provide  mostly  short-term 
grants.  Social  entrepreneurs  need  medium-  to  long-term 
funds,  which  is  why  business  models  that  simultaneously 
generate  sound  financial  returns  and  demonstrable  social 
returns  are  enticing  socially  minded  business-school  students 
and  investors. 

The  search  for  financing  has  also  sparked  a  wave  of 
entrepreneurship  within  the  field  of  social  investment  itself, 
including  venture-capital  firms  dedicated  to  investing  in 
portfolios  of  businesses  that  deliver  commercial  solutions  to 
social  problems.  Let's  hope  that  in  the  process  they  help 
restore  the  public's  trust  in  the  business  community.  ■ 

Laura  D 'Andrea  Tyson  is  dean  of  London  Business  School. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


The  Economy  Is 
Showing  Real  Muscle 

Inventory  building  and  overseas  demand  have  joined  consumer  spending 


■  ■ 


U.S.  ECONOMY 


Economists  have  been  busy  lifting  their  forecasts 
for  real  growth  in  gross  domestic  product  in  the  first  quarter.  The 
advance  number  will  be  released  by  the  Commerce  Dept.  on  Apr.  29, 
and  the  range  of  forecasts  veer  from  a  modest  3.7%  to  a  booming  6%. 
The  monthly  data  available  so  far  suggest  that  the  economy  probably 


grew  at  a  5%  annual  rate  or  better.  But  what  is  more 
critical  than  the  rate  is  where  the  economy's  strengths  lie 
and  what  the  mix  says  about  future  momentum  and  risks. 

Indeed,  no  sooner  had  the  economy  and  labor  markets 
started  performing  better  than  fears  over  inflation 
clouded  the  outlook  and  rattled  the  financial  markets.  The 
question  among  investors  is  when  and  by  how  much  the 
Federal  Reserve  will  lift  short-term  interest  rates  now  that 
the  economy  shows  so  much  muscle  (page  46).  Even  the 
International  Monetary  Fund  has  emphasized  that  the 
Fed  must  be  clear  about  its  intentions  or  it  risks 
disrupting  financial  markets  around  the  world. 

However,  investors  who  argue  that  the  Fed  is  behind 
the  curve  or  did  not  anticipate  the  economy's  current 
strength  ignore  the  fact  that  policymakers  have  been 
forecasting  strong  real  GDP  growth  for  some  time.  The 
Fed's  central  tendency  forecast  shows  that  in  February 
policymakers  projected  real  GDP  to  grow  by  4;/2%  to  5% 
for  all  of  2004.  So  growth  as  high  as  6%  last  quarter 
would  not  be  far  outside  the  Fed's  range  of  expectations. 

For  his  part,  Alan  Greenspan  sounded  upbeat— and 
straightforward— when  he  testified  before  Congress  on 
Apr.  20  and  21.  The  Fed  chairman's  speeches  were  his 
first  attempts  at  communicating  what  lies  ahead  for 
monetary  policy.  After  saying  the  economy's  prospects 
were  good  and  that  hiring  will  pick  up,  he  downplayed 
growing  inflation  fears.  He  noted  that  strong  productivity 
has  limited  the  growth  in  labor  costs,  and  that  high  profit 
margins  and  competition  mean  companies  won't 
automatically  boost  their  prices  to  cover  rising  costs. 

And  in  a  bow  to  transparency,  Greenspan  said  quite 
clearly  that  "the  federal  funds  rate  must  rise  at  some 
point  to  prevent  pressures  on  price  inflation  from 
eventually  emerging."  That  was  a  very  clear  signal  the 
Fed  is  on  the  path  to  lifting  the  funds  rate  from  its  current 
1%.  The  next  confirming  sign  may  come  in  the  policy 
statement  released  after  the  Fed's  May  4  meeting. 

THE  TIMING  OF  THE  FIRST  RATE  HIKE  will  be  mostly 
based  on  the  outlook  for  growth  and  jobs.  And  in  that 
regard,  the  details  of  the  Apr.  29  GDP  report  should  make 
the  case  that  the  economy  had  quite  a  lot  of  momentum 
heading  into  the  second  quarter.  In  fact,  any  shortfall 


between  reported  GDP  growth  and  expectations  will  most 
likely  be  made  up  over  the  spring  and  summer. 

That's  especially  true  for  the  inventory  sector.  From  the 
recession  until  mid-2003,  businesses  were  extremely 
hesitant  to  build  up  their  stockpiles.  Inventories  dropped 
in  seven  of  those  10  quarters.  The  reluctance  can  be 
traced  to  two  factors.  First,  companies  doubted  the 

increases  in  demand  had 
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staying  power,  and  they 
didn't  want  to  get  caught 
with  excess  inventories. 
Second,  the  cost  of 
supplies  were  either 
falling  or  stable,  giving 
companies  a  financial 
incentive  to  delay 
ordering  goods. 

Now  demand  has 
proven  itself  resilient, 
and  commodity  prices  are 
rising.  No  wonder 
attitudes  about  inventories  have  turned  180  degrees.  In 
January,  2001,  a  survey  by  the  Institute  for  Supply 
Management  found  26%  of  purchasers  thought  their 
customers'  inventories  were  too  high,  and  14%  felt  they 
were  too  low.  But  this  March,  the  too-high  responses  had 
fallen  to  8%,  and  the  too-lows  were  up  to  29%. 

INVENTORIES  BEGAN  RISING  at  the  end  of  2003, 

adding  0.7  percentage  point  to  fourth-quarter  real  GDP 
growth  of  4.1%.  So  far  in  2004,  total  inventories  held  by 
manufacturers,  wholesalers,  and  retailers  were  up  0.2% 
in  January  and  another  0.7%  in  February,  the  largest  one- 
month  addition  in  3V2  years  (chart).  Although  March  data 
on  total  inventories  aren't  yet  available  and  Commerce 
must  estimate  them  for  the  GDP  accounts,  the  numbers 
so  far  suggest  inventory  building  could  have  added  at 
least  one  point  to  GDP  growth. 

Better  still,  inventories  are  still  playing  catch-up  with 
the  growth  in  demand.  The  ratio  of  business  inventories 
to  sales  stands  at  historically  low  levels.  Companies  must 
add  significantly  to  their  inventory  levels  through  the 
spring  and  summer  or  risk  losing  sales.  That  stockpiling 
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EXPORT  GROWTH  IS 
GAINING  MOMENTUM 


PERCENT  CHANGFFROM  A  YEAR  AGO 


will  provide  a  big  boost  to  future  economic  expansion. 
Inventory  rebuilding  is  also  pumping  up  the  factory 
sector.  Although  manufacturing  output  was  flat  in  March, 
that  followed  a  surge  of  1.1%  in  February  and  a  smaller 
gain  of  0.3%  in  January.  For  the  first  quarter,  factory 
output  increased  at  a  robust  5.8%.  And  given  that  the 
backlog  of  unfilled  orders  is  the  highest  in  two  years, 
output  will  post  further  advances  in  the  spring. 

THE  TWIN  REBOUNDS  in  inventories  and  factory  output 
are  in  response  to  continued  gains  in  demand.  The 
monthly  data  on  car  sales  and  other  retail  buying  show 
consumers  remain  the  driving  force  in  the  economy.  Real 
consumer  purchases  grew  between  4%  and  4V2%  last 
quarter.  And  households  have  litde  reason  to  pull  back  on 
their  spending  this  spring  because  the  labor  markets  are 
picking  back  up,  many  tax  refunds  have  yet  to  arrive,  and 
household  wealth  is  rising.  The  extra  cash  from  refund 
checks  and  the  boost  to  incomes  from  more  jobs  will 
offset  the  drag  from  higher  fuel  prices. 

Businesses  are  also  helping  to  push  up  demand.  The 
monthly  data  on  shipments  of  capital  goods  suggest  that 
business  investment  on  equipment  rose  in  the  first 
quarter.  Although  the  increase  probably  was  not  as  hefty 
as  the  14.9%  gain  posted  in  the  fourth  quarter,  it  may 
have  been  big  enough  to  add  half  a  percentage  point  to 
real  GDP  growth.  And  a  recent  survey  done  by  the 
National  Association  for  Business  Economics  indicates 
capital  budget  plans  will  remain  robust  for  the  rest  of  the 
year.  According  to  the  NABE,  53%  of  their  members 


EURO  ZONE 


The  Newbies  Will  Set  the  Pace 


expect  capital  spending  at  their  companies  will  rise  in  the 
coming  year;  14%  expect  the  gains  to  be  10%  or  more. 

Perhaps  the  most  welcome  addition  to  demand  for  U.S. 
goods  is  coming  from  overseas.  Real  exports  rose  strongly 
in  both  quarters  of  the  second  half,  and  another  advance 
should  be  posted  for  the  first  quarter,  according  to  the 

monthly  data  (chart). 


Foreign  demand  is 
critical  to  keeping 
America's  massive 
foreign  trade  deficit  at 
least  stable.  In  fact,  the 
reason  the  February  trade 
gap  narrowed  to  $42.1 
billion  from  $43.5  billion 
is  that  a  4%  increase  in 
exports  more  than  offset 
a  1.6%  rise  in  imports. 

Gains  in  U.S.  exports 
are  also  a  good  indicator 
that  growth  is  accelerating  worldwide.  Economic 
expansion  must  be  widespread  and  resilient  around  the 
world  so  financial  and  product  markets  adjust  easily  to  an 
expected  slowdown  in  China's  economy  (page  36). 

As  usual,  the  U.S.  will  help  to  set  the  pace  for  stronger 
world  growth.  Resilient  consumer  spending,  faster 
inventory  rebuilding,  and  better  export  growth  all 
contributed  to  first-quarter  growth.  And  that  mix  will 
provide  the  momentum  needed  to  power  the  economy 
into  the  second  half.  ■ 
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ON  MAY  1, 10  countries  will  join  the 
European  Union,  the  next  step  in  their 
goal  to  adopt  the  euro.  The  eight 
Eastern  European  countries  plus 
Malta  and  Cyprus  are  posting  better 
economic  growth  numbers  than  the 
euro  zone.  The  trend  is  likely  to  persist 
and  may  push  current  members  to 
make  much-needed  reforms. 

One  reason  the  accession  countries 
are  expected  to  grow  far  faster  than 
the  euro  zone  this 
year  is  productivity 
growth  (table).  After 

usting  for  wage 
entials,  workers 
in  the  ^       -ion 
countries  ai^      to 
twice  as  producti 
euro  zone  employees, 
according  to  a  report 
by  J.R  Morgan  Chase 
&  Co.  economists 
Michael  Marrese  and 
Nora  Szentivanyi.  The 
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rapid  productivity  gains  allow  for 
greater  profits  and  real  wage 
advancements,  key  ingredients  to 
spurring  demand. 

To  be  sure,  euro  zone  workers  are 
more  efficient  on  an  absolute  basis, 
but  the  gap  is  narrowing.  Morgan 
forecasts  industrial  productivity 
growth  for  the  three  largest 
entrants— Poland,  Hungary,  and  the 
Czech  Republic,  which  make  up  79% 
of  the  accession 
nations'  total  gross 
domestic  product- 
will  be  9.5%  this  year, 
vs.  2.8%  for  the  euro 
zone.  A  big  reason  for 
the  gap  is  a  strong 
inflow  of  foreign 
direct  investment. 
Foreign  companies 
that  overhaul  or  build 
plants  are  bringing  in 
better  technology. 
In  addition,  the 
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newest  members  have  lower 
corporate  tax  rates.  The  average  rate 
for  the  accession  countries  is  near 
20%,  vs.  more  than  30%  for  the  euro 
zone.  Their  entry  into  the  EU  and 
their  more  attractive  business 
environment  should  draw  in  even 
greater  levels  of  FDI  to  these 
countries.  That  should  bring  further 
gains  in  productivity. 

The  virtuous  cycle  that  the  new 
entrants  appear  to  be  building  will 
add  pressure  on  established  members 
to  reform  their  labor  markets,  tax 
codes,  and  social  benefits  programs, 
such  as  pensions.  The  expanded  euro 
zone  is  "not  embarking  on  a  zero- 
sum  game,  but  instead  [is] 
establishing  a  dynamic  setting  in 
which  the  [accession  countries]  have 
secured  initial  advantages,"  says 
Marrese.  But  the  established 
members  have  a  long  way  to  go  to 
catch  up  on  productivity  growth.  ■ 
-By  James  Mehring  in  New  York 
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SCOTLAND   HAS  ALWAYS   LAID   CLAIM   TO   WHAT  /S 

NOW  ONE  OF   THE   MOST  SOUGHT-AFTER   COMMODITIES 

IN  THE  WORLD   OF   FINANCIAL  SERVICES: 


Now  more  than  ever,  candor  is  a 
critical  asset  in  every  financial  partnership. 
But  in  Scotland,  honesty 
isn't  a  new  policy.  It's 
a  centuries-old  tradition. 
We  balance  financial 
acumen  and  absolute 
integrity.  Free  thinking  and 
blunt  sincerity.  The  result? 
An  innovative,  inquisitive  and 
brutally  honest  lot  working 
to  improve  on  everything  around  them. 

This  environment  brought  about  the 
basis  for  modern  banking.  The  Bank  of 
Scotland.  The  first  pound  note.  Even 
Adam  Smith,  the  father  of  economics, 
hailed  from  the  land  of  golf  and  glens. 


BRUTAL   HONESTY. 


Smith,  by  no  coincidence  a  professor 


of  moral  philosophy,  infused  ethics  into 


economics.  He  asserted  the  world  would 


be  successful  if  countries  pursued  what  they 


did  best  and  shared 


openly.  Today,  this 


m 


services  companies  worldwide  set  up 
operations  here  or  access  the  astute 
sensibility  of  our  financial 
companies  and  universities. 
Scotland  is  a  port  in 
the  storm  for  businesses 
that  are  trying  to  balance 
good  returns  with  corporate 
stability.  Thanks  to  our 
highly  skilled  workforce  and 
global  connectivity  through 
world-class  telecommunications. 

Call  or  visit  our  Web  site  for  a  frank  (yet 
inspired)  account  of  our 
business  environment. 


is  the  motivating  sentiment  behind  Scottish 


Development  International,  helping  financial 


www.  s  cotsinnovate .  com/finance 
+44  141  228  2828 


And  experience  a  natural  resource  with  unlimited 


value  in  today's  market.  Brutal  honesty. 
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C H I N  A'S  economy  is  overheated^ 
its  banks  are  shaky,  and  hot        >  — . 
money  continues  to  pour  in. 
Can  the  new  leaders  rein  in  a      ••  — 
runaway  financial  system? 

BY  BRIAN  BREMNER,  DEXTER  ROBERTS,  AND  FREDERIK  BALF0UR~3T 
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News  Analysis  &  Commentar 


CENES  OF  PROSPERITY,  SCORCHING  EXPAN- 

sion,  commodity  shortages,  and  speculative 
froth  in  the  Chinese  economy:  In  Beijing,  lo- 
cal authorities  are  driving  an  unprecedented 
stadium-construction  boom  to  prepare  for 
the  2008  Olympic  Games,  an  historic  shot 
for  the  country  to  strut  its  stuff  and  showcase 
its  economic  ascendancy  before  a  global  au- 
dience. The  capital  city  is  spending  $30  billion-plus  on  new 
subways,  road  construction,  and  glittering  stadiums.  There's 
just  one  problem:  not  enough  steel.  China  can't  get  enough  of 
the  stuff,  and  a  supply  crunch  has  sent  prices  soaring  around 
the  world.  In  early  April,  that  prompted  the  Beijing  Organiz- 
ing Committee  for  the  Olympic  Games  to  cut  steel  use  in  the 
planned  National  Stadium,  the  Games'  primary  venue,  by 
some  40%,  to  45,000  tons,  using  other  construction  materials 
instead.  It  is  also  reducing  the  size  of  the  planned  National 
Swimming  Center. 

In  some  thriving  coastal  cities,  2004  is  shaping  up  to  be  the 


year  of  the  brownout,  as  construction  of  new  factories  an 
housing  fuels  ever  greater  demand  for  electricity.  China's  Stai 
Grid  Corp.  forecasts  an  electricity  gap  of  some  30  million  Idle 
watts  this  year.  Power  rationing  has  become  a  fact  of  life  i 
Shanghai  and  in  smaller  towns  in  the  provinces  of  Zhejiang  an 
Anhui  in  the  booming  Yangtze  River  Delta. 

Looking  for  a  measure  of  how  prosperous  the  Chinese  ai 
feeling?  At  one  upscale  Shanghai  housing  complex  called  Rail 
bow  City,  built  by  Hong  Kong  developer  Shui  On  Properties,  a 
816  apartments  were  sold  in  three  days  last  October,  mostly  t 
local  Chinese.  In  a  not-yet-completed  luxury  residential  devei 
opment  near  Shanghai's  Xintiandi  district,  where  apartmeni 
cost  $325  per  square  foot,  there's  a  waiting  list  of  2,20 
prospective  buyers.  Meanwhile,  infrastructure  projects  of  di 
bious  utility  are  popping  up— or  in  the  case  of  a  new  train  lin 
in  Shanghai,  sinking.  The  city  has  a  new  $1  billion  airport  lin 
that  runs  on  German  maglev  technology— the  first  of  its  kind  i 
the  world.  But  since  opening  last  month,  most  trains  are  emp 
ty  and  the  elevated  tracks  are  sinking. 
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RUNAWAY  CONSUMPTION  China  is  now 

devouring  7%  of  the  world's  oil  supply,  30%  of  its 
iron  ore  output,  and  27%  of  all  steel  products. 
The  result:  Rising  commodity  prices  worldwide, 
which  could  boost  inflation.  And  if  China 
crashes,  a  global  commodity  bust  could  ensue. 

DYSFUNCTIONAL  FINANCE  By  some 
estimates,  45%  of  all  loans  are  nonperforming. 
Yet  lending  is  still  rising  fast-and  the  top  four 
banks  are  technically  insolvent.  Hiking  the 
value  of  the  yuan  would  cool  things  off,  but  it 
'ould  put  much-needed  export  jobs  at  risk. 

*~-"'-4L  RISK  China  demand  now 
drives  the    /nomies  of  Southeast  Asia  and, 
increasingly.  I        of  Korea,  Taiwan,  and  Japan. 


A  sudden  slowdown  in  China  could  throw  I 
economies  into  reverse. 

CORPORATE  RISK  Multinationals-from 

auto  makers  to  chipmakers-depend 
increasingly  on  domestic  Chinese  demand 
for  new  growth.  If  Beijing  has  to  slam  on  th 
brakes,  demand  could  plummet,  hurting 
earnings  just  as  the  world  is  recovering. 

WEAK  CONTROLS  Top  authorities  in  Beiji 
want  to  slow  the  economy  before  it's  too 
late,  but  regional  Communist  Party  cadres 
and  businesses  have  other  ideas.  Credit 
allocation  in  China  is  still  primitive— and  th 
authorities  have  a  poor  record  of  navigatinj 
soft  landings  in  the  economy. 
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Then  there  are  the  car  factories  everyone  wants  to  build. 
Ningbo -based  Aux  Group,  maker  of  air  conditioners  and  cell 
phones,  is  charging  into  the  auto  biz.  Doesn't  that  seem  a  trifle, 
well,  reckless?  "I'm  not  worried,"  says  spokesman  Huang 
Jiangwei.  "You  go  where  the  opportunities  are." 

The  world  has  known  for  months  that  China  is  white-hot. 
What  the  world  wasn't  expecting  was  that  it  would  keep  getting 
hotter.  The  government  of  President  Hu  Jintao  and  Premier 
iWen  Jiabao  has  been  signaling  since  last  summer  that  if  s  time 
jto  ease  up  on  growth.  People's  Bank  of  China  (PBOC),  the  cen- 
tral bank,  has  said  it  wants  to  crack  down  on  reckless  lending. 
[But  the  numbers  remain  explosive.  On  Apr.  15,  Beijing  revealed 
[that  the  economy  grew  9.7%  in  the  first  quarter;  the  target  was 
7%.  First-quarter  loan  growth  grew  21%  over  last  year,  and  the 
,  broadest  measure  of  the  money  supply,  or  M2,  rose  19.2%. 
Fixed-asset  investment— spending  on  plants,  equipment, 
[roads,  and  other  infrastructure— is  up  43%.  The  average  in  Asia 
is  more  like  20%.  Inflation  of  2.8%  doesn't  look  too  bad— until 
you  consider  that  a  year  ago  it  was  under  1%. 

Hiaf s  Fueling 
he  Fire 

TSIDE  MONEY  Foreign  direct 
Bstment  and  export  earnings— 
ne  $491  billion-flood  the 
tern  with  foreign  currency, 
ting  upward  pressure  on  the 
|n.  The  central  bank  must  buy 
foreign  money  to  lower  the 
ssure.  But  that  creates  more 
in,  which  flows  into  the 
homy  through  the  banks. 

SIDE  MONEY  Corporate 
nings,  personal  savings,  and 
y-market  income  all  rise  as 
na  prospers.  Again,  much  of 
i  ends  up  in  banks,  which  lend 
;aply  since  their  cost  of  capital 
olow. 

DAL  BANKS  Besides  the  Big  Four  banks,  there  are  more 
n  100  other  commercial  banks  and  1,200  co-op  lenders  with 
it  ties  to  local  cadres  and  businesses.  These  local  bigwigs  are 
m  cheap  capital,  often  with  no  regard  for  the  quality  of  the 
rower's  finances.  Central  control  of  the  Big  Four's  local- 
nch  lending  is  also  loose,  though  it  is  improving. 

DEVELOPED  BOND  MARKET  The  central  bank  tries  to 
'k  up  extra  liquidity  by  selling  government  bonds,  but  it  has 
been  enough  to  cool  things  off.  And  higher  rates  would  just 
I  in  more  foreign  money,  driving  up  debt  service  for  the 
'ernment,  putting  more  pressure  on  the  yuan. 

I  YUAN  Investors  all  over  Asia  are  buying  property  and 
er  Chinese  assets,  betting  on  an  upward  revaluation  of  the 
lin.  Money  smuggled  out  of  the  mainland  is  coming  back  in, 
,  as  Chinese  bet  on  a  currency  rise.  That  just  increases  the 
ssure  to  revalue  and  adds  to  the  speculative  froth. 

Data:  BusinessWeek 
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China's 
ability  to 
engineer  a 
soft  landing 
is  crucial  for 
the  world 


The  oddest  sign  of  stress:  Be- 
cause the  yuan  is  fixed  at  a  cheap 
rate  of  8.27  to  the  dollar  and  the 
government  so  far  has  not  let  it  ap- 
preciate, the  Chinese  are  spending 
more  and  more  to  import  increas- 
ingly dear  raw  materials,  which 
mainland  manufacturers  turn  into 
products  to  sell  abroad  at  low 
prices.  In  other  words,  China  is 
paying  more  and  getting  less  in  re- 
turn. The  result:  China  actually  ran 
a    first-quarter    trade    deficit    of 

$8.43  billion.  Some  reports  are  surfacing  of  companies  hoard- 
ing commodities  as  a  speculative  play.  Only  a  hike  in  the  yuan 
will  cut  the  import  bill,  but  too  high  a  hike  could  put  jobs  at  risk 

The  system  is  clearly  out  of  whack.  Yes,  China  is  regarded  as 
a  country  with  first-world  manufacturing  prowess,  the  planet's 
workshop.  But  that  industrial  might  is  hitched  to  a  broken, 
third-world  financial  system.  When  the  heat  turns  up,  things 
can  get  ugly.  And  because  it  is  so  big,  an  overheated  China  takes 
on  enormous  global  importance.  Not  since  the  boom-bust  cy- 
cles of  the  fast-growing  U.S.  economy  in  the  19th  century  has 
the  world  seen  such  a  phenomenon.  As  Fed  Chairman  Alan 
Greenspan  told  Congress  on  Apr.  20:  "If  [the  Chinese]  run  into 
trouble,  they  will  create  significant  problems  for  Southeast 
Asian  economies,  for  Japan,  and  indirectly  for  us." 

VORACIOUS  APPETITE 

THE  AUTHORITIES  ARE  CLEARLY  getting  nervous.  Beijing  has 
raised  bank-reserve  requirements  for  the  second  time  in  eight 
months,  and  a  sell-off  in  Chinese  bonds  has  been  accelerating. 
With  the  yuan  under  considerable  speculative  pressure,  PBOC 
Governor  Zhou  Xiaochuan  seemed  to  signal  on  Apr.  18  that  it 
might  be  time  for  the  central  bank  to  loosen  its  fixed-currency 
regime  slightly  to  stem  inflation  and  slow  the  economy.  The 
markets  seem  to  be  taking  such  talk  seriously.  The  one-year 
forward  rate  on  the  yuan  is  hovering  at  7.8  to  the  greenback, 
suggesting  a  5%  future  adjustment  in  the  currency. 

What  if  these  attempts  to  cool  things  off  don't  work?  That's 
what  global  investors  and  policymakers  worry  about.  Why?  A 
runaway  China— or  a  China  hit  by  a  temporary  but  dramatic 
crash— would  have  far  more  impact  on  the  global  economy 
than  it  would  have  had  10  years  ago,  when  the  mainland  had  its 
last  great  crisis  of  overheating.  The  Chinese  economy's  share  of 
global  output  has  doubled,  to  4%,  in  the  last  decade.  China  is 
devouring  7%  of  the  world's  oil  supply,  a  quarter  of  all  of  its  alu- 
minum, 30%  of  iron-ore  output,  31%  of  the  world's  coal,  and 
27%  of  all  steel  products.  Last  year,  China-linked  exports  and 
industrial  production  accounted  for  about  a  third  of  the  recent 
rebound  in  Japan's  gross  domestic  product.  China  is  the  top 
destination  for  South  Korean  exports:  Trade  with  China  kept 
the  Korean  economy  from  slipping  into  outright  recession  last 
year.  Emerging-market  companies  in  Brazil,  Russia,  and  else- 
where have  benefited  from  the  heavily  China-influenced  rise  in 
global  commodity  markets.  And  China  profits  are  coming  in 
too.  U.S.  multinationals  such  as  Motorola  now  rely  on  China  for 
up  to  10%  of  sales.  General  Motors  Corp.  just  reported  that  first- 
quarter  earnings  from  Asia  quadrupled,  to  $275  million,  thanks 
to  soaring  demand  from  the  mainland. 

That's  why  Beijing's  ability  to  engineer  a  soft  landing  is  pos- 
sibly the  most  important  issue  in  global  finance  this  year.  If  the 
government  can  slow  down  growth  to,  say,  7%,  commodity 
prices  will  ease  worldwide,  pressure  on  the  yuan  will  subside, 
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demand  for  steel  has 
sent  prices  soaring 


and  Beijing  will  keep  generating  jobs 
for  the  10  million  Chinese  who  enter 
the  workforce  every  year.  "We  believe 
the  economy  is  developing  too  rapid- 
ly," says  a  senior  government  official. 
"But  the  last  25  years  have  proved  the  government  capable  of 
reining  in  these  difficulties." 

The  authorities  do  have  a  plan.  Under  the  general  tutelage  of 
the  PBOC's  Zhou  and  the  State  Council,  10  inspection  teams 
drawn  from  various  ministries  and  PBOC  have  been  dispatched 
to  seven  provinces  to  examine  industries  that  have  gotten  too 
much  investment— especially  steel,  cement,  and  aluminum— to 
beat  greedy  borrowers  away  from  the  trough.  The  government 
also  has  instructed  the  Land  &  Resources  Ministry  to  restrict 
land  allocations  to  sectors  that  are  overbuilt.  Some  analysts 
think  such  actions  will  slow  the  overinvestment  soon,  especial- 
ly if  coupled  with  a  rate  hike.  Deutsche  Bank  economist  Jun  Ma 
thinks  a  modest  50-basis-point  rise  in  China's  benchmark 
5.31%  lending  rate  will  do  the  trick.  "China  will  achieve  a  soft 
landing  of  GDP  growth,"  he  says,  adding  that  inflation  will  like- 
ly end  the  year  at  an  acceptable  3%. 

It's  also  clear  that  Chinese  officials  don't  want  to  choke  off 


the  job  machine,  for  obvious  political  reasons.  Says  Li  Yush 
vice-president  of  the  Commerce  Ministry's  Chinese  Academy  o 
International  Trade  &  Economic  Cooperation:  "I  would  rathe 
that  the  economy  overheat  than  be  cold,  because  then  ther 
would  be  a  lot  of  problems."  Li  thinks  the  economy  will  even 
tually  use  the  excess  capacity  that's  building  up  in  areas  such  a 
steel,  cars,  and  property.  Some  Western  executives  agree.  Ther 
may  be  the  start  of  a  property  bubble  now,  they  say,  but  th 
long-term  picture  is  bright,  thanks  to  China's  breathtaking  ur 
banization.  "There  will  be  345  million  people  making  the  mov 
from  rural  to  urban  China  in  the  next  20  to  25  years,"  says  Gu 
Hollis,  country  head  and  international  director  for  real  estat 
consultant  Jones  Lang  LaSalle  in  Shanghai. 

DYSFUNCTIONAL  SYSTEM 

THE  OTHER  POSSIBILITY,  THOUGH,  is  much  darker:  a  repea 
of  1992-94,  when  runaway  growth  and  inflation  forced  Premie 
Zhu  Rongji  to  enforce  draconian  rules  to  stop  rampant  lending 
curb  double-digit  inflation,  and  tame  the  economic  beast.  Zhi 
used  higher  rates  and  administrative  diktat  to  cool  things  of 
China  kept  growing,  but  at  a  slower  pace,  while  joblessnes 
mounted,  the  property  markets  crashed,  and  the  four  big  bank 
found  themselves  saddled  with  mountains  of  bad  loans  the 
had  extended  during  the  bubble. 

The  biggest  China  pessimists  see  a  repeat  of  this  crash  land 
ing  but  on  a  much  vaster  scale— one  that  would  send  globa 
commodity  prices  spiraling  down,  hammer  Asian  economies 
destabilize  China's  big  banks  again,  and  wound  earnings 
multinationals.  "The  current  investment  bubble  is  becomin: 
bigger  than  the  one  from  1992-94,"  notes  Morgan  Stanle 
economist  Andy  Xie,  admittedly  the  king  of  the  China  doom 
sayers.  Xie  says  fixed  investment  is  much  larger  now  than  H 
years  ago  and  is  laying  the  groundwork  for  a  massive  bust. 
SHANGHAI  SHOWROOM  Soft  landing  or  hard,  only  a  gargan 
Purchases  of  luxury  tuan  effQrt  by  central  authorities  wl 
and  high-end  resolve  the  structural  issues  plaguin; 

items  are  soaring  China's  money  system.  The  latest  over 

investment  scare  is  just  a  symptom  of 
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deeper  malady  that  afflicts  China's  hybrid  economy,  which  blends 
elements  of  free  markets  with  the  heavy  hand  of  a  one-party  state 
that  still  has  a  huge  say  in  how  credit  gets  allocated.  For  all  of  its 
glittering  skylines,  emerging  space  program,  and  love  affair  with 
cell  phones  and  the  Net,  China  is  still  burdened  with  a  backward 
financial  system  that  can't  tell  a  good  risk  from  a  bad  one— and  of- 
ten doesn't  seem  to  care.  "There  is  no  such  thing  as  efficient  cap- 
ital allocation  in  China,"  says  Carl  E.  Walter,  chief  operating  offi- 
cer for  J.P.  Morgan  Chase  &  Co.  in  China. 

The  struggles  of  the  Big  Four— Bank  of  China,  Industrial  & 
Commercial  Bank  of  China,  China  Construction  Bank,  and 
Agricultural  Bank  of  China— to  end  decades  of  politically  moti- 
vated lending  are  the  most  visible  and  best-knrwn  signs  of  this 
dysfunctional  financial  system.  By  some  estimates,  45%  of  all 
bank  loans  remain  underwater.  Authorities  are  starting  to  re- 
capitalize banks  and  professionalize  credit  operations,  but  it's  a 
slow  process— and  the  banks  keep  lending. 

Westerners  have  a  vague  idea  that  Beijing  can  still  assert  its 
authority  over  any  aspect  of  Chinese  life  fairly  quickly,  as  it  used 
to.  But  China  is  much  more  decentralized  than  outsiders  think. 
Local  Communist  Party  cadres  can  bend  the  rules  and  get  local 
branches  of  the  big  banks  to  lend  when  they  shouldn't.  And  if  s 
not  just  the  banks  that  come  under  pressure  from  local  notables. 
Seven  regional  commercial  banks,  100-plus  city  commercial 
banks,  and  1,200-odd  rural  cooperative  lenders  are  all  active— of- 
ten shelling  out  credit  with  nary  a  glance  at  a  borrower's  books. 
Standard  &  Poor's  points  out  that  in  2003,  the  loan  portfolios  of 
smaller  lenders,  especially  city  banks,  grew  at  twice  the  pace  of 
the  Big  Four's.  Worse,  lenders  usually  charge  one  fixed  rate:  Mor- 
gan Stanley's  Xie  say  they  should  charge  risky  borrowers  up  to 
500  basis  points  more.  Meanwhile,  many  entrepreneurs  can't  get 
a  cent  of  this  abundant  credit.  "It's  problematic,"  says  Zhang 
Jian,  co-founder  of  China  Bright  View,  a  promotion  and  market- 
ing company  that  counts  Oracle  and  Eastman  Kodak  as  clients. 
"Chinese  banks  don't  support  private  enterprises;  they  support 
state-owned  enterprises." 

PROSPERITY  IS  ADDING  FAT  TO  THE  FIRE 

BEIJING  MAY  EVENTUALLY  WRESTLE  these  problems  to  the 
ground.  "Remember,  we  are  not  a  100%  market  economy,"  says 
Frank  Peng,  professor  at  the  School  of  Economics  &  Manage- 
ment at  Tongji  University  in  Shanghai.  "If  purely  economic 
measures  cannot  be  effective,  then  of  course  administrative 
measures  can  be  taken."  But  as  the  system  loosens  up,  it  takes 
central  authorities  much  longer  to  assert  control.  "China's 
banking  system  is  really  insolvent,  and  all  the  monetary  tools 
they  have  to  fix  things  are  blunt,"  says  Ping  Chew,  a  Singapore- 
based  credit  analyst  at  Standard  &  Poor's. 

Reckless  lending  isn't  the  only  problem:  Outright  criminal- 
ity is  an  issue,  too.  On  Apr.  16,  the  U.S.  deported  Yu  Zhendong, 
a  former  Bank  of  China  branch  manager  in  the  city  of  Kaiping, 
who  was  recendy  convicted  in  a  Las  Vegas  court  of 
embezzling  $485  million  from   1992  through 
2i)i.      Yu  had  fled  to  the  U.S.)  He  was  able  to  au- 
thorize l<         md  transfer  assets  with  a  single  sig- 
nature, withou  the  supervision  of  higher-ups,  ac- 
cording to  court  uu^   ^ents. 

China's  current  prosperity  is  adding  fat  to  this 
fire.  Since  the  country  joined  \hn  World  Trade  Or- 
ganization, the  economy's  links  wir'i  the  outside 
world  have  accelerated.  The  result  is  a  collision  of    UD  tO  10  /O 
global  capital  with  a  still-primitive  financial  sys-    ^-PcQliac 
tern.  Chinese  lenders  are  awash  with  liquidity  be-    OI  ^"IcS 
cause  China's  closed  capital  account  means  huge 
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The  authorities  chargedwith  reining  in 
growth  and  fixing  the  financial  system: 

WEN  JIABAO  Premier,  61 
KEY  CHALLENGE  Balancing  Beijing's  aim 
of  ensuring  new  jobs  and  more  equitable 
growth  with  the  need  to  engineer  a  soft 
landing  for  China's  torrid  economy. 
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ZHOU  XIAOCHUAN  Governor  of 
People's  Bank  of  China,  56 
KEY  CHALLENGE  Reining  in  the  money 
supply  and  still-surging  lending  while 
cleaning  up  the  rickety  banking  sector. 

LIU  MINGKANG  Chairman  of 
China  Banking  Regulatory  Commission,  57 
KEY  CHALLENGE  Strengthening  regulations 
and  internal  controls,  while  restructuring 
banks.  Supervising  the  effort  to  clean  up  an 
estimated  $600  billion  in  bad  loans. 

SHANG  FULIN  Chairman  of  China 
Securities  Regulatory  Commission,  52 
KEY  CHALLENGE  Modernizing  China's  illiquid 
stock  markets  by  strengthening  regulatory 
supervision,  listing  better  companies,  and 
improving  corporate  disclosure. 

LI  RONGRONG  Director  of  State-Owned 
Assets  Management  &  Administration 
Comm.,  59 

KEY  CHALLENGE  Overseeing  continuing 
reform  and  privatization  of  China's  state- 
owned  enterprises. 

Data:  BusinessWeek 
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inflows  from  exports— about  $438  billion  last  year.  Add  to  that 
some  $53  billion  in  foreign  direct  investment  that  must  be 
flipped  into  yuan.  Much  of  that  extra  yuan  ends  up  in  the  mon- 
ey supply  and  banking  system,  where  a  good  chunk  of  it  is  lent. 
Then  there's  a  growing  class  of  speculators.  Overseas  Chinese, 
mainland  residents  who  have  set  up  offshore  accounts,  and  others 
are  undercutting  monetary  policy  even  more  by  snapping  up  yuan 
at  current  rates  and  betting  that  they  will  pocket  profits  when  it 
eventually  appreciates.  Some  $40  billion  of  lastl 
year's  capital  inflows  came  from  such  speculation, 
according  to  S&P.  Some  local  companies  even  fal- 
sify the  export  sales  they  report  to  the  government 
so  they  can  take  dollars  they  squirreled  abroad  anc 
reinvest  them  back  into  yuan-denominated  as- 
sets."Capital  controls  in  China  are  very  porous," 
says  credit  analyst  Ping. 

It's  not  just  outside  money  flowing  into  the 
banks:  Households  piled  up  $350  billion  in  new 
savings  last  year,  according  to  Morgan  Stanleyl 
while  Chinese  companies  earned  $100  billion.! 
Even  the  uptick  in  reserve  requirements  at  thel 
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banks  will  have  a  minor  impact  given  the  bil- 
lions that  keep  flowing  into  their  coffers.  Last 
year,  PBOC  sold  $79  billion  in  Treasury  bills, 
mostly  to  the  banks,  to  sop  up  the  money  supply. 
It  was  a  good  effort,  but  clearly  not  enough  to 
stem  the  rise  in  credit. 

The  banks,  which  account  for  85%  of  the  cred- 
it created  in  China,  might  lend  more  sensibly  if 
they  had  to  compete  with  developed  bond  and 
stock  markets  for  capital.  But  the  country's  20- 
year-old  corporate  bond  market  has  all  of  24  is- 
sues listed,  and  daily  trading  is  minuscule.  Be- 
cause interest  rates  are  state-controlled— and 
banks  have  always  been  eager  to  lend  cheaply— there  has  never 
been  much  of  a  need  for  companies  to  issue  bonds.  Only  state- 
owned  companies  have  bothered  to  issue  them,  and  because  of 
the  implicit  government  guarantee  they  enjoy,  virtually  every 
company  boasts  a  triple-A  rating,  no  matter  how  ludicrous.  In  the 
West,  a  thriving  corporate  bond  market  gives  bankers  an  idea  of 
how  the  markets  assess  risk  and  what  is  an  appropriate  rate  to 
charge.  Such  a  yield  curve  doesn't  exist  in  China 

The  same  is  true  of  government  securities.  One  foreign  trad- 


Primitive 
bourses  and 
bond  markets 
leave  lenders 
as  the  only 
game  in  town 


er  tells  of  a  30-year  bond  the  Finance  Ministry  issued  a  few 
years  ago  that  yielded  only  2.9%— barely  above  the  rate  for  a 
one-year  Chinese  Treasury.  "What  kind  of  risk  pricing  is  that?" 
he  asks.  He  avoided  the  bond,  which  now  trades  under  water. 

The  country's  two  domestic  stock  exchanges  in  Shanghai  and 
Shenzhen,  launched  in  the  early  1990s,  aren't  much  more  suc- 
cessful at  raising  capital  and  offering  an  alternative  to  bank  fi- 
nancing. The  two  bourses  accounted  for  only  3.9%  of  the  funds 
raised  last  year  by  Chinese  companies,  according  to  central  bank 
data.  Every  time  mere's  an  initial  public  offering,  investors  de- 
press market  prices  by  seeing  existing  holdings  in  other  equities 
to  raise  cash  to  buy  the  new  listing.  The  result:  Offerings  are  al- 
ways successful  for  those  lucky  enough  to  buy  shares  early,  while 
many  who  buy  on  the  secondary  market  g.rt  burned. 

One  reason  the  markets  are  so  volatile  is  tha  Ney  are  illiquid 
since  the  government  holds  70%  of  the  share  as,  they're  not 
traded.  Th's  year.  Chin;;  ■  crful  State  !  announced 
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that  it  wants  to  sell  some  of  those  state  shares.  Thai 
would  depress  current  prices  in  the  short  term,  bu 
the  government  might  offer  to  let  existing  share- 
holders buy  the  state  shares  at  a  discount  to  soften 
the  impact  Beijing  also  wants  to  loosen  investmem 
rules  to  let  pension  funds  invest  more  in  stocks. 

Other  reforms  are  coming  thick  and  fast.  At  tht 
end  of  March,  Hong  Kong  banks  were  given  per 
mission  to  accept  deposits  in  yuan,  an  importan 
step  toward  full  convertibility  down  the  road.  Anc 
central  banker  Zhou  wants  to  move  faster  in  dereg 
ulating  interest  rates.  "Due  to  the  excessive  regula- 
tion of  rates,  China's  financial  institutions  don'1 

have  the  ability  to  price  financial  products,  particularly  loans,r 

he  conceded  in  a  policy  speech  last  December. 

WHAT  CAN  BE  DONE? 

BUT  THOSE  ARE  LONG-TERM  solutions,  and  there's  a  ho 
economy  that  needs  to  cool  off  now.  So  authorities  keep  lean- 
ing on  lenders  to  tighten.  Home  buyers  must  now  put  down 
30%  instead  of  20%  for  high-end  properties.  And  to  curt 
speculative  "flipping"  of  properties,  the  government  has 
banned  the  resale  of  new  apartments  un- 
til construction  is  finished. 

Some  think  Beijing  must  do  far  more 
Joan  Zheng,  China  economist  for  J.Pj 
Morgan  Chase  &  Co.  in  Hong  Kong,  ad- 
vocates an  excise  tax  on  domestic  invest- 
ment like  the  one  Zhu  used  in  the  mid- 
'90s.  That's  better  than  a  sharp  rate  hike, 
she  says,  since  higher  rates  will  just  ex- 
acerbate the  bad-loan  problem  and  attract 
more  speculative  money  to  the  yuan. 

The  government  also  wants  to  encour- 
age consumer  spending,  which  trails  fixed 
investment.  The  Chinese  have  long  been 
compulsive  savers,  and  with  the  end  of 
state-guaranteed  lifetime  jobs  and  retire- 
ment benefits,  people  save  even  more.  The 
overall  savings  rate  is  an  astonishing  43% 
of  GDP.  Sure,  folks  on  the  eastern 
seaboard  are  buying  cars  and  spiffy  mobile 
phones,  but  in  the  hinterlands  people  are 
socking  away  every  yuan  they  can  into  sav- 
ing accounts.  And  that's  just  giving  banks 
more  cash  for  iffy  loans,  especially  to 
builders  of  factories,  bridges,  and  roads.  So 
Beijing  wants  banks  to  extend  consumer  financing  beyond  autos 
and  mortgages  to  include  vacations,  white  goods,  home  furnish- 
ings, and  more.  Some  analysts  think  these  measures  are  already 
starting  to  alleviate  underconsumption.  If  done  right,  such  a  pol- 
icy shift  would  keep  growth  strong  while  curbing  the  worst  spec- 
ulative excesses.  If  done  wrong,  though,  it  just  substitutes  one 
problem  of  easy  credit  for  another  while  creating  an  inflationary 
bulge  in  the  consumer  economy. 

There  are  no  easy  answers.  Perhaps  that's  why  so  many  Chi 
nese  just  accept  boom-and-bust  cycles  as  part  of  the  country's 
economic  evolution.  "There  may  be  a  waste  of  resources,"  says 
the  Commerce  Ministry  trade  institute's  Li.  "But  that's  been  the 
case  for  years.  This  is  how  China  has  grown."  Over  the  long 
term,  he's  right.  But  in  the  short  term,  China's  ability  to  disrupt 
the  world  economy  is  growing  to  scary  proportions.  Let's  hope 
Hu  and  Wen  know  what  they're  doing.  ■ 

-With  Bruce  Einhorn  in  Shenzhen  and  bureau  reports 
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REAL  ESTATE 


Are  Home  Lenders 
Pumping  Up  a  Bubble? 


Tina  Zhao  is  about  to  become  the 
proud  owner  of  her  first 
apartment,  a  small-but- 
comfortable,  500-square-feet 
toehold  near  Beijing's  West 
Railway  station.  The  25-year-old  has  already 
plunked  down  a  $12,000  downpayment  for 
the  place,  and  now  she's  waiting  for  approval 
of  an  $18,000, 20-year  mortgage  from 
China's  Minsheng  Bank.  While  loan 
applicants  in  some  countries  might  be  biting 
their  nails  at  this  point,  Zhao  says  she  has 
been  assured  that  she'll  get  the  money  for  her 
$30,000  apartment  in  less  than  a  month. 
Best  of  all,  the  only  information  the  bank 
asked  for  was  her  salary,  with  no  credit  check. 
"It's  very  easy,  there  was  no  strict  procedure 
for  this  at  all,"  says  Zhao,  who  works  as  an 
engineer  at  a  local  electronics  company. 

That's  just  the  sort  of  loose  credit  that's 
fueling  much  of  China's  current  boom-and 
worrying  Chinese  authorities.  As  home- 
buyers  such  as  Zhao  jump  into  the  market, 
mortgages  issued  by  China's  banks  have 
surged,  growing  more  than  40%  last  year,  to 
$142  billion.  The  easy  money  may  be 
inflating  a  housing  bubble  in  showcase  cities 
such  as  Beijing  and  Shanghai:  Residential 
prices  nationwide  are  up  by  7.7%  so  far  this 


year,  and  in  red-hot  Shanghai  they  grew  by 
25%  in  2003.  And  a  flood  of  Taiwanese, 
Hong  Kongers,  and  Japanese  expatriates  are 
buying  houses  and  apartments  as  both 
investments  and  residences.  Investment  in 
real  estate  grew  by  41%  in  the  first  quarter, 
says  one  senior  government  official. 

So  over  the  past  12  months,  China  has 
pushed  a  raft  of  new  measures  to  rein  in  the 
galloping  residential  real  estate  sector- 
particularly  the  high  end.  There's  a  new  rule 
requiring  a  30%  downpayment  on  homes, 
up  from  20%.  And  officials  in  Beijing  and 
Shanghai  have  ended  tax  breaks  for 
purchasers  of  luxury  properties.  They  are 
also  pressuring  bank  officials  to  better 
investigate  loan  applicants  and  are  boosting 
transparency  by  requiring 
developers  to  publish 
information  on  sales  and 
prices.  And  they  have 
banned  the  resale  of 
properties  before  their  new 
owners  have  even  taken 
possession-a  favorite 
maneuver  of  speculators.  If 
Chinese  authorities  "can 
reduce  the  amount  of 
speculative  investment, 


China  has 
pushed 
through 
measures  to 
cool  down 
the  market 


they  can  control  the  growth  in 
prices,"  says  Joseph  Zimny, 
director  of  New  Choice 
Mortgage  Services  Ltd.,  a 
Shanghai  consultancy. 

Tales  of  loose  lending, 
however,  abound.  The 
developer  of  a  newly  finished 
apartment  complex  in 
Guangdong  province  wanted  to 
raise  some  additional  credit 
from  one  of  China's  banks.  At 
first  the  local  bank  manager 
wouldn't  pony  up  more  cash 
because  the  developer  had 
already  sold  all  the  apartments 
and  had  no  collateral  to  offer. 
So  the  chairman  of  the  housing 
company  asked  a  bunch  of  his 
friends  to  pretend  they  owned 
apartments-and  say  they 
were  willing  to  offer  them  as 
collateral.  The  bank  never 
asked  to  see  the  nonexistent 
title  deeds  and  happily  handed  over  the 
money.  "When  the  banks  are  tight  with 
money,  they  are  very  tight,  but  there  are 
always  ways  around  that,"  says  a  former 
executive  of  the  developer  who  did  not  wish 
to  be  named. 

A  lot  of  parties  have  a  strong  interest  in 
seeing  that  the  boom  keeps  booming  and 
loans  continue  to  be  made.  Bank  managers' 
salaries  today  are  often  based  on  their  ability 
to  reduce  the  percentage  of  non-performing 
loans— usually  accomplished  by  simply 
issuing  new  loans  and  hoping  they  don't  go 
bad.  And  China  has  some  35,000  property 
developers,  most  of  them  small  and  poorly 
regulated,  who  are  eager  to  make  a  yuan 
wherever  they  can.  Last  year  developers 
brought  almost  20  million  square  meters  of 
new  residential  space  to  the  market  in 
Beijing,  and  Shanghai  built  even  more  than 
that,  estimates  James  Hawkey,  chief 
representative  of  Cushman  &  Wakefield  in 
Beijing.  Even  with  the  new  regulations,  "the 
property  markets  are  not  geared  up  to  react 
to  the  early  warning  signs  of 
overdevelopment,  so  supply  is  bound  to 
overshoot  when  demand  has  already  faded," 
he  says.  So  far,  China's 
appetite  for  real  estate  hasn't 
slackened,  and  the  residential 
vacancy  rate  remains  low.  The 
question  is  whether  the 
government  can  bring  the 
sector  in  for  a  soft  landing,  or 
whether  it  will  soar  so  high  that 
it  eventually  flames  out.  ■ 

-By  Dexter  Roberts  in 

Beijing,  with  Frederik  Balfour 

in  Shanghai 
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Strong  producth  ity 
and  continued  excess 
capacity  should  keep 
inflation  in  check,  says 
Greenspan.  Will  they? 


UDDENLY,  PRICES  SEEM 
to  be  popping  up  every- 
where. Whether  for  coffee, 
lumber,  paper  towels,  or 
I  tickets  to  Disneyland, 
companies  are  finding  that 
the  booming  economy  is 
giving  them  leeway  to  jack  up  prices  for 
the  first  time  in  years.  That's  showing  up 
in  higher  inflation.  On  Apr.  14,  the  gov- 
ernment said  consumer  prices  jumped 
0.5%  in  March,  bringing  first-quarter  in- 
flation to  an  unsetding  5.1%  annualized 
rate,  vs.  just  1.9%  last  year. 

Yet  inside  the  marble-hailed  Federal 
Reserve  Board,  Chairman  Alan 
Gree:,span  and  his  colleagues  seem 
down;  nguine.  Despite  growing 

worries  on  eet  that  an  inflationary 

storm  may  be  getu^  under  way,  Fed  pol- 
icymakers see  the  recem  i..rice  rises  more 
as  a  welcome  sign  that  trouL!;ng  defla- 
tionary forces  are  dissipating.  With  nro- 
ductivity  strong,  profit  margins  fat.  and  a 
surfeit  of  capacity  in  the  economy,  an  in- 
flation spiral  looks  unlikely,  they  argue. 
"Significant  productivity  growth  and  a 
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sizable  margin  of  underutilized  resources 
should  continue  [to  hold  inflation  in 
check]  for  a  while,"  Greenspan  told  law- 
makers on  Apr.  21. 

A  lot  depends  on  Greenspan  &  Co.  be- 
ing right.  If  inflation  truly  isn't  a  problem, 
then  the  Fed  can  take  its  time  raising 
rates  from  the  current  46-year  low  of  1%, 
perhaps  starting  with  an  increase  in  Au- 
gust, followed  by  gradual  bumps  to 
around  3lA%.  That  would  give  financial 
markets  and  the  economy  time  to  adjust 
to  the  end  of  cheap  money. 

POLITICAL  RAMIFICATIONS 

BUT  IF  THE  FED  is  wrong  and  inflation  is 
taking  off,  as  critics  increasingly  fear,  then 
watch  out  In  that  case,  the  central  bank 
would  be  forced  to  hike  rates  swiftly  and 
significandy,  hammering  bond  and  stock 
prices  and  undercutting  a  housing  market 
that  even  some  Fed  officials  fear  is  too 
frothy.  It  would  also  send  shock  waves 
through  the  global  economy,  where  a 
number  of  countries— most  prominendy 
China— have  effectively  tied  their  mone- 
tary policies  to  the  Fed  by  pegging  their 


currencies  to  the  dollar.  Such  a  move  could 
have  political  ramifications,  too,  perhaps 
costing  President  Bush  the  election. 

Fed  officials  admit  they  were  surprised 
by  the  March  jump  in  consumer  prices 
Even  after  stripping  out  volatile  food  anc 
energy  costs,  prices  were  still  up  0.4%.  Bui 
Fed  insiders  took  comfort  from  the  fact  thai 
part  of  the  outsized  increase  in  March's 
consumer-price  index  was  due  to  specia 
factors— a  0.9%  rise  in  apparel  prices  and  a 


WHEN  WILL  THE  FED  RAISE  RAT! 


Inflation 
is  turning  up. 
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3.8%  jump  in  hotel- 
room  rates—  that  are  un- 
likely to  be  repeated. 

Why  do  they  believe 
the  fundamentals  argue 
against  sustained  infla- 
tion? Even  after  the 
spurt  of  growth  over  the 
past  nine  months,  the 
economy  is  awash  in  ex- 
cess capacity  that  limits 
companies'  ability  to 
hike  prices.  The  Fed  re- 
ported on  Apr.  16  that 
capacity  utilization  at 
industrial  companies 
actually  slipped,  from 
76.7%  in  February  to 
76.5%  in  March— still 
comfortably  below  the 
long-term  average  of 
more  than  80%. 

There's  plenty  of  slack 
in  the  jobs  market  as 
well,  even  after  the 
308,000  increase  in  pay- 
rolls in  March.  Sure,  the 
unemployment  rate  has 
fallen  from  a  high  of 
6.3%  last  June  to  5.7% 
now.  But  much  of  that 
slip  represents  discour- 
aged workers  dropping 
out  of  the  workforce.  If 
labor-force  participation 
were  at  the  levels  it  aver- 
aged in  the  '90s,  the  un- 
employment rate  would  be  over  7%,  ac- 
cording to  International  Strategy  & 
Investment  Group  Inc.,  a  New  York  insti- 
tutional broker. 

Strong  productivity  growth  also  contin- 
ues to  help  control  labor  costs.  Chris  Var- 
vares,  president  of  consultant  Macroeco- 
nomic  Advisers,  reckons  that  unit  labor 
costs  fell  at  a  year-over-year  rate  of  1.6%  or 
more  in  the  first  quarter,  thanks  to  in- 
creases in  efficiency. 


Together,  these  factors  should  restrain 
salary  increases.  That's  crucial  to  pre- 
venting an  inflationary  wage-price  spiral. 
Since  labor  accounts  for  about  70%  of 
business  expenses,  a  rise  there  would  be 
far  worse  for  the  economy  than  the  price 
hikes  now  seen  in  commodity  markets  or 
consumer  goods. 

Of  course,  labor  costs  are  likely  to  rise  as 
productivity  growth  slows  and  the  jobs 
market  revives.  But  Fed  officials  don't  see 
companies  raising  prices  to  make  up  for 
the  higher  wage  bills,  thanks  to  plump 
margins.  According  to  the  Commerce 
Dept.,  margins  at  nonfinancial  companies 
were  their  widest  in  six  years  in  the  fourth 
quarter.  While  businesses  enjoy  big 
markups,  they  know  rivals  are  equally 
flush.  So  everyone  raising  prices  knows 
that  a  competitor  could  undercut  them. 

COTTON  TO  COPPER 

IS  THE  FED  RIGHT  about  pricing?  The 
risk  is  that  companies  will  discover  they 
can  raise  prices  raster  and  higher  than  the 
Fed  expects.  Already,  a  host  of  businesses 
are  finding  that  they  have  the  power  to 
push  through  price  increases— and 
they're  doing  it.  Nearly  a  third  of  the  out- 
fits contacted  by  the  National  Association 
for  Business  Economics  (NABE)  reported 
boosting  prices  in  a  survey  released  on 
Apr.  20.  "Selling  prices  moved  noticeably 
higher  in  the  last  quarter,"  says  Duncan 
Meldrum,  NABE  president  and  chief 
economist  for  industrial  gas  maker  Air 
Products  &  Chemicals  Inc. 

The  move  started  with  commodities, 
where  strong  demand  from  China  helped 
push  up  prices  on  everything  from  cotton 
to  copper.  But  now  if  s  filtering  up  the  sup- 
ply chain  as  companies  take  advantage  of 
the  booming  U.S.  economy  to  pass  along 
higher  raw-material  costs.  "There  is  a  bit 
different  dynamic  in  the  marketplace," 
says  Patrick  D.  Campbell,  chief 
financial  officer  of  industrial  conglomerate 
3M  Co.  "People  are  trying  to  raise  prices." 


...as  the  economy 
strengthens... 
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...but  labor  costs 
are  still  falling.. 
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...and  factories 
remain  underused 
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Even  long-depressed  industries  are 
finding  they  can  push  through  price  in- 
creases. Take  hotels:  Paula  Drum,  vice- 
president  of  hotel  strategy  at  travel  and 
real  estate  services  conglomerate  Cendant 
Corp.,  says  the  company  "is  beginning  to 
see  some  rebound"  in  room  rates. 
Airlines,  too,  are  benefiting.  "Finally 
we've  got  enough  demand  where  there's 
at  least  a  chance  you  could  have  some 
strengthening  yields,"  says  Southwest 
Airlines  Co.  CFO  Gary  C.  Kelly. 

All  the  talk  about  a  return  of  corporate 
pricing  power  has  inflation-phobes  in 
the  bond  market  twitching.  A  growing 
cadre  argue  that  the  Fed  has  let  the  in- 
flation genie  out  of  the  bottle  by  waiting 
too  long  to  tighten  credit.  "The  Fed  is  be- 
hind the  curve,"  says  economist  Ra- 
machandra  Bhagavatula  of  the  Royal 
Bank  of  Scotland.  "Inflation  is  rising, 
and  the  economy  is  booming."  Investors 
seem  to  agree.  Prices  on  inflation- 
protected  securities  issued  by  the 
Treasury  suggest  inflation  expectations 
have  doubled  since  the  start  of  2003,  to 
more  than  2.4%. 

Critics  also  charge  that  the  Fed  is  far 
too  optimistic  about  productivity  growth. 
Much  of  the  recent  spurt  in  productivity 
was  temporary,  in  response  to  savage 
cost-cutting  that  can't  last,  they  say.  As 
productivity  falls,  labor  costs  and  inflation 
will  rise.  What's  more,  they  argue,  there  is 
far  less  slack  in  the  economy  than  the  Fed 
maintains.  Since  it  takes  a  year  or  more 
for  Fed  rate  hikes  to  affect  the  economy, 
Greenspan  &  Co.  have  already  waited  too 
late  to  move,  they  say. 

It's  a  time-honored  maxim  in  mone- 
tary-policy circles:  A  central  banker's  job 
is  to  take  away  the  punch  bowl  just  when 
the  party  gets  going.  Greenspan  has  al- 
ways been  reluctant  to  play  that  role.  In 
1987  and  1998,  he  opened  the  taps  in  re- 
sponse to  financial  crises,  but  he  then  let 
the  elixir  of  easy  money  flow  too  long, 
leading  in  the  first  case  to  faster  inflation 
and  in  the  second  to  a  stock  market  bub- 
ble. And  in  1994,  the  partygoers  got  so 
wild  that  he  had  to  clobber  them  with  a 
doubling  of  interest  rates,  causing  havoc 
in  the  bond  market. 

As  Greenspan  prepares  to  raise  rates 
near  the  end  of  his  17-year  run  at  the  Fed, 
he  is  once  again  reluctant  to  snatch  away 
the  punch  bowl.  Let's  hope  this  time  he 
has  it  right.  The  direction  of  the  econo- 
my—and his  legacy  as  a  central  banker— 
depend  on  it.  ■ 

-By  Rich  Miller  in  Washington, 

Wendy  Zellner  in  Dallas,  Michael  Arndt 

and  Robert  Berner  in  Chicago, 

and  bureau  reports 
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Flash  Profits  Scorebo I 


EARNINGS 


ANOTHER  GLITTERING 
QUARTER  FOR  PROFITS 

Earnings  leap  again,  led  by  heady  gains 
for  information  technology  and  finance 


TILL  HARBORING  DOUBTS 
about  the  strength  of  the 
economic  recovery?  Well, 
it  looks  like  you  can  put 
them  to  rest.  Broad-based 
demand,  a  weak  dollar 
that  is  boosting  exports, 
and  an  improving  job  scene  have  com- 
bined to  fuel  a  surge  in  corporate  profits. 
Check  out  the  first-quarter  numbers. 
BusinessWeek's  flash  profit  survey  of  120 
early  filing  companies  shows  that  income 
from  continuing  operations  before  ex- 
traordinary items  surged  22%,  while  rev- 
enues rose  12%.  That's 
the  second  consecutive 
quarter  of  double-digit 
leaps  in  both  measures. 
While  those  figures 
could  be  revised  down- 
ward as  more  compa- 
nies report,  any  changes 
aren't  likely  to  be  big. 
Analysts  surveyed  by 
Thomson  First  Call 
project  that  their  meas- 
ure for  first-quarter  in- 
come from  continuing 
operations  for  the  com- 
panies in  the  Standard  &  Poor's  500-stock 
index— which  excludes  special  items  in  ad- 
dition to  extraordinary  items— will  climb 
20.5%,  on  sales  gains  of  9%.  "It's  a  stable, 
global  recovery,"  says  Joe  Cooper,  analyst 
at  Thomson  First  Call. 

Information  technology  and  finance 
were  the  nrters  stars.  Earnings  dou- 
bled for  tea,  derail,  largely  based  on 
knock-out-the-lign^  -suits  for  chipmak- 
ers.  Intel  Corp.  led  the  \ ...  I  than  89% 
jump  in  profits,  to  $1.7  billion.  Robust  de- 
mand for  processors  and  memory  rhips 
for  computers,  games,  and  other  gadgets 
kept  Advanced  Micro  Devices  Inc.  and 
National  Semiconductor  Corp.  in  the 
black  after  losses  a  year  ago.  Earnings  at 
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Apple  Computer  Inc.,  tripled  on  a  29% 
increase  in  revenues,  driven  in  part  by  its 
iPod  music  player.  Although  IBM  was  a 
relative  laggard,  it  still  posted  16%  earn- 
ings growth  on  an  11%  revenue  increase. 
Financial  institutions  have  been  benefit- 
ing from  decent  interest-rate  spreads  on 
loans,  but  they're  also  seeing  a  pickup  in 
fee-based  businesses.  Goldman  Sachs  & 
Co.  was  a  big  winner,  with  earnings  up 
95%,  on  a  30%  rise  in  revenue.  Merrill 
Lynch,  Lehman  Brothers,  and  Citigroup 
also  posted  heady  gains.  "[Financials] 
tend  to  benefit  from  a  stronger  economy, 
better  credit  quality,  and 
higher  consumer  spend- 
ing," says  Ed  Keon,  chief 
quantitative  strategist 
for  Prudential  Equity 
Group  LLC. 

U.  S.  auto  makers  are 
beginning  to  benefit  as 
well.  Ford  Motor  Co. 
doubled  profits  from  the 
year- ago  level,  while 
^^A  sales  rose  9%.  A  better 

^  mix  of  high-profit  trucks 
^  and  SUVs,  along  with 
stronger  pricing,  con- 
tributed to  the  revenue  uptick.  General 
Motors  Corp.  didn't  fare  as  well.  Profits 
dropped  17%  on  a  1%  sales  increase.  But 
strip  out  the  gain  in  last  year's  numbers 
from  the  sale  of  the  Hughes  Electronics 
unit,  and  GM's  earnings  rose  24%. 

While  the  weak  dollar  has  been  helping 
companies  with  strong  overseas  sales, 
many  would  have  posted  big  jumps  with- 
out this  boost  Take  away  gains  due  to  cur- 
rency, and  Keon  says  earnings  could  rise  up 
to  12%  this  yea  -.  That's  big  since  earnings 
tend  to  grow  at  the  rate  of  gross  domestic 
product  over  time.  For  now,  it's  good 
enough  to  quash  fears  of  a  false  recovery.  ■ 
-By  Faith  Arner  in  Boston,  with 
Kathleen  Kerwin  in  Detroit 


CURRENT  QTR.  SALE 

(MILLIONS) 

INDUSTRIALS 

279378.9 

Abbott  Laboratories 

5,216.1 

AK  Steel  Holding 

1,134.4 

Alcoa 

5,696.0 

Altria  Group 

15,522.0 

American  Standard 

2,185.0 

Black  &  Decker 

1,092.9 

Boston  Scientific 

1,082.0 

Centex  ttt 

3,192.5 

Coca-Cola 

5,078.0 

Colgate-Palmolive 

2,513.5 

ConAgra  Foods  ft 

3,597.7 

Crown  Holdings 

1,623.0 

Delphi 

7,411.0 

Eastman  Kodak 

2,919.0 

Eaton 

2,238.0 

Ford  Motor 

44,691.0 

General  Electric 

33,213.0 

General  Mills  ft 

2,703.0 

General  Motors 

47,779.0 

Harley-Davidson 

1,246.2 

Hasbro 

474.2 

Honeywell  International 

6,178.0 

Illinois  Tool  Works 

2,710.3 

Johnson  &  Johnson 

11,559.0 

Johnson  Controls  t 

6,620.1 

KB  Home 

1,353.4 

Kraft  Foods 

7,693.0 

Lilly  (Eli) 

3,376.9 

Mattel 

780.9 

Monsanto  t 

1,492.0 

Nikett 

2,904.0 

Parker  Hannifin  tt 

1,906.0 

Pepsi  Bottling  Group 

2,067.0 

PepsiCo 

6,131.0 

Pfizer 

12,487.0 

PPG  Industries 

2,264.0 

Reliance  Steel  &  Aluminum 

655.8 

Stryker 

1,035.1 

3M 

4,939.0 

United  Technologies 

8,646.0 

Worthington  Industries  tt 

558.1 

Wyeth 

4,014.8 

SERVICES 

165.7970 

Allstate 

8,311.0 

Apollo  Group  t 

396.9 

Bank  of  America 

NA 

Bank  One 

NA 

Bear  Stearns 

2,081.4 

Bed  Bath  &  Beyond  ttt 

1,297.9 

Best  Buy  ttt 

8,449.0 

Boise  Cascade 

3,529.7 

Carnival 

1,980.0 

Cendant 

4,477.0 

Cintastt 

696.9 

Circuit  City  Stores  ttt 

3,249.0 

Citigroup 

25,976.0 

CNF 

1,348.4 

Continental  Airlines 

2,269.0 

Costco  Wholesale  t 

11,549.0 

Darden  Restaurants  ft 

1.242.0 

Delta  Air  Lines 

3,292.0 

Dow  Jones 

401.6 

E Trade  Financial 

542.0 

THOMSON  FIRST  CALL  DATA 

THOMSON  FIRST  CALL  DATA 

ANALYSTS' 

REPORTED 

CURF 

QTR.  PROFITS 

ANALYSTS' 

REPORTED 

VoCHG. 

EST.  EPS 

EPS 

DIFF. 

(MILLIONS) 

%  CHG 

(MILLIONS) 

%  CHG. 

EST.  EPS 

EPS 

DIFF. 

9 

0.52 

0.57 

+0.05 

Family  Dollar  Stores  t 

1,402.8 

12 

81.4 

12 

0.46 

0.47 

+0.01 

3 

0.56 

0.57 

+0.01 

FedEx  tt 

6,062.0 

9 

207.0 

41 

0.67 

0.71 

+0.04 

NM 

-0.40 

-0.15 

+0.25 

Gannett 

1,729.7 

11 

274.4 

10 

1.00 

1.00 

- 

79 

0.42 

0.37 

-0.05 

Genuine  Parts 

2,197.0 

9 

100.2 

13 

0.54 

0.57 

+0.03 

0 

1.13 

1.16 

+0.03 

Goldman  Sachs  Group 

7,905.0 

30 

1,293.0 

95 

1.66 

2.50 

+0.84 

33 

1.13 

1.14 

+0.01 

Grainger  (W.W.) 

1,227.8 

8 

62.6 

19 

0.58 

0.69 

+0.11 

72 

0.92 

0.93 

+0.01 
+0.01 

Hunt  (J.B.)  Transport  Services 
JPMorgan  Chase 

617.7 
NA 

8 

NA 

33.0 
1,930.0 

195 
38 

0.25 
0.87 

0.40 
0.92 

+0.15 

100 

0.22 

0.23 

+0.05 

35 

1.74 

2.05 

+0.31 

Kelly  Services 

1,158.8 

15 

1.1 

244 

0.04 

0.03 

-0.01 

35 

0.43 

0.46 

+0.03 

Lehman  Brothers  Holdings 

5,125.0 

25 

670.0 

123 

1.67 

2.21 

+0.54 

4 

0.59 

0.59 

0.39 

-0.08 

0.22 

+0.01 

Manpower 
Merrill  Lynch 

3,334.1 
7,987.0 
9,992.0 

24 
15 
18 

39.6 

1,252.0 

1,226.0 

710.0 

166 
95 
35 
10 

-15 

0.27 

1.07 
0.96 
0.72 
0.36 

0.33 
1.22 
1.11 
1.16 
0.38 

+0.06 

-4 

0.38 

-0.05 

0.21 

0.17 

+0.15 

NM 

-0.03 
+0.01 

Morgan  Stanley 
National  City 

+0.15 

-57 

NA 

NA 

+0.44 

NM 

0.18 

+0.01 

New  York  Times 

801.9 

2 

58.4 

+0.02 

86 

0.80 

0.88 

+0.08 

Pier  1  Imports  ttt 

555.3 

7 

48.3 

-11 

NM 

0.54 
-0.10 

0.55 
-0.09 

+0.01 

119 

0.44 

0.96 

+0.52 

Sears,  Roebuck 

7,794.0 

-12 

-20.0 

+0.01 

1 

0.32 
0.66 

0.32 

- 

SLM 

Southwest  Airlines 

1,031.9 
1,484.0 

-17 
10 

291.5 
26.0 

-30 
8 

0.50 
0.04 

0.51 
0.04 

+0.01 

1 

0.64 

-0.02 

- 

-17 

1.79 
0.64 

2.25 
0.68 

+0.46 
+0.04 

SunTrust  Banks 
Supervalu  ttt 
Tribune 

NA 
5,043.8 
1,332.3 

NA 

NA 
9 

358.5 

9 

1.23 

1.26 
0.72 
0.40 
0.52 

+0.03 

10 

95.6 

50 

-15 

14 

0.70 
0.43 

0.51 

+0.02 

449 

0.03 

0.03 

- 

3 
NA 

120.7 
1,008.4 

-0.03 

8 

0.30 

0.34 

+0.04 

U.S.  Bancorp 

+0.01 

45 

0.82 

0.93 

+0.11 

UnitedHealth  Group 

8,144.0 
NA 

17 
NA 

554.0 
1,251.0 

37 
22 

0.87 
0.90 

0.88 
0.98 

+0.01 

20 

0.80 

0.83 

+0.03 

Wachovia 

+0.08 

19 

0.80 

0.82 

+0.02 

Walgreen  t 

9,782.2 

16 

433.5 

17 

0.42 

0.41 

-0.01 

40 

1.59 

1.75 

+0.16 

Washington  Mutual 

NA 

NA 

648.0 

-34 

1.05 

1.18 

+0.13 

-34 

0.43 

0.45 

+0.02 

Wells  Fargo 

NA 

NA 

1,767.0 

18 

0.98 

1.03 

+0.05 

-2 

0.66 
0.09 

0.70 
0.02 

+0.04 
-0.07 

TECHNOLOGY 

Adobe  Systems 

68.666.5 

423.3 

20 

43 

5,324.1 

117 

0.16 

0.17 

0.50 

+0.01 

-73 

123.0 

127 

0.40 

+0.10 

36 

0.57 
0.73 
0.89 

0.70 
0.74 
0.90 

+0.13 

Advanced  Micro  Devices 

1,236.4 
1,909.0 

73 
29 

45.1 
46.0 

NM 

229 

30 

297 

0.04 
0.10 
0.59 
0.06 

0.12 
0.14 
0.63 
0.07 

+0.08 

61 

+0.01 
+0.01 

Apple  Computer  t 
CDW 

+0.04 

122 

1,336.7 
1,871.6 

31 
35 

55.3 
139.8 

+0.04 

28 

0.17 

0.19 

+0.02 

EMC 

+0.01 

15 

0.46 
0.51 

0.46 
0.52 

- 

Fairchild  Semiconductor  Intl. 

397.8 
975.1 

13 

30 

13.0 
176.6 

NM 
17 

0.15 
0.32 

0.17 
0.38 

+0.02 

-6 

+0.01 

Genentech 

+0.06 

37 

0.58 

0.69 

+0.11 

Genzyme  General 

491.3 

56 

67.9 

17 

0.37 

0.37 

- 

435 

0.81 
0.63 

0.92 
0.66 

+0.11 
+0.03 

IBM 
Intel 

22,250.0 

11 

1,603.0 
1,730.0 

16 
89 

0.93 

0.27 

0.93 
0.26 

- 

31 

8,091.0 

20 

-0.01 

44 

0.87 

0.90 

+0.03 

Jabil  Circuit  t 

1,491.9 

30 

40.0 

296 

0.22 

0.24 

+0.02 

15 

1.12 
0.16 

1.14 

0.25 

+0.02 

Lexmark  International 

1,256.0 
2,194.0 

13 
-9 

121.0 

28 

0.87 
0.02 

0.91 
0.02 

+0.04 

116 

+0.09 

Lucent  Technologies  t 

68.0 

NM 

- 

-41 

0.55 
0.81 

1.41 

0.56 

+0.01 

Micron  Technology  t 
Molex  tt 

991.0 

569.2 

8,561.0 

26 
28 
42 

-28.3 

NM 

-0.07 
0.22 
0.07 

-0.04 
0.24 
0.18 

+0.03 

28 

0.89 

1.44 

+0.08 

45.5 
609.0 

83 
260 

+0.02 

43 

+0.03 

Motorola 

+0.11 

50 

0.32 

0.35 
1.83 

+0.03 
+0.03 

National  Semiconductor  tt 
Novellus  Systems 

513.6 

27 

93.1 

NM 

0.41 

0.47 

+0.06 

11 

1.80 

262.9 

10 

16.7 

41 

0.10 

0.12 

+0.02 

52 

0.81 

1.09 

2.57 

+0.28 
+0.52 

Oracle  tt 

2,509.0 

9 
122 

635.0 
63.6 

11 

0.12 

0.12 

0.34 

- 

32 

2.05 

SanDisk 

386.9 

155 

0.32 

+0.02 

37 

0.44 

0.47 

+0.03 

Solectron  t 

2,887.4 

22 

-89.7 

NM 

-0.02 

-0.02 

- 

24 

1.39 

1.42 

+0.03 

Sun  Microsystems  tt 

2,651.0 

-5 

-760.0 

NM 

-0.07 

-0.08 

-0.01 

NM 

0.28 

0.26 

-0.02 

Tellabs 

263.8 

19 

13.4 

NM 

0.00 

0.05 

+0.05 

60 

0.22 

0.25 

+0.03 
+0.01 

Texas  Instruments 

2,936.0 

34 

367.0 
28.9 

214 
-25 

0.21 
0.09 

0.21 
0.09 

— 

43 

0.41 

0.42 

Unisys 

1,462.9 

5 

— 

13 

0.39 

0.39 

- 

Yahoo 

747.8 

164 

101.2 

117 

0.11 

0.13 

+0.02 

42 

0.36 

0.46 

+0.10 

UTILITIES  &  TELECOM 

17,403.4 

1 

2,240.1 

-14 

0.22 

0.26 

+0.04 

29 

0.94 

0.98 

+0.04 

Equitable  Resources 

400.4 

17 

70.1 

9 

1.08 

1.10 

+0.02 

47 

0.36 

0.45 

+0.09 

SBC  Communications 

10,128.0 

-2 

1,948.0 

-21 

0.32 

0.37 

+0.05 

NM 

-1.43 

-1.36 

+0.07 

Sprint  FON  Group 

3,438.0 

-4 

308.0 

10 

0.15 

0.17 

+0.02 

25 

0.47 

0.48 

+0.01 

Sprint  PCS  Group 

3,437.0 

17 

-86.0 

NM 

-0.09 

-0.09 

-    - 

26 

0.45 

0.46 

+0.01 

NM 

-3.02 

-3.12 

-0.10 

t  Second-quarter  results    ft  Third-quarter  results    ttt  Fourth-quarter 

results    NM  =  not  meaningful 

NA  =  not  available 

-73 

0.20 

0.22 

+0.02 

Quarterly  sales  and  profit  data  provided  by  Standard  &  Poor's  Compustat;  estimated  EPS  and  reported  EPS  provided  by  Thomson  First  Call. 
Quarterly  profits  are  income  from  continuing  operations  before  extraordinary  items.  First  Call  EPS  uses  the  analyst-prefered  calculations  for  a 

312 

0.20 

0.23 

+0.03 

Darticular  comDanv.  which  differs  from  cc 

moanv  to  comDanv 

and  in  som 

i  cases  could  excluc 

e  unusual  e 

ains  or  losses 
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COMMENTARY 


BY  STEVE  HAMM 


Computer  Associates. .  .Well,  If s  a  Start 

But  it  will  take  more  than  dropping  CEO  Kumar  to  dispel  the  clouds 


THE  BOARD  OF  directors  of  soft- 
ware maker  Computer  Associ- 
ates International  Inc.  has  been 
patient— many  would  say  to  a 
fault.  Even  as  a  two-year  federal 
investigation  of  alleged  accounting  mis- 
deeds at  the  Islandia  (N.Y.)  company 
edged  closer  and  closer  to  Chairman  and 
ceo  Sanjay  Kumar,  the  board  held  off  on 
replacing  him.  Despite  a  guilty  plea  by  for- 
mer cfo  Ira  Zar  on  securities-fraud 
charges  on  Apr.  8  in  which  he  implicated 
"high-level"  executives  in  the  alleged 
scheme  to  misallocate  revenues,  the 
.  ^  w  board  said  its  internal  investigation  had 
%  ^_  ^  W  not  turned  up  evidence  that  Kumar 
™  £28fc  broke  the  law.  Kumar  denies  wrongdo- 
&  *^V  ing.  But  on  Apr.  20,  during  an  all-day 
^A^V  ^r^flj  meeting  at  Manhattan  law  firm  Sullivan 
A  JP^^^^  &  Cromwell  LLP,  the  board  asked  Kumar 
to  step  down.  At  the  same  time,  it  decid- 
ed to  begin  settlement  talks  with  the  gov- 
ernment in  an  effort  to  avoid  prosecution 
for  securities  fraud. 

It's  high  time  they  made  that  move- 
but  the  board  still  needs  to  do  more  to  dispel  the  dark  cloud 
over  the  company.  And  early  indications  aren't  promising.  A 
source  close  to  the  board  says  it  will  consider  internal  as  well  as 
outside  candidates  for  a  new  CEO.  That  would  be  a  mistake. 
The  ongoing  federal  investigation— which  has  already  led  to 
guilty  pleas  on  securities  fraud  and  obstruction  of  justice 
charges  by  three  top  executives  and  the  firing  of  nine  middle 
managers— has  made  it  clear  that  problems  were  widespread. 
Computer  Associates  would  be  far  better  off  hiring  an  outsider 
who  is  untainted  by  the  scandal.  Another  misguided  move: 
keeping  Kumar  on  as  chief  software  architect.  That  could  com- 
plicate life  for  the  next  CEO.  "Why  not  make  a  clean  break  of 
it?"  says  Jeffrey  A  Sonnenfeld,  a  professor  at  Yale  School 
of  Management. 

The  answer  is  that  Kumar  u    i  dely  credited  with  turning  the 
troubled  company  around  sinci  ng  CEO  in  2000.  CA's 

board  has  been  reluctant  to  pari  liout  proof  that  he 

was  involved  in  the  alleged  scheme.  Wh  ard  said  the 

change  in  his  role  was  not  "based  in  any  c  t  he  had 

engaged  in  any  wrongdoing,"  it  moved  ne\  ecause 
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NEW  CHAIRMAN 

Lewis  Ranieri 
replaces  Kumar 


the  problems  occurred  during  his  tenure.  "It  was  clear  from  the 
allegations  from  ex-colleagues  that  he's  likely  to  be  accused  of 
something"  by  the  Justice  Dept.,  says  one  director.  "We  can't 
have  that  hanging  over  the  company." 

So  will  CA  stumble  again  with  Kumar's  removal?  Probably  not 
He  patched  up  frayed  relationships  with  customers  and  Wall 
Street  analysts.  He  replaced  half  the  board  and  improved  corpo- 
rate governance.  And  he  totally  changed  the  company's  business 
model— counting  revenues  gradually  over  the  term  of  a  contract 
rather  than  all  at  once.  Those  changes  assure  steady,  predictable 
revenues  and  earnings.  "Even  if  Sanjay  leaves,  the  wheels  don't 
fall  off","  says  Bear  Stearns  &  Co.  analyst  John  DiFucci.  He  expects 
revenues  to  grow  12.8%,  to  $3.7  billion  for  the  year  ended  in 
March;  profits  should  hit  $277  million,  up  from  a  loss  of  $162 

million  a  year  earlier. 

For  now,  the  company  is  in 
capable  hands.  Veteran  Wall 
Street  exec  Lewis  Ranieri,  the 
lead  independent  director,  has 
been  named  chairman,  and  an 
interim  CEO  will  be  selected. 
The  front-runner  is  board 
member  Kenneth  Cron,  for- 
mer CEO  of  Vivendi  Universal 
Games,  according  to  a  source 
close  to  the  board.  The  possi- 
bility that  additional  execu- 
tives may  be  tainted  with 
wrongdoing  makes  it  impera- 
tive to  shop  outside  for  a  new 
CEO.  "You  don't  want  to 
anoint  somebody  and  find  out 
they're  going  to  be  indicted," 
says  a  source  at  an  executive 
search  firm. 

There  are  plenty  of  people 
in  the  tech  industry  who  could 
do  the  job.  Names  mentioned 
by  management  experts  in- 
clude Ann  Livermore,  execu- 
tive vice-president  of  HP's 
consulting  arm,  HP  Services, 
and  Steven  A  Mills,  senior 
vice-president  and  group  exec- 
utive of  IBM's  software  group. 
Kumar  clearly  doesn't  want  to 
go,  but  it's  time  for  him  to 
move  on.  CA  needs  to  make  a 
fresh  start.  ■ 
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ENERGY 


BIG  OIL  TREKS  BACK 
TO  TRIPOLI 

Western  execs  are  offering  Qaddafi  cash 
for  exploration  and  production  rights 


IT  WAS  THE  DEAL  THAT  PUT 
Occidental  Petroleum  Corp.  on  the 
map.  Back  in  the  1960s,  Oxy 
Chairman  Dr.  Armand  Hammer 
came  calling  on  King  Idris  of  Libya 
with  a  bold  plan:  He'd  dig  water 
wells  in  Libya's  deserts  in  ex- 
:hange  for  exploration  rights  to  Libya's 
fast  oil  reserves.  By  the  mid-'80s,  the 
:ountry  accounted  for  22%  of  Oxy's 
:rude-oil  production  and  19%  of  its  re- 
>erves.  Now,  nearly  two  decades  after  the 
J.S.  imposed  sanctions  against  Libya  fol- 
owing  the  rise  to  power  of  dictator 
Colonel  Muammar  Qaddafi,  Oxy  wants 
lack  in— only  this  time  it's  offering  cold 
lard  cash  instead  of  wells.  After  meeting 
irith  Qaddafi  in  his  desert  tent  in  March, 
Hammer's  successor,  Oxy  Chairman  Ray 
^  Irani,  says  Qaddafi  wants  to  "put  all  the 
)roblems  with  the  West  behind  him. 
We're  keeping  our  fingers  crossed." 

EASING  SANCTIONS 

)XY  ISN'T  THE  ONLY  oil  company 
rekking  to  Tripoli.  Since  February,  when 
he  U.S.  government  rolled  back  travel  re- 
strictions to  Libya,  Qaddafi  has  been 
iieeting  with  a  host  of  the  world's  oil  ex- 
ics,  including  reps  from  ConocoPhillips, 
Vlarathon  Oil,  and  Amerada  Hess.  The 
rio  make  up  the  Oasis  Group,  a  joint  ven- 
ure  that  until  1986  held  a  minority  stake 
n  a  vast  Libyan  oil  field, 
^nd  in  late  March,  execs 
rom  Anglo-Dutch  Royal 
Dutch/Shell  Group  signed 
in  exploration  agreement, 
iring  the  first  salvo  in  what 
s  expected  to  be  a  lively 
)attle  among  Western  oil 
nitfits  to  exploit  Libya's 
energy  resources.  Its  esti- 
nated  36  billion  barrel  oil 
eserves  and  46.4  trillion 
:ubic  feet  of  natural  gas 


ZAWYA 
REFINERY 

U.S.  know- 
how  is  in 
demand 


THE  STAT 


Libya  wants  $30 
billion  in  foreign 
investment  to  hike 
production  by 
40%,  to  2.1  million 
barrels  a  day,  over 
the  next  five  years 


make  Libya  the  ninth-largest  source  of 
untapped  oil  and  gas.  "Libya  is  seen  as  a 
spectacular  opportunity,"  says  analyst 
Subash  Chandra  of  Morgan  Keegan  Inc. 
The  caravan  of  oil  executives  bearing 
promises  comes  as  Libya 
rushes  to  shed  its  pariah 
status  following  its  accept- 
ance of  responsibility  for 
the  1988  bombing  of  Pan 
Am  Flight  103  over  Locker- 
bie, Scotland,  and  an 
agreement  with  the  U.S.  to 
renounce  its  banned- 
weapons  program.  As  a  re- 
sult, the  Bush  Administra- 
tion is  soon  expected  to  lift 
some  economic  sanctions 


imposed  nearly  20  years  ago.  While  there 
is  still  debate  in  Washington  over  how  far 
to  go  until  Libya  makes  further  progress 
on  political  reform  and  human  rights, 
U.S.  oil  companies  will  probably  be  al- 
lowed to  return. 

Still,  a  huge  rush  into  Libya  is  far  from 
certain.  For  one  thing,  although  Libya  is 
still  largely  unexplored,  recent  finds  have 
been  modest.  The  government  may  also 
drive  a  hard  bargain,  slowing  the  process 
of  awarding  rights.  But  Libya  does  want 
American  participation— both  for  eco- 
nomic reasons  and  to  end  its  diplomatic 
isolation.  U.S.  investment  would  be  "a 
sign  of  international  recognition,"  says 
Vera  de  Ladoucette,  senior  director  for 
Middle  East  research  at  Cam- 
bridge Energy  Research  Associ- 
ates in  Paris. 

The  returning  U.S.  companies 
will  face  competition,  however,  as 
Europe's  oil  majors  are  also  look- 
ing at  Libya  more  intently  these 
days.  While  some  of  them— in- 
cluding ENI,  Total,  and  Repsol 
YPF— have  been  operating  there 
for  years,  the  European  industry 
is  as  eager  as  the  U.S.  for  a  piece 
of  the  new  action.  They,  too,  are 
struggling  to  replace  reserves  in 
the  face  of  tight  supplies  and  ris- 
ing demand.  What's  more,  West- 
ern outfits  will  be  vying  for  busi- 
ness to  help  Libya  upgrade  its 
aging  refineries. 

U.S.  companies,  forced  out  of 
the  country  in  1986,  have  the 
most  to  gain.  Since  then,  the 
Libyans  have  operated  their 
joint-venture  projects  alone.  Now 
the  Americans  have  begun  nego- 
tiating their  return  to  the  fields. 
Qaddafi  has  welcomed  back  Oasis 
Group,  which  still  holds  a  41% 
stake  in  the  Libyan  National  Oil 
Co.'s  13  million-acre  Waha  fields.  Similar- 
ly, when  Oxy  left,  it  owned  222  million 
barrels  in  reserves  and  extensive  explo- 
ration rights.  All  told,  Libya  wants  $30 
billion  in  foreign  investment.  That  could 
hike  production  some  40%,  to  2.1  million 
barrels  a  day,  over  five  years. 

No  wonder  Qaddafi's  appointment 
book  is  suddenly  filling  up  with  the  names 
of  U.S.  oil  execs.  A  murderous  Libyan  dic- 
tator may  not  be  anyone's  idea  of  a  great 
business  partner.  But  as  Armand  Hammer 
showed  long  ago,  a  deal  with  the  devil  can 
be  very  profitable.  ■ 

-By  Stephanie  Anderson  Forest  in 

Dallas  and  Christopher  Palmeri  in  Los 

Angeles,  with  Stanley  Reed  in  London  and 

Paul  Magnusson  in  Washington 
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COMMENTARY 


BY  JOHN  CAREY 


A  Cheap  Fix?  Not  Really 

Why  reimporting  drugs  from  Canada  won't  work  in  the  long  run 


PSSSST—  TO  ANY  American  poli- 
tician: Want  a  boost  in  the  polls 
and  a  break  for  your  budget? 
Defy  the  big,  bad  pharmaceutical 
industry  and  its  regulators  by  al- 
lowing your  constituents  to  import  cheap- 
er drugs  from  Canada.  The  strategy  is 
working  for  dozens  of  governors  and  may- 
ors from  Minnesota  to  Burlington,  Vt.  And 
in  Washington,  a  bipartisan  group  of 

senators  introduced  a  bill  on 
Apr.  21  that  could  finally  break 
the  congressional  logjam  over 
the  issue,  allowing  foreign  im- 
ports despite  the  Food  &Drug 
Administration's  safety  objec- 
tions. Even  Montgomery  County, 
Md.,  home  of  the  FDA,  is  plotting 
to  join  the  mini-rebellion.  "We've 
got  a  Boston  Tea  Party  here," 
laments  one  agency  official. 

And  why  not?  Soaring  drug 
costs  are  putting  the  squeeze  on 
politically  powerful  seniors 
along  with  cash-strapped  states 
and  municipalities.  If  Americans 
could  actually  get  medicines  at 
Canadian  prices,  the  U.S.  would 
save  a  cool  $60  billion  per  year, 
figures  Boston  University  health  policy  professor  Alan  Sager. 

There's  just  one  problem:  The  promise  of  huge  savings  from 
imports  is  illusory.  Instead,  the  move  is  likely  to  result  in  nasty 
trade  disputes,  wealthy  middlemen,  and  worrisome  shortages 
of  drugs  in  some  countries  in  exchange  for  only  a  small  break 
on  prices  in  the  U.S.  "When  it  all  shakes  out,  the  U.S.  prices  will 
come  down  a  little  and  world  prices  will  go  up  a  bit,"  predicts 
David  Dranove,  a  health  economist  at  Northwestern  Universi- 
ty's Kellogg  School  of  Management. 

It's  true  that  thousand?  of  Americans  are  already  reaping  big 
savings,  with  sales  across  the  border  expected  to  top  $1  billion 
this  year.  And  as  importation  proponents  argue,  opening  the 
door  wider  has  the  potential  to  bring  relief  to  more  people.  But 
there's  a  built-in  limit,  making  it  impossible  for  Canada  to  be- 
come America's  discount  pharmacy.  The  Canadian  market,  at 
$15.9  billion,  is  tiny— just  7.3%  of  the  $216.4  billion  in  drugs 
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that  are  sold  in  the  U.S.  So  where  would  all  the  drugs  com 
from  if  Americans  were  suddenly  free  to  order  from  abroad 
Not  from  Big  Pharma.  With  billions  in  profits  at  stake,  the  inl 
dustry  is  already  playing  hardball,  shutting  off  the  flow  d 
brand-name  drugs  to  Canadian  Internet  pharmacies  anJ 
wholesalers  that  are  linked  to  increased  sales  in  the  U.S.  Dru 
manufacturers  are  requiring  pharmacists  to  agree  not  to  expor 
drugs  and  are  raising  prices  to  the  maximum  allowable  unde 
Canadian  price  controls.  They're  even  threatening  to  withhol 
new  drugs  to  Canada  unless  die  government  negotiates  a  pric 
that  is  high  enough  to  discourage  reimportation.  "The  dru 
companies  have  the  power  and  the  means  to  put  a  halt  to  it, 
says  Steven  D.  Findlay,  director  of  research  and  policy  at  th 
National  Institute  for  Health  Care  Management. 

The  squeeze  has  already  mad 
it  harder  for  Canadians  to  ge 
drugs,  says  Lothar  Dueck, 
pharmacist  in  Vita,  Manitobs 
That  has  in  turn  prompted 
backlash  as  Canada's  traditions 
pharmacists  lobby  the  FDA  t 
shut  down  U.S.  Web  sites  that  se 
Canadian  drugs.  The  pressure 
have  led  some  Net  pharmacie 
like  Canadameds.com  to  bu; 
drugs  from  Britain.  That's  a  slip 
pery  slope.  The  FDA  has  ahead 
found  some  sites  importing  fron 
Asia— far  from  the  reach  of  U.S 
safety  and  quality  rules. 

Even  when  drugs  are  legil 
the  experience  in  Europe  show 
that  drug  importers  and  distrib 
utors— not  patients— benefit  most  from  im 
portation.  With  different  price-control  sys 
terns  among  European  Union  nations 
drugs  cost  up  to  three  times  as  much  ii 
Britain  or  Germany  as  in  Greece  or  Portu 
gal.  That  has  created  a  thriving  business  o 
buying  inexpensive  drugs  and  shipping  them  to  countrie 
with  higher  prices.  But  Panos  Kanavos  of  the  London  School 
of  Economics  found  that  the  prices  paid  by  patients,  hospitals 
and  insurers  for  imported  drugs  were  only  slightly  lower  thai 
for  locally  sourced  ones.  Overall,  "this  is  a  welfare  loss, 
Kanavos  concludes. 

Politicians  wooing  voters  may  not  pay  attention  to  these  un 
comfortable  facts.  But  the  case  for  reimporting  drugs  is  mon 
politics  than  substance.  America's  problems  with  health-car' 
costs  won't  be  solved  with  Canadian  drugs.  ■ 
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Sales  across 
the  border  may 
top  $1  billion 
this  year 
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DEBT  ON  ARRIVAL 

Hospitals  are 
getting  stuck  with 
heftier  ER  tabs 


IEALTH  CARE 


WEAKER  VITAL  SIGNS 
AT  HOSPITALS 

rhe  number  of  patients  in  default  on  their 
3ills  is  off  the  charts 


WHEN  RODNEY  L. 
Bellows  began  suf- 
fering severe  ab- 
dominal pains  last 
May,  the  36-year- 
old  security  guard 
was  rushed  by  am- 
bulance to  Sutter  Memorial  Hospital  in 
acramento.  Following  a  pair  of  CAT 
cans,  Bellows  says,  doctors  diagnosed 
im  with  kidney  stones,  dispensed 
•ainkillers,  and  sent  him  home  several 
lours  later.  A  few  weeks  later,  Bellows 
uffered  a  new  bout  of  discomfort  when 
ie  received  a  $7,300  bill.  With  an  annual 
ncome  of  $11,000  and  no  health  insur- 
rice,  Bellows  has  no  idea  how  he'll  ever 
epay  the  hospital.  "Maybe  I'll  win  the 
Dttery,"  he  sighs. 

Bellows'  plight  symbolizes  what  Tenet 
lealthcare  Corp.  CFO  Stephen  D.  Farber 
alls  "perhaps  the  greatest  financial  chal- 
mge"  facing  the  hospital  industry:  the 
Towing  number  of  patients  who  can't 
•ay  their  bills.  On  Apr.  14,  the  nation's 
argest  for-profit  hospital  chain, 
Jashville-based  HCAlnc,  warned  that 
arnings  for  the  first  quarter  and  full  year 


would  be  nearly  9%  below  expectations 
due  to  a  surge  in  bad  debts.  Coming  after 
similar  warnings  from  Tenet  and  Univer- 
sal Health  Services  Inc.,  Wall  Street  sent 
HCA  and  other  hospital  stocks  tumbling 
as  much  as  9%. 

Why  the  sharp  rise  in  unpaid  hospital 
bills?  Blame  much  of  it  on  the  swollen 
ranks  of  the  jobless,  many  of  whom  have 
little  or  no  health  insurance.  Sweeping 
moves  by  employers  to  shunt  more  of  the 
health- care  burden  to  their  workers 
have  added  to  the  problem,  as  even  those 
with  insurance  more  frequently  face 
hefty  tabs  for  emergency  room  visits. 
Hospitals  have  become 
"the  ultimate  safety  net," 
HCA  CEO  Jack  O.  Boven- 
der  Jr.  told  analysts  after 
issuing  the  warning. 
"This  is  a  cost  the  hospital 
industry  is  increasingly 
bearing  alone." 

Turning  patients  away 
isn't  an  option:  Under  a 
1986  federal  law,  emer- 
gency rooms  must  accept 
everyone     regardless     of 


THE  STAT 


Bad  debt  from 
unpaid  bills  at 
for-profit  hospitals 
hit  $22.3  billion  in 
2003,  nearly  double 
the  1990  figure. 

Data:  American  Hospital  Assn. 


means.  Since  then 
the  number  of  unin- 
sured has  risen 
steadily— surging 
8%,  to  43.3  million, 
between  1999  to  2003  alone.  As  a  result, 
the  nation's  hospitals  in  2003  piled  up 
$22.3  billion  in  bad  loans— or  nearly  twice 
as  much  as  in  1990.  At  HCA,  provisions  for 
bad  debts  now  represent  11.7%  of  rev- 
enues—a big  rise  over  the  7%  considered 
acceptable  as  recently  as  the  late  1990s. 

The  question  is  whether  the  problem  is 
temporary.  In  the  past,  when  the  job  mar- 
ket picked  up  as  the  economy  recovered, 
many  of  the  unemployed  found  new  jobs 
that  provided  medical  insurance.  But 
some  hospital  execs  worry  that  may  not 
be  the  case  this  time.  For  one  thing,  few- 
er companies  now  provide  medical  cover- 
age; just  66%  today,  the  Henry  J.  Kaiser 
Family  Foundation  reports,  compared  to 
69%  in  2000. 

What's  more,  companies  that  provide 
medical  coverage  increasingly  are  making 
employees  pick  up  more  of  the  costs. 
Roughly  a  third  of  employers  now  require 
workers  to  front  annual  deductibles 
ranging  from  $1,000  to  $5,000  before 
payments  kick  in.  As  a  result,  hospitals 
say  they're  having  a  harder  time  getting 
the  insured  to  cover  their  deductibles.  The 
shift  "may  make  it  difficult  for  hospital 
companies  to  ever  get  their  bad  debts 
back  down  to  the  old  6.5%  to  7%  levels," 
warns  Fulcrum  Global  Partners  LLC  ana- 
lyst Sheryl  R.  Skolnick.  "This  may  be  a 
permanent  change." 

That's  one  reason  the  industry  is  step- 
ping up  efforts  to  manage  the  bad  debt.  Al- 
ready under  fire  for  charging  uninsured 
patients  more  than  those  with  coverage, 
HCA,  Tenet,  and  others  have  begun  pro- 
viding discounts  to  low-income  patients. 
Smaller  bills,  they  hope,  may  prompt  people 
to  agree  to  payment  plans.  And  HCA  is 
sending  nonemergency  cases  to  less  ex- 
pensive venues.  But  stringent  debt  collec- 
tion likely  won't  be  part  of  the  remedy:  After 
critics  excoriated  hospitals  for  overly  ag- 
gressive tactics,  most  adopted  a  gentler  ap- 
proach. As  a  result,  many 
execs  figure  they  may  con- 
tinue to  recoup  less  than 
10%  of  the  outstanding 
bills.  "There  are  no  quick 
fixes  to  this  problem,"  says 
HCA  President  Richard  M. 
Bracken.  Which  means 
hospitals  may  soon  need  as 
many  debt  collectors  as 
doctors.  ■ 

-By  Dean  Foust 
in  Atlanta 
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Nancy  DeViney,  IBM  cross-industry  learning  innovator 


Gladiator  school  vs. 
modern  corporate  training. 

It's  a  question  of  assessing  results,  really.  In  ancient  Rome,  gladiators 
trained  professionally  for  years  at  the  Ludus  Gladiatorius.  Then  they  were 
evaluated.  There  wasn't  a  lot  of  gray  area  —  either  Antonius  kills  the  lion, 
or,  well,  Antonius  is  lunch. 

Now,  corporate  training:  it's  much  more  complicated.  Can  you  really 
know  what  the  chunk  of  payroll  you  invest  in  learning  accomplishes? 
There  is  no  "lion  test."  But  the  consequences  can  still  be  dire.  Especially 
if  your  learning  objectives  aren't  quite  aligned  with  your  strategy. 

In  an  on  demand  world,  you  need  to  think  quickly.  Adapt  fast.  It's  not 
about  teaching  one  thing.  It's  about  enabling  people.  Putting  real-time 
information  at  hand.  Making  better  decisions.  Do  that,  and  your  returns 
become  clear:  A  market  change  reveals  the  benefits  of  learning. 
Education  pays  off. 

The  lesson?  In  any  arena,  training  has  one  purpose:  Results. 

On  demand  business  starts  with  on  demand  thinking. 

IBM  has  over  3,000  learning  practitioners  who  can  work  with  you  from 
design  to  development  to  deployment.  So  your  training  goals  are  in  sync 
with  your  strategic  goals.  And  your  people,  business  processes  and  IT 
are  in  lockstep.  On  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 


Can  you  see  it? 


W  and  the  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 
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MOVIES 


WHAT'S  NEXT, 
FREE  POPCORN? 

Hollywood  is  scrambling  to  find  new 
ways  to  market  its  summer  blockbusters 


THE  HOTTEST  NEW  STOP 
on  Hollywood's  marketing 
rounds  is  a  tiny  cable 
channel  called  G4.  Sure,  it 
currently  reaches  barely 
one-fifth  of  households. 
But  studios  in  search  of  a 
big  opening  weekend  for  action  or  science- 
fiction  flicks  love  the  12-to-34-year-old 
gamers  who  tune  in  to  the  24-hour  chan- 
nel; they're  twice  as  likely  to  see  a  movie  on 
its  opening  weekend  as  the  overall  popu- 
lation. That  fact  has  helped  G4  sign  up  70 
movie  advertisers  this  year— twice  the  total 
in  2003,  says  Charles  Hirschhorn,  CEO  of 
G4  Media  llc. 

For  studio  execs,  attracting 
first-weekenders  has  become 
crucial.  If  a  movie  doesn't 
open  big  right  away,  it  is 
quickly  muscled  out  by  the 
next  blockbuster.  For  years, 
Hollywood  has  relied  heavily 
on  network-TV  advertising  to 
bring  in  the  crowds.  But  that  is 
no  longer  enough.  The  under- 
25s  who  make  up  nearly  a 
third  of  the  moviegoing  public 
these  days  are  abandoning  the 
networks  for  cable,  the  Web, 
and  video  games.  The  change 
has  left  the  studios  scram- 
bling to  find  new  ways  to 
reach  their  most  avid  audi- 
ence. "People  don't  sit  at 
home  and  watch  Friends  any 
longer;'  says  Jeffrey  Godsick, 
Twentieth  Century  Fox's  exec- 
utive vice-president  for  mar- 
keting. "Our  biggest  job  now 
is  to  go  and  find  them." 

The  stakes  are  always  high 
this  time  of  year,  as  Holly- 
wood prepares  to  roll  out  its 
biggest-budget  flicks  for  the 
summer.   But  this   pop' 


season  looks  especially  fraught.  For 
starters,  the  money  at  stake  has  soared. 
The  average  cost  of  making  and  market- 
ing a  film  now  tops  $100  million.  What's 
more,  studios  are  cramming  the  schedule 
with  44  movies,  according  to  Exhibitor 
Relations  Co.,  up  from  40  last  year. 

The  risks  are  higher,  too.  Following  a 
handful  of  big-time  flops  in  the  summer 
of '03,  including  Lara  Croft  Tomb  Raider: 
The  Cradle  of  Life,  the  studios  are  releas- 
ing fewer  sequels  this  year.  Instead, 
they're  rolling  out  dozens  of  original 
films  with  lesser-known  actors,  including 
Walt  Disney  Co.'s  The  Village,  which  fea- 
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Hollywood's  Big  Si 

nmmer  Hopes 

FILM 

STUDIO 

RELEASE  DATE 

BUZZ 

Troy 

Warner  Bros. 

MAY  14 

Brad  Pitt,  a  British  accent,  $120 
million  budget 

Shrek  2 

Dreamworks 

MAY  21 

Exnected  blockbuster  that 
could  fuel  studio's  $3  billion  IPO 

Harry 
Potter  3* 

Warner  Bros. 

JUNE  4 

The  teen  wizard  still  has  plenty 
of  box-office  appeal 

Spiderman2 

Sony 

JUNE  30 

With  a  $200  million  budget, 
Spidey  better  have  legs 

King 
Arthur 

Walt  Disney 

JULY  7 

Action  maestro  Jerry  Bruckheimer 
rides  to  rescue  for  King  Michael 

.  Potter  and  the  Prisoner  of  Azkaban 

tures  Joaquin  Phoenix.  Such  films  often 
require  heftier  marketing  budgets  than 
sequels,  which  feature  known  characters 
and  themes. 

10-MINUTE  CLIPS 

AGAINST  THIS  WILDLY  competitive 
backdrop,  the  studios  are  trying  a  range 
of  new  marketing  tactics.  When  they  do 
turn  to  TV,  they're  going  well  beyond  the 
-traditional  30-second  trailer.  Most  stu- 
dios are  offering  extensive  free  footage  in 
hopes  of  duplicating  the  success  Univer- 
sal reaped  by  airing  the  first  10  minutes  of 
Dawn  of  the  Dead  on  the  USA  Network  in 
March.  And  Hollywood  is  ramping  up  its 
use  of  special  programs.  As  part  of  Dis- 
ney's efforts  to  promote  The  Village,  di- 
rector M.  Night  Shyamalan  is  hosting  a 
screening  of  his  previous  film  Unbreak- 
able on  ABC  and  showing  clips  of  the  new 
flick  during  commercial  breaks. 

Gadgetry  is  helping  studios  reach  peo- 
ple, too.  Sony  Pictures  Entertainment, 
which  gave  away  500,000  DVDs  contain- 
ing 10  minutes  of  its  hit  film  Hellboy  to 
Best  Buy  shoppers  in  March,  may  do  the 
same  for  summer  releases.  Research  had 
shown  that  Best  Buy's  TV  and  computer 
shoppers  were  likely  opening-day  movie- 
goers. To  lure  teen  girls,  Fox  plans  to  send 
out  cell-phone  ring  tones  and  text  mes- 
sages with  theater  times  for  its  Will  Smith 
thriller  I,  Robot  and  for  Dodge 
Ball,  a  Ben  Stiller  comedy. 

The  studios,  following  audi- 
ences to  the  Web,  have  also 
boosted  online  ads.  Last  year, 
Yahoo!  Inc.  put  up  ads  for  131 
movies,  up  from  74  in  2002, 
according  to  Jim  Moloshok,  the 
portal's  senior  vice-president 
for  media  and  entertainment. 
Yahoo  recently  launched  a  ma- 
jor blitz  for  Shrek  2,  including 
linking  the  green  ogre  to  tick- 
eting site  Fandango. 

Will  any  of  this  help  Holly- 
wood avoid  a  repeat  of  last 
summer's  doldrums?  That  de- 
pends on  whether  it  offers  up 
better  flicks.  Ticket  sales  are 
up  around  9%  this  year,  but 
Mel  Gibson's  The  Passion  of 
the  Christ  accounts  for  much 
of  that  increase.  Mel  got  those 
numbers  by  enlisting  church- 
es eager  to  bus  folks  to  the 
movie.  There's  a  lesson  here: 
When  it  comes  to  filling  seats, 
sometimes  you  have  to  go 
where  the  audience  is.  ■ 

-By  Ronald  Grover 
in  Los  Angeles 
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SHE'S  BEEN  A 


GREAT  MOTHER  TO 


YOUR  KIDS. 


AND  LET'S  FACE  IT, 


TO  YOU. 
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AN  AUSSIE 
AT  THE  GRILL 

In  late  2002,  McDonald's 
incoming  chief  executive, 
James  Cantalupo,  designated 
Charles  Bell  as  his  heir 
apparent  by  promoting  him  to 
president  and  chief  operating 
officer.  With  Cantalupo's 
sudden  death  on  Apr.  19, 
apparently  of  a  heart  attack, 
Bell  became  CEO  of  the 
hamburger  giant  sooner  than 
anyone  expected. 

At  43,  the  Australian 
native  represents  a  new 
generation  at  McDonald's. 
The  first  grillman  to  run  the 
company  since  Fred  Turner 
retired  in  1987— he  started  as 
a  crew  member  at  a 
McDonald's  in  Sydney  at  15— 
Bell  also  is  the  first  foreigner 
to  head  the  quintessential 
American  icon. 

Although  he  was  No.  2  for 
only  16  months,  analysts  and 
franchisees  are  confident  Bell 
will  be  able  to  step  into  his 
new  role.  They  say  he 

es  as  much  credit  as 
Big  Mac's 
corr-.  S  Thanks 

to  the  ne 
breakfast  sane 
all-white-meat  Chicken 
McNuggets,  sales  have  risen 
11  months  in  a  row. 
up  to  Bell  to  extend  that 
streak.         -Michael  Arndt 


ABC:  PASSING 
THE  REMOTE 

With  ratings  at  its  ABC  TV 
network  offby  10%  this  year, 
parent  Watt  Disney  replaced 
the  network's  two  top  show 
pickers,  Susan  Lyne  and 
Lloyd  Braun.  The  two 
produced  such  low-rated 
shows  as  the  comedy  Fm 
with  Her  and  the  miniseries 
Stephen  King's  Kingdom 
Hospital.  ABC's  ratings  have 
been  in  a  long  slide— one 
reason  why  45%  of 
shareholders  recently  voted 
against  Disney  CEO  Michael 
Eisner's  reelection  to  the 
board.  To  jump-start  ABC, 
Eisner  promoted  Anne 
Sweeney,  giving  her 
responsibility  for  the  network 
in  addition  to  her  duties 
running  the  Disney  Channel 
and  ABC  Family  Channel. 
The  job  of  picking  ABC's 
prime-time  shows  went  to 
Touchstone  TV  President 
Stephen  McPherson,  who 
oversaw  such  hits  as 
8  Simple  Rules  for  Dating 
My  Teenage  Daughter. 


BAXTER  FINDS 
A TRANSPLANT 


Three  months  after  Harry 
Kraemer  Jr.  announced  plans 
to  resign  as  chairman  and 
'  eo  of  Baxter  International, 
the  $8.9  billion  medical- 
products  company  has  a  new 
boss.  On  Apr.  26,  Robert 
Parkinson  Jr..  53,  will 
become  chairman  and  CEO  of 


Deerfield  (Ill.)-based  Baxter. 
CK'er  25  years,  Parkinson  rose 
to  president  and  chief 
operating  officer  of  Abbott 
Laboratories  before  retiring  in 
2000.  Later,  he  was  named 
dean  of  Loyola  University's 
business  school  in  Chicago. 
Kraemer  agreed  to  step  aside 
after  a  series  of  lowered 
earnings  forecasts  pushed 
down  Baxters  share  price. 


CAN  SONY 
LASSO  A  LION? 

After  failing  twice  to  merge 
with  Sony,  Metro-Goldwyn- 
Mayer  is  at  it  again:  It's  in 
talks  to  merge  with  Sony, 
which  is  said  to  be  trying  to 
enlist  buyout  firms  Texas 
Pacific  Group  and  Providence 
Equity  Partners  in  the  $5 
billion  deal.  Together,  MGM 
and  Sony  would  control 
Hollywood's  largest  film 
libranr  just  as  digital 
technology  is  making  these 
rights  ever  more  valuable. 
Still  unclear  is  whether  MGM 
has  put  the  company  up  for 
sale.  It  may  be  using  the  talks 
with  Sony  to  draw  out  other 
bids.  MGM  has  said  in  the 
past  it  wants  to  be  part  of  a 
larger  company.  It  also  has 
hinted  that  MGM's  70% 
owner,  Kirk  Kerkorian,  would 
rather  own  stock  in  a  larger 
company  than  cash  out  and 
pay  higher  taxes.  Neither 
company  had  a  comment. 


ELBOW  ROOM 
FOR  WIRELESS 

The  Federal  Communications 
Commission  and  NextWave 
Telecom  settled  a  long- 
running  dispute  on 
Apr.  20.  The  resolution  frees 
up  airwaves  much  coveted  by 
other  wireless  carriers. 
Wireless  startup  Nextwave 
won  the  licenses  at  auction  in 
1996  but  declared  bankruptcy- 
two  years  later  when  it  had 
trouble  paying  the  $4.8 


billion  price  tag.  After 
extensive  litigation,  the  two 
sides  agreed  that  the  FCC  can 
resell  many  of  the  licenses. 
Wireless  carriers  such  as 
Verizon,  Cingular  Wireless,  T- 
Mobile,  Nextel 

Communications,  Sprint  PCS, 
and  Alltel  now  have  the 
opportunity  to  buy  access  to 
new  airwaves  to  alleviate 
congestion  on  their  networks. 


ETCETERA... 

»  Salesforce.com  filed  to  go 
public,  a  move  that  could 
help  rekindle  the  IPO  market. 
»  Janus  Capital  Group  named 
Steven  Scheid  as  CEO, 
replacing  Mark  Whiston. 
>>  Leo  O'Neill,  recently 
retired  president  of  Standard 
&  Poor's,  died  at  age  64. 


CLOSING  BELL 


On  Apr.  21,  shares  of 
Motorola  rocketed 
19%,  to  $19.30,  the 
day  after  it  reported 
earnings  that 
sharply  exceeded 
investor 
expectations. 
Sparked  by  sizzling 
cell-phone  growth, 
first-quarter  net 
profit  jumped 
260%,  while  sales 
rose  42%  over  the 
year-earlier  period. 


DOLLARS 
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WANT  TO   INCREASE 


PRODUCTIVITY? 


CONSIDER  DRUGS. 


These  days,  every  CEO  is  trying  to 
figure  out  ways  to  get  more  from  less. 
Productivity,  cost  cutting,  and  finding 
more  value  are  top  priorities. 

But  maybe  not  for  everyone.  Many 
parents  today  are  struggling  to 
figure  out  what  to  say  to  their 
kids  about  drugs  —  or  what  to  do 
about  an  existing  problem.  They 
may  be  your  very  best  people,  but 
they're  distracted  and  may  be  missing 
meetings  and  deadlines  —  which  can 
seriously  affect  your  business.  But 
there  are  things  you  can  do  to  help. 
Acknowledge  that  this  is  a  problem. 
Create  an  environment  where  people 
feel  comfortable  asking  for  help. 

Participate  in  the  @Work  program  — 


SOCIETY  FOR 


RESOURCE 
MANACEME W 


a  free,  easy-to-implement  resource  that 
focuses  on  an  employee's  family  by 
providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small 
and  large  organizations  —  from 
private  businesses  to  government 
agencies  to  nonprofits  —  have 
implemented  the  (a- Work  program 
and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 
t  he  a  ntidrug.com  /a  twork 


'WORK     theantidrug 


UHBM 
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Want  to  buy  an  LCD  monitor? 
Make  sure  it  has  a  WJSeVjeW™  TFTLCD  panel 


When  you'  re  ng  for  a  monitor,  a  lot  of  brand  names  come  to  mind.  But  before 

you  go  out  and  buy  o..     '•onsider  this  -  a  monitor  is  essentially  a  display  panel, 
just  like  your  television  or  cell  ohone  screen.  And  the  most  advanced  display 
technology  on  the  market  is  TFTLCD.  So  the  first  thing  you  should  decide  is  which 
brand  of  TFTLCD  to  ask  for.  And  the  most  advanced  TFTLCD  out  there  is  Wiseview™ 

Wiseview.  A  Wise  Choice. 

Wiseview  is  a  trademark  owned  by  Samsung  Electronics  Co. Ltd.    www.samsungTFTLCD.com 
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SAMSUNG  TFT-LCO 
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Budget  Reform:  'A  Fig 
Leaf  for  the  Election5 

IONGRESSIONAL  PROMISES  of  a  new  era  of  fiscal  discipline  are  faci- 
ng as  fast  as  Washington's  cherry  blossoms.  On  the  surface,  the 
alk  of  budget  rules  and  spending  curbs  sounds  tough.  But  the 
loser  you  look,  the  more  you  see  old-fashioned  fiscal  gimmick- 
y.  After  all,  if  s  an  election  year.  While  lawmakers  want  voters 

3  think  they're  stanching  the  red  ink,  these     those  breaks  with  a  broad-based  rate  cut 


ame  pols  also  want  to  cut  ribbons.  So  they 
nil  propose  a  spending  "freeze"  on  do- 
lestic  programs  other  than  homeland  se- 
urity  but  exclude  such  big-ticket  items  as 
ighways  and  "emergency"  money  bills, 
hey  will  also  debate  new  budget  rules  to 
squire  that  tax  cuts  and  new  entidement 
pending  be  financed  by  either  raising  oth- 
r  taxes  or  cutting  other  programs.  But  they 
all  probably  exempt  at  least  $86  billion  in 
ix  breaks. 

So  much  for  fiscal  integrity.  "It's  a  fig 
?af  for  the  election,"  says  University  of 
laryland  professor  of  public  policy  Allen 
chick. 

And  not  much  of  a  fig  leaf 
t  that.  The  pay-as-you-go 
ides  for  tax  cuts  are  non- 
inding,  may  last  just  a  year, 
nd  could  apply  only  to  the 
enate.  But  the  $86  billion 
>ophole  will  allow  Congress 
d  extend  three  popular  tax 
uts  aimed  squarely  at  the 
fiddle  class,  including  mar- 
iage-penalty  relief  and  the 
hild  tax  credit— without 
aying  for  any  of  them. 
While  they  talk  about 
ringing  the  deficit  under 
ontrol,  they  are  expanding 
ix  cuts,"  says  Robert  Bixby, 
xecutive  director  of  Con-  ^^^~ 
ord  Coalition,  a  nonpartisan  Washington 
roup  that  advocates  deficit  reduction. 

The  new  rules  may  open  the  door  to  as 
luch  as  $170  billion  in  additional  business 
ix  breaks.  They  have  been  added  to  a  bill 
itended  to  repeal  $50  billion  in  tax  subsi- 
ies  for  U.S.  exporters  that  were  declared  il- 
:gal  by  the  World  Trade  Organization. 
)riginally,  lawmakers  such  as  Senate  Fi- 
iance  Committee  Chairman  Charles  E. 
rrassley  (R-Iowa)  simply  wanted  to  replace 


GRASSLEYHis 

goal  got  buried 
by  squabbles 
and  lobbyists 


also  worth  roughly  $50  billion.  But  Con- 
gress squabbled  over  details,  and  the  bill 
stalled.  Now,  like  mosquitoes  attracted  to  a 
stagnant  pool,  lobbyists  have  swarmed  over 
the  measure  and  added  hundreds  of  spe- 
cial-interest amendments. 

Games  Pols  Play 

BUSINESS  REPS  ALSO  want  to  extend  a 
2002  measure  that  gives  companies  extra 
write-offs  for  plant  and  equipment  pur- 
chases. That  break— worth  $30  billion  an- 
nually—is due  to  expire  in  September. 

Similar  games  are  being  played  with  the 
massive  highway-funding  bill— the  most 
expensive  nonsecurity  item 
on  Congress'  agenda  this 
year.  The  Senate  has  passed 
a  bill  that  would  cost  $318 
billion  over  the  next  six 
years.  The  House  version 
runs  $284  billion.  The 
White  House  insists  it  will 
not  spend  more  than  $256 
billion,  but  neither  the  pro- 
posed spending  freeze  nor 
the  new  budget  rules  would 
apply.  At  the  end  of  the  day, 
lawmakers  expect  to  settle  on  some- 
thing close  to  the  $284  billion  ver- 
sion, though  they  may  use  some 
clever  accounting  gimmicks  to  make 
it  seem  cheaper. 
In  the  end,  some  of  the  corporate  tax 
goodies  will  fall  away,  and  the  highway  bill 
may  shrink  a  bit.  With  a  strong  economy, 
this  year's  deficit  will  even  fall  below  the 
White  House  prediction  of  $521  billion.  But 
with  Congress  already  planning  to  cut  tax- 
es and  boost  spending  by  at  least  $350  bil- 
lion over  five  years,  the  pork-addicted  pols 
on  Capitol  Hill  are  missing  a  chance  to  put 
a  dent  in  the  deficit.  ■ 

-By  Howard  Gleckman 


CAPITAL 
WRAPUP 

NO  DOUBT  ABOUT  IT, 
NADER  HURTS  KERRY 

Independent  Presidential 
candidate  Ralph  Nader  insists 
that  he  is  drawing  his  support 
not  from  Democrat  John  Kerry 
but  from  disaffected  Americans 
who  otherwise  wouldn't  vote. 
But  in  an  Apr.  5-7  Associated 
Press/Ipsos  Poll.  65%  of 
Naderites  said  they  would 
choose  Kerry  in  a  two-way  race 
with  Bush;  13%  would  opt  for 
the  President.  Just  19%  said 
they  would  stay  home  or  vote 
for  another  fringe  candidate. 

A  QUIET  RETREAT  FOR 
'NOISY  WITHDRAWAL' 

The  Securities  &  Exchange 
Commission,  already  battling 
the  legal  profession  on  two 
fronts,  is  postponing  a  third 
fight.  It  is  deferring  until  fall  a 
final  decision  on  a  controversial 
proposal  that  would  require 
corporate  lawyers  to  blow  the 
whistle  when  they  have  evidence 
of  company  wrongdoing  and 
can't  get  management  or  the 
board  to  act.  The  "noisy 
withdrawal"  proposal  would 
force  lawyers  to  resign  and  tell 
the  SEC  why.  Agency  insiders 
say  they're  waiting  until 
corporate  lawyers  quiet  down 
about  proposed  rules  to  tighten 
mutual  fund  governance  and 
give  shareholders  more  say  in 
nominating  directors. 

NEW  LIFE  FOR 
WEB-ACCESS  TAX  BAN 

Stalled  legislation  to  restore  the 
ban  on  state  taxes  on  Internet 
access  fees  may  finally  move 
through  the  Senate.  The  federal 
moratorium  expired  last 
November,  and  lawmakers 
deadlocked  over  whether  to 
expand  it  to  other  forms  of 
telecommunications.  Now  the 
Senate  is  expected  to  approve  a 
two-year  extension  of  the  ban, 
but  only  on  Web  access. 
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Knowledge  is  power.  Feel  free  to  flex. 


Introducing  Citigroup's  Office  of  Financial  Education.  When  you  understand  your  finances,  the  rest 
of  your  life  works  better.  Access  to  financial  information  can  help  everyone  make  the  most  of  their 
money,  and  their  lives.  We  work  with  people,  businesses  and  institutions  to  help  them  manage  their 
finances  wisely.  We  support  financial  education  programs  and  organizations  in  more  than  40  countries, 
because  we  believe  knowledge  is  your  greatest  asset.  Visit  citigroup.com  for  more  information. 


Financial  education.  Knowledge  is  your  greatest  asset. 


citigroupj 
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Spain's  New  Tack 
In  the  War  on  Terror 


THE  NEW  SPANISH  PRIME  MINISTER  didn't  waste  any  time.  Just  one 
day  after  43 -year- old  Jose  Luis  Rodriguez  Zapatero  was  sworn 
into  office  on  Apr.  17,  he  announced  that  he  would  withdraw 
Spain's  contingent  of  1,300  troops  from  Iraq  "as  soon  as  possi- 
ble." The  decision  fulfills  a  campaign  promise  that  helped  the 

Socialist  Party  leader  win  a  surprise  victory     lamist  groups.  In  a  move  recalling  Bush's 


on  Mar.  14,  three  days  after  horrific  terrorist 
bombings  in  Madrid  killed  191  people. 

But  Zapatero's  move  stands  to  embitter 
relations  with  the  Bush  Administration, 
which  had  grown  accustomed  to  the  fiercely 
pro-U.S.  policy  of  Zapatero's  conservative 
predecessor,  Jose  Maria  Aznar.  And  it  un- 
derscores the  difficulties  that  the  incoming 
government  in  Madrid  may  face  in  forging 
an  effective  anti-terrorism  policy—  a  top  pri- 
ority for  Zapatero.  Many  observers  thought 
a  way  could  be  found  for  the  Spanish  units 
to  stay  in  place  during  the  transition  to  Iraqi 
self-rule  if  the  U.N.  starts 
playing  a  larger  role.  Madrid 
sources  say  Zapatero  and  his 
aides  discussed,  but  then  re- 
jected, postponing  the  with- 
drawal. The  speedy  pullout 
"may  be  sending  the  wrong 
signal  to  the  wrong  people  in 
Iraq,"  says  Bernhard  May,  di- 
rector of  U.S.-European  rela- 
tions at  Berlin's  DGAP  Insti- 
tute. After  Zapatero's 
decision,  radical  Iraqi  Shiites 
said  they  were  no  longer  tar- 
geting Spanish  soldiers. 

Zapatero  remains  con- 
cerned about  terrorism  at 
home.  His  challenge  will  be 
to  refocus  Spain's  intelli-  ^^^^ 
gence  and  counterintelli- 
gence efforts  on  radical  Islamist  cells.  Under 
Aznar,  Madrid  waged  a  relentless  battle 
against  the  armed  Basque  separatist  group 
ETA.  The  organization,  which  nearly  suc- 
ceeded in  assassinating  Aznar  in  1995,  has 
been  penetrated  by  counterintelligence  op- 
eratives and  is  now  a  shadow  of  its  former 
murderous  self.  Yet  Spain's  capacity  to  deal 
with  Islamic  terrorism  has  been  limited. 
Fewer  than  10%  of  Spain's  roughly  1,000 
specialized  anti-terrorism  forces  focus  on  Is- 


ZAPATERO  He'll 
push  to  improve 
ties  with  Arab 
nations 


Homeland  Security  efforts,  Zapatero  plans 
to  create  a  new  post  to  coordinate  terrorism 
investigations  among  Spain's  fractious  se- 
curity services. 

RETURN  TO  ITS  ROOTS 

ZAPATERO  AND  FOREIGN  Minister 
Miguel  Angel  Moratinos— the  European 
Union's  envoy  to  the  Mideast  peace 
process  since  1996— want  to  combine 
tougher  anti-terrorist  policies  at  home 
with  moves  to  share  intelligence  within  the 
EU  and  improve  relations  with  North 
African  and  Mideastern 
states.  This  would  mark  a  re- 
turn to  Spain's  traditional 
pro -Arab  foreign  policy  tilt, 
all  but  abandoned  by  Aznar. 
The  new  government  is  like- 
ly to  spearhead  EU  initia- 
tives to  expand  aid  in  the  de- 
pressed southern  rim  of  the 
Mediterranean.  Bolstering 
stability  in  Morocco,  home 
of  most  of  the  suspected 
Mar.  11  bombers,  will  be  a 
priority.  "Having  rejected 
military  action  as  a  way  to 
combat  terrorism,  the  new  govern- 
ment must  focus  on  cooperation,  co- 
operation, cooperation,"  says  Jesus  A 
Nunez,  director  of  Madrid-based 
think  tank  Institute  of  Studies  on 
Conflicts  &  Humanitarian  Action. 

The  real  test  for  Zapatero  will  come  if  the 
terrorists  succeed  in  any  other  attacks. 
That  could  put  a  brake  on  his  high-flying 
political  career,  as  well  as  challenge  the  as- 
sumptions of  his  carrot- and-stick  policy  for 
fighting  terrorism.  That's  a  gamble  this  in- 
experienced Prime  Minister  seems  willing 
to  take— at  least  for  now.  ■ 

-By  John  Rossant  in  Paris  andjuliane 
von  Reppert-Bismarck  in  Madrid 


GLOBAL 
WRAPUP 

AN  OUTSIDER  COMES  TO 
THE  BUNDESBANK 

POLITICIANS  AND  economists 
describe  Axel  Weber,  47,  who 
was  nominated  by  the  German 
government  to  be  the  next  head 
of  Deutsche  Bundesbank  on  Apr. 
21,  as  a  pragmatic  economist 
and  skilled  communicator  who 
will  fiercely  guard  the  central 
bank's  independence.  Currently 
professor  of  international 
economics  at  the  University  of 
Cologne,  Weber's  first  task  will 
be  to  restore  morale  at  the  bank, 
which  was  battered  by  the 
resignation  of  former  President 
Ernst  Welteke  following  a 
scandal  over  corporate 
hospitality.  But  what 
businesspeople  want  to  know  is 
whether  Weber  will  back 
interest  rate  cuts  as  Germany's 
representative  at  the  European 
Central  Bank.  The  odds  look 
good.  Although  a  monetarist, 
Weber  is  no  dogmatist.  So  he's 
expected  to  take  a  flexible 
approach  to  rate-setting  so  long 
as  inflation  is  not  a  threat. 

GUCCI'S  NEW  CEO:  FROM 
FOOD  TO  FASHION 

IT'S  A  BIG  leap  from  hawking 
popsicles  to  managing  the 
brand  image  of  a  global  luxury 
icon.  Robert  Polet,  president  of 
the  ice  cream  and  frozen  foods 
division  of  Unilever,  was  named 
Gucci  Group's  CEO  on  Apr.  21. 
Former  CEO  Domenico  de  Sole 
and  creative  director  Tom  Ford, 
who  restored  Gucci's  glitz  after 
near  bankruptcy  in  the  1990s, 
departed  when  majority 
shareholder  Pinault-Printemps- 
Redoute  sought  to  limit  their 
autonomy.  Polet,  a  Dutchman 
with  a  26-year  career  at 
Unilever  and  no  experience  in 
the  luxury-goods  sector,  now 
must  manage  top  creative  talent 
at  Gucci  while  completing  a 
turnaround  at  tony  Yves  Saint 
Laurent  and  nurturing  Gucci's 
recent  sales  rebound. 
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And,  uh, 

preferential 
treatment  is 
a  bad  thingP 


Become  a  Blue  Chip 

Express  Rental  Program* 

Member  and  enjoy  faster 

service  AND  free  days! 


►  Earn  a  FREE  day  after  16  rental 
days  when  you  sign  up  for  Blue 
Chip  Rewards. 

►  Get  DOUBLE  Blue  Chip  credits 
when  you  book  online  at 
Thrifty.com  between  now 
and  September  30, 2004. 

►  Faster  counter  service  and  special 
Blue  Chip  lines  for  members. 

►  Get  our  lowest  rate  at  Thrifty.com. 

►  Earn  valuable  points/credits  with 
a  variety  of  Preferred  Partners. 

►  Receive  a  FREE  first  day's  rental  if 
you're  not  satisfied  at  any  time  with 
our  Service  Guarantee. 


Our  lowest  rates. 

Blue  Chip  Rewards  free  day  covers  time  and  mileage  charges  only.  Applicable  taxes, 

surcharges  or  additional  fees  are  extra.  You  must  be  signed  up  for  Blue  Chip  Rewards  to 

be  eligible  for  this  offer.  Visit  Thrrfty.com  for  full  terms  and  conditions.  Thrifty  features  quality 

products  of  OaimlerChrysler  and  other  fine  cars.  ?  2004  Thrifty  Rent-A-Car  System,  Inc 

Blue  Chip  Express  Rental  Program  and  Thrifty.com  are  registered  trademarks 

of  Thrifty  Car  Rental.  All  rights  reserved. 
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Loyalty  Programs: 


Miles,  Points  and  Service  Bring  Travelers  Back 

The  travel  industry  has  been  steadfast  in  maintaining  the  loyalty 
of  its  highest-yield  customer  base:  the  road  warrior,  even  as 
business  travel  has  flagged  since  2001.  Rather  than  discontinue 
or  pare  down  frequency  programs,  many  travel  suppliers  actually 
enhanced  their  offerings  in  the  past  two  years.  Others,  such  as  Thrifty 
and  Cendant,  have  launched  entirely  new  loyalty  programs. 

To  be  sure,  points  and  miles  mean  premium  status  -  and  status  means 
comfort,  convenience,  and  quiet  in  the  form  of  wider  seats,  roomier 
rooms,  entrance  to  airport  lounges  and  more.  But  there  also  are  important 
business  reasons  to  work  loyalty  programs  into  a  broad-based  travel 
management  program.  They're  much  appreciated  as  perks  for  frequent 
business  travelers,  who  often  spend  considerable  amounts  of  personal 
time  on  the  road.  And  they're  also  a  'kosher'  way  for  travelers  to 
splurge  -  on  a  cabin  upgrade,  on  a  suite  instead  of  a  room  -  while  still 
remaining  within  corporate  travel  policy  guidelines.  Read  on  to  see 
what's  new  in  frequency  programs,  how  to  make  the  most  out  of  points, 
and  how  companies  can  leverage  loyalty  programs  to  save  money  and 
still  please  the  corporate  traveler. 


What's  New  in  the  Loyalty  World 

Thrlfty's  Blue  Chip  Rewards 


(Single  credits  will  be  awarded  for 
rentals  made  through  other  booking 
channels.) 

Blue  Chip  Rewards  members  are 
awarded  one  free  day  when  a  member 
earns  16  credits.  Ordinarily,  each 
rental  day  under  the  program  equals 
one  credit,  but  through  September 
30th,  members  will  have  the  opportu- 
nity to  double  their  credits.  Award 
certificates  for  the  "free  day"  are 
automatically  mailed  to  members 
after  earning  16  credits. 

With  the  Blue  Chip  Express  Rental 
Program,  customers  speed  through  the 
check-in  process  in  60  seconds  or  less, 
with  no-hassle  pick-up  and  return. 
As  part  of  the  Blue  Chip  Satisfaction 
Guarantee,  if  a  customer  for  any  reason 
is  dissatisfied  with  their  rental,  they 
get  their  first  rental  day  free  of  charge. 
Available  at  125  airport  locations  in 
the  U.S.  and  Canada,  Blue  Chip  is  a 
service  that  is  free  of  charge. 

Southwest  &  Bank  One 

Southwest  Airlines  and  Bank  One 
just  launched  a  joint  Rapid  Rewards 
Business  card  for  small  businesses 
"of  all  sizes."  The  card  rewards  two 
points  for  every  dollar  spent  on 
Southwest  Airlines  and  charged  to  the 
card;  other  purchases  get  one  point 
for  one  dollar. 


Thrifty  Car  Rental  has  just  launched 
its  own  signature  frequency  pro- 
gram, Blue  Chip  Rewards.  The  program, 
an  enhancement  to  the  company's 
Blue  Chip  Express  Rental  Program®, 
will  reward  Blue  Chip  members  who 
elect  to  sign  up  with  credits  that  will 
earn  free  days  on  qualifying  rentals  at 
cipating  Thrifty  locations  in  the 
nd  Canada. 

.ireat  thing  about  this  program 
plicity,"  said  Rainey  Talbot, 
directoi    >f  marketing  -  customer 
reten;  Thrifty.  "When  we  set  out 

to  ci  own  program  centered 

around  o  'e  Chip  customers,  we 

wanted  s<     i      ng  that  was  easy  to 
undci  high  value.  Combined 

with  the  gre;  ice  that  customers 


already  get  with  the  Blue  Chip  Express 
Rental  Program,  the  addition  of  a 
frequency-based  component  will  add 
a  lot  of  value  for  customers." 

To  celebrate  the  launch,  Blue  Chip 
Rewards  members  will  earn  double, 
credits  from  now 
through  September 
30,  2004,  when  book- 
ing their  reservation 
via  THRIFTY.com. 
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ARE  AMONG  THE  MOST  BEAUTIFUL 


You're  a  traveler  who  knows  the  ropes,  who  always  seems  to  find 
the  smartest  way  to  get  from  point  A  to  point  B— in  short,  a  perfect 
candidate  for  the  Hilton  H Honors*  program.  As  an  HHonors  member, 
you  11  find  a  Hilton  Family  hotel  waiting  for  you  wherever  you  go. 
HHonors  welcomes  you  with  rewards,  privileges  and  the  unmatched 
opportunity  to  Double  Dip®— to  earn  both  hotel  points  and  airline 
miles  for  every  stay  at  our  2,500-plus  hotels  worldwide.  To  make  a 
reservation,   visit   hiltonhhonors.com  or   call    1-800 -HHONORS. 


Hilton  HHonors* 

ftjints&Miles" 


DoubleTree- 
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ASSY     SUITES 
HOTELS* 


INNS    '    SUITES 


|  Hilton 

!  Garden  Inn 


HOVtEWOOD 
SUITES 


Scandic 


TheHilton  Family 


ARE  YOU  IN  THE  KNOW? 


Hilton  HHonors  membership,  earning  of  Points  &  Miles*  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  ©2004  Hilton  HHonors  Worldwide. 
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Intercontinental^  Priority 
Club®  Rewards 

Intercontinental  Hotels  Group  (IHG) 
is  integrating  its  newest  brand, 
Candlewood  Suites®,  into  the  award- 
winning  Priority  Club  Rewards  pro- 
gram. Candlewood  Suites  was  recently 
acquired  to  expand  IHG's  presence  in 
the  mid-scale  extended-stay  market. 
Priority  Club  Rewards  members  staying 
at  Candlewood  Suites  can  now  enjoy 
the  full  range  of  program  benefits, 
including  earning  points  or  miles  for 
qualifying  stays  and  redeeming  points 
for  stays  at  any  IHG  property. 

Cendanfs  TripRewards® 

The  newest  hotel  loyalty  program, 
Cendant  Corporation's  Trip- 
Rewards,  is  also  the  largest,  based  on 
the  number  of  participating  hotels 
(nine  chains,  6,000  hotels,  49  point- 
earning  partners  and  more  than  140 
point-redeeming  options 


The  program's  "open  earn"  structure 
allows  members  to  earn  points  by 
staying  in  Cendant-franchised  hotels, 
renting  Avis®  and  Budget®  rental  cars, 
purchasing  tax  services  from  Jackson 
HewittR  and  purchasing  everyday 
products  and  services  from  earning 
partners.  Likewise,  Trip-Rewards 
members  can  redeem  their  points  for 
either  hotel  stays  -  with  no  blackout 
dates  -  or  partner  rewards,  including 
airline  tickets,  resort  vacations,  elec- 
tronics home  appliances,  sporting 

lovie  and  theme  park  tickets 


Marriott  Rewards®  Program 

MARRIOTT  INTERNATIONAL,  INC.  has  recently  made  significant  enhancements 
to  its  popular  Marriott  Rewards  program.  Members  can  now  achieve  Elite  level 
status  faster  than  ever  before  and  receive  exclusive  benefits  across  all  Marriott 
brands  that  participate  in  the  program. 

Now  all  Marriott  Rewards  members  can  request  hotel  stay  awards  just  24 
hours  before  check-in  to  most  participating  hotels  by  calling  1 .800.450.4442 
or  visiting  marriottrewards.com.  In  addition,  Marriott  Rewards  members  can 
earn  Silver  Elite  status  and  benefits  after  spending  just  10  nights  per  year 
(previously  a  1 5  night  stay  was  required). 

With  more  than  18  million  members  and  2,300  participating  hotels  in  65 
countries,  Marriott  Rewards  is  the  largest  and  most  popular  frequent  guest 
program  in  the  world. 

In  addition  to  free  hotel  stays,  members  may  redeem  Marriott  Rewards 
points  for  more  than  300  different  reward  options,  including  Nick  Faldo  and 
John  Jacobs  golf  schools;  spa  packages;  luxury  cruises;  car  and  SUV  rentals 
from  Hertz;  theme  park  passes  to  Disney®,  Universal  Studios  and  Discovery 
Cove  Orlando,  and  retail  merchandise.  To  enroll  in  Marriott  Rewards,  call 
1 .800.249.0800  or  log  onto  www.marriottrewards.com. 


one  tickets  on  United  Airlines  with  the 
purchase  of  any  full-fare  ticket  in  any 
class  of  service  for  domestic  travel,  or 
in  United  First  or  United  Business  for 
international  travel  originating  in  the 
United  States  or  Canada  and  booked 
and  ticketed  through  Ameniti.  Also 
automatic  are  complimentary  room 
upgrades  when  available,  complimen- 
tary continental  breakfasts  each  day 
of  their  stay,  a  welcome  gift  upon 
arrival,  and  late  check-out  for  stays 
at  participating  Starwood  Hotels  & 
Resorts  -  including  St.  Regis,  The 
Luxury  Collection,  W  Hotels,  Westin 
Hotels  &  Resorts  and  Sheraton  Hotels 
&  Resorts.  Members  also  receive 
automatic  Gold  Status  in  Starwood 
Hotels'  award-winning  Starwood 
Preferred  Guest  membership  program. 
The  price  for  this  bounty?  $295  per  year. 

What  Road  Warriors  Know 


certificates  from 
retailers  and  restaurants. 
TripRewards  members  may 
ect  to  earn  either  TripRewards 
points,  airline  miles  or  rail  points 
for  their  hotel  stays.  An  online  system 
allows  members  to  check  points  and 
redeem  for  rewards  24  hours  a  day. 

United  &  Starwood 
Partner  Up 

United  Airlines  has  made  an  inter- 
esting foray  into  the  loyalty  world 
by  quietly  creating  a  new  luxury  travel 
club,  Ameniti,  designed  for  business- 
and  other  high-end  travelers.  By 
partnering  with  Starwood  Hotels  &c 
Resorts,  Cunard  Line,  Conde  Nast 
Traveler  and  IMG,  this  members-only 
club  provides  travelers  with  a  host  of 
elite  privileges  and  special  services  for 
air  travel,  hotel  stays  and  cruises. 
Benefits  include  unlimited  two-for- 


H 


ow  can  you  maximize  points: 


.Business  travelers  in  the  know 
have  a  few  tried-and-true  strategies: 

•  Use  hotel  programs  that  are 
generous  with  points,  offer  a  variety 
of  reward  options  and  don't  require 


Earn  points  with  every  stay  at: 

Harriott 

HOTELS  &  RESORTS 


JW  MARRIOTT. 

HOTELS  &  RESORTS 


RENAISSANCE. 

HOTELS  &  RESORTS 


COURTYARD 


Residence 


SprincHill 


TownePlacc 


Fairfield 


,\\arnotl   ^  m 
VACATION  CLUB 

INTERNATIONAL 


Get  a  Marriott  Rewards*  Visa8  card 

and  get  to  the  places  you  dream  of  even  faster. 


w 

£" 


o^ 
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You'll  earn  15,000  Marriott  Rewards  points  with  your  first  purchase.  Then  you'll  earn  3  points  per 

$1  charged  on  the  card  at  2,300  participating  Marriott  hotels,  plus  1  point  per  $1  spent  everywhere 

else.  The  Marriott  Rewards  Visa  card  speeds  up  the  rewards  program  that's  already  30%  faster 

than  other  leading  hotel  programs*  And  with  more  resorts,  golf,  and  spa  destinations  than 

others  to  choose  from,  there  are  more  reasons  than  you  could  dream  of  to  apply. 


Apply  by  calling  1-888-691-2301. 


Harriott. 

REWARDS 


"Based  on  seven  nights  at  Starwood.  Hilton.  Intercontinental  Hotels  Group  and  Hyatt  full-service  hotels  of  similar  quality  and  points  earned  on  dollars  spent. 
Assumes  standard  award  offerings  for  base  level  members  All  comparisons  are  as  of  08/03.  ©  2004  Marriott  International.  Inc 
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an  airline  ticket  purchase  to  qualify. 
The  Hilton  HHonors  program  qualifies 
on  all  three  points.  This  generosity 
comes  from  an  exclusive  HHonors 
feature  called  "double  dipping." 
HHonors  members  can  earn  both 
hotel  points  and  airline  miles  for  the 
same  stay. 

The  program  is  available  on  stays 
at  most  every  business  and  leisure 
rate.  And  you  have  any  of  more  than 
60  participating  airline  partners  to 
choose  from,  more  than  any  other 
hotel  program.  Double  dipping  is 
available  for  stays  at  the  Hilton 
family  of  hotels:  Hilton®,  Conrad®, 
Doubletree®,  Embassy  Suites  Hotels®, 
Hampton  Inns,  Hampton  Inn  & 
Suites®,  Hilton  Garden  Inn®, 
Homewood  Suites®  by  Hilton  and 
Scandic  hotels. 

In  addition,  if  you're  enrolled  in 
American  Express'  Membership  Miles 
program,  and  you  pay  for  your  room 
with  your  AmEx  card,  you  not  only 
earn  Hilton  HHonors  points,  but  you 
can  also  opt  to  earn  Membership 
Rewards  bonus  points  instead  of 
airline  miles. 

•  Watch  for  special  programs  on 
shuttle  flights.  The  Delta  and  US 
Airways  shuttles,  for  example,  run 
frequent,  and  generous,  promotions 
awarding  as  much  as  5,000  miles  for 
a  roundtrip  flight. 

•  Book  a  flight  through  the  carrier's 
own  Web  site.  Members  of  frequent 
flyer  programs  who  book  directly 
often  get  bonus  of  1,000  points  or 
more;  for  new  routes  or  during  special 
promotions,  that  figure  can  jump  to 
5,000  points.  Use  online  check-in,  and 
you  may  qualify  to  earn  additional 
points.  Also  be  aware  that  if  you  book 
through  a  discount  Web  site,  such  as 
Priceline  or  Expedia,  you  may  not 
earn  miles  with  certain  programs. 

•  A  few  thousand  points  shy  of  an 
award?  You  may  be  able  to  buy  blocks 
of  points  in  increments  of  1,000  to 
reach  the  minimum  threshold  for  an 
upgrade  or  a  free  ticket. 


jL~ 


•  Join  loyalty  programs  that  offer 
points  that  are  valid  with  the  most 
supplier  partners,  whether  they're 
travel-related  or  not.  For  those  road 
warriors  who'd  rather  not  spend 
points  on  more  time  away  from  home, 
there  are  hotel  loyalty  programs  like 
Radisson  Gold,  which  rewards  members 
not  only  with  hotel  stays  and  flights, 
but  whose  GoldPoints  may  be  used  at 
various  restaurants  and  at  upscale 
retailers  like  Skymall.  GoldPoints  can 
also  be  earned  at  retailers  such  as 


You  may  be  able  to 
buy  blocks  of  points  in 
increments  of  1,000  to 

reach  the  minimum 

threshold  for  an  upgrade 

or  a  free  ticket. 


FTD.com,  through  Thrifty  Car  Rental, 
hotel  partners  of  Radisson,  including 
Country  Inns  &  Suites  by  Carlson, 
Park  Inn  Hotels,  Park  Plaza  Hotels, 
Radisson  SAS  properties  in  Europe, 
the  Radisson  Edwardian  Properties 
in  the  United  Kingdom,  and  even  at 
TGI. Friday's  restaurants. 


•  Affinity  cards 
are  still  a  great  way  to 
earn  travel  rewards.  For  business 
travelers  who  live  or  work  along  the 
Northeast  Corridor  or  in  Southern 
California,  consider  the  Amtrak  Guest 
Rewards  Mastercard.  As  with  most 
airline  frequent-flyer  cards,  you  earn 
one  point  per  dollar  spent  on  most 
purchases.  But  unlike  airline  frequent- 
flyer  programs,  which  require  25,000 
or  more  miles  for  a  free  trip,  free  trips 
with  Amtrak  start  at  1,000  points  in 
California  and  2,500  points  on  the 
East  Coast.  Amtrak  points  can  also  be 
converted  to  miles  on  United,  Midwest 
Express  or  Continental  miles  or  can 
be  used  at  Hilton,  Starwood  and 
Marriott  hotels. 

•  Don't  write  off  discount  airlines  - 

many  have  above-average  programs 
too.  America  West's  award-winning 
frequent  flyer  program,  FlightFund, 
offers  elite  benefits  that  include  unlim- 
ited, space-available  upgrades,  mileage 
bonuses,  preferred  seating,  priority 
check-in  and  early  boarding.  America 
West's  FlightFund  program  matches 
the  elite  status  customers  may  have  in 
competing  frequent  flyer  programs. 
Unlike  traditional  frequent  flyer 
programs,  JetBlue  Airways'  TrueBlue 
members  earn  points  instead  of  miles 
for  flights  flown.  The  airline  has 
classified  each  of  its  routes  as  short, 
medium  or  long  haul.  Customers  can 
earn  points  for  each  one-way  trip:  two 
points  for  a  short  flight;  four  points 
for  a  medium  flight;  and  six  points  for 
a  long  flight.  A  free  roundtrip  flight, 
anywhere  JetBlue  flies,  is  awarded  once 
a  customer  reaches  100  points.  When 
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Whether  you're  taking  care  of  business  or  simply  need  a  little  time  to  relax,  count  on  Radisson  to  provide 
the  amenities  that  let  you  Stay  Your  Own  Way.  Book  online  at  www.radisson.com  or  call  1-800-333-3333. 
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TrueBlue  members  have  accumulated 
100  points,  they  are  immediately 
notified  via  e-mail  that  they've  received 
a  free  roundtrip  flight. 

AirTran's  A-Plus  Rewards  system 
is  based  on  how  often  you  fly  and  how 
you  fly  (in  Coach  or  Business  Class) 
rather  than  how  long  the  flight  is.  You 
can  also  build  points  by  using  an 


AirTran  Airways  A-Plus  Visa  Card.  A 
one-way  coach  flight  earns  1  point;  one 
way  in  Business  Class  is  1.5;  2  points 
for  every  $1,000  spent  on  the  affinity 
card,  0.5  points  for  a  Hertz  rental  of 
four  days  or  less.  Rewards  require  at 
least  four  points  for  a  one  way  Business 
Class  upgrade;  one-way  coach  requires 
8,  one-way  in  Business  Class,  16. 

•  Channel  your  spending  to  the 

fewest  number  of  suppliers  rather  than 
scattering  points  across  several  pro- 
grams. The  goal:  to  reach  elite  status, 
a  kind  of  reward-program  critical 
mass.  Once  you're  in  the  elite  level, 
you'll  earn  points  even  faster.  For 
example,  members  of  British  Airways 
Executive  Club  Gold  earn  a  bonus  of 
50  percent  BA  Miles  on  British  Airways 
and  Qantas.  So  instead  of  one  BA 
Mile  for  every  mile  flown,  you  will 
receive  1.5  BA  Miles  -  plus  a  cabin 
bonus  you  earn  while  traveling  in 
World  Traveller  Plus,  Club  Europe, 
Club  World  and  First  Class. 


Homewood  Suites®  by  Hilton  Named 
Best  Upscale  Extended-Stay  Chain 

HOMEWOOD  SUITES  BY  HILTON,  has  recently  been  ranked  the  nation's  Number 
One  upscale  extended-stay  hotel  brand  by  the  annual  Business  Travel  News 
(BTN)  survey  of  top  U.S.  hotels. 

This  recognition  marks  the  third  year  for  Homewood  Suites  to  receive  a  top 
designation  in  the  BTN  survey.  Homewood  Suites  earned  another  accolade, 
"Highest  Guest  Satisfaction  Among  Extended  Stay  Hotel  Chains"  in  the 
J.D.  Power  and  Associates  2003  Domestic  Hotel  Guest  Satisfaction  StudySM. 

"We  are  very  proud  to  receive  top  ranking  in  the  BTN  survey,  especially  in 
the  many  categories  where  we  aim  to  exceed  expectations  and  continue  to 
provide  continuity  across  all  130  hotels  in  our  brand,"  said  Jim  Holthouser, 
senior  vice  president  of  brand  management  for  Homewood  Suites  by  Hilton. 
"There  are  another  50  Homewood  Suites  in  the  pipeline,"  he  added. 

Beyond  spacious  two-room  suites  and  home-like  amenities,  Homewood 
Suites  guests  can  find  at  each  hotel  an  on-site  Suite  Shop®  convenience  store, 
exercise  facility,  and  guest  laundry,  business  center  and  pool  at  most  locations. 
Guests  can  also  enjoy  a  daily  complimentary  hot  breakfast.  Homewood  Suites 
participates  in  the  Hilton  HHonors®  guest  reward  program,  which  allows  its 
members  to  DoubleDip®  by  simultaneously  accumulating  both  hotel  points 
and  airline  miles  with  each  qualifying  stay. 

For  more  information,  visit  www.homewoodsuites.com  or  call 
1.800.CALL.HOME. 


•  Look  to  airline  alliances  to  maximize 
reward  options.  With  Star  Alliance, 
for  example,  if  you  join  the  frequency 
program  of  one  Alliance  member,  you 
can  earn/redeem  points  on  the  15 
member  airlines.  And  when  you  reach 
elite  status  levels  in  one  member  pro- 
gram, you'll  receive  the  equivalent 
Star  Alliance  status  level. 


Once  you're  in  the 

elite  level,  you'll  earn 

points  even  faster. 

Members  of  British 

Airways  Executive  Club 

Gold  earn  a  bonus  of 

50  percent  BA  Miles 

on  British  Airways 

and  Qantas. 


•  Look  for  interesting  promotions 

while  you're  shopping  around  for  low 
fares  on  approved  carriers.  Travelers 
flying  to  London  from  the  U.S.  have 
their  choice  of  carriers,  but  some  car- 
riers offer  better  reward  opportunities 
than  others.  Virgin  Atlantic  Airways, 
for  example,  ran  a  promotion  last  year 
in  which  members  of  its  frequency 
club  earned  $200  (for  Premium 
Economy)  or  $400  (for  Upper  Class) 
gift  certificates  good  for  purchases  at 
Dell  Computer. 

The  Corporate  Connection 

Frequency  programs  aren't  just  perks 
for  travelers.  They  can  also  be 
used  as  important  tools  to  maintain 
compliance  when  certain  volume 
agreements  are  in  place  with  suppliers. 
Compliance  runs  high,  say  travel 
management  experts,  when  travelers 
are  mandated  to  stay  at  a  particular 
hotel  or  hotel  chain,  fly  a  particular 
airline  and  rent  from  a  particular  car 
rental  company. 

Beyond  compliance,  however,  there 
are  plenty  of  good  reasons  to  encourage 
the  use  of  loyalty  programs.  The  first 
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one  is  saving  money.  Premium-level 
travelers  enjoy  free  access  to  airline 
lounges  (which  otherwise  could  cost 
up  to  $50  per  visit),  where  there  are 
free  snacks,  access  to  Wi-Fi  hot  spots 
and  workstations,  and  even  free 
meeting  rooms  for  the  asking.  They 
get  free  newspapers  and  breakfasts, 
space-available  upgrades  to  concierge 
floors  and  business-class  rooms,  saving 
upwards  of  $25  per  room  night.  Add 
up  the  perks,  and  it's  safe  to  say  that 
loyalty  programs  can  save  up  to  $100 
a  day,  just  in  small-ticket  benefits. 

Travelers  get  to  benefit,  too,  when 
they  elect  to  use  frequency  points  for 
company  travel.  Some  firms  reward 
employees  who  use  their  personal 
frequent  flyer  miles  for  business  trips 
with  cash  -  up  to  half  of  the  amount 
an  airfare  would  cost;  other  firms  pay 
employees  one  dollar  for  every  frequent 
flyer  mile  they  use  for  business. 
Companies  often  encourage  their 
travelers  to  use  their  miles  for  upgrades. 


That  way,  the  company  pays  for  a 
coach  seat  and  the  traveler  still  gets  to 
fly  in  the  front  of  the  plane,  even 
though  Business  Class  isn't  technically 
allowed  in  the  travel  policy.  Similarly, 
some  companies  will  pay  for  a  block 
of  miles  (typically,  $25  per  1,000  miles) 
to  bring  a  traveler's  point  balance  up 
to  the  required  level  for  an  upgrade. 
By  having  employees  kick  in  35,000  of 
their  points,  and  the  company  paying 
$625  for  25,000  points,  a  business- 
class  ticket  can  be  acquired  for  a 
fraction  of  the  cash  cost. 


RTISERS'  WEB  ADDRESSES 

British  Airways 
http://www.britishairways.com 

Hilton  Hotels  Corporation 
http://www.hilton.com 

Homewood  Suites 
http://www.homewood-suites.com 

Marriott  International,  Inc. 
http://www.marriott.com 

Radisson  Hotels  &  Resorts 
http://www.radisson.com 

Thrifty  Car  Rental 
http://www.thrifty.com 


WRITER:  Julie  Moline  is  a  business  travel  specialist  and 
former  editor-in-chief  of  Corporate  Travel  magazine. 

DESIGN:  Sundberg  &  Associates  Inc 

ILLUSTRATION:  John  Bleck 

PRODUCED  BY:  Jonathan  Meigs,  Millbrook,  NY 

E-MAIL:  jon@meigsmedia.com 
www.  meigsmedia  com 

For  information  about  Special  Advertising  Sections, 
e-mail  Stacy  Sass  McAnulty  at: 
stacy_sass-mcanulty@businessweek.com. 


My  Homewood. 


A  living  room,  separate  bedroom* 
fully  equipped  kitchen  and 
complimentary  high-speed  Internet 
access  at  all  U.S.  locations. 
A  complimentary  hot  breakfast  every 
morning  and  a  Manager's  Reception 
every  weeknight.  So  you  can  feel 
at  home  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com, 
or  dial  1-800- CALL- HOME.* 
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Sci  recti  Bioeneineerin. 


Panacea— Or 
Pandora's  Box? 

Man-made  bugs  that  fight  other  bugs 
bring  unknown  environmental  risks 


INSECTS,  WINE,  AND  GENETICAL- 
ly  modified  organisms  are  converg- 
ing in  a  research  laboratory  in  Cal- 
ifornia. The  result  could  soon  test 
the  limits  of  the  nation's  regulatory 
framework  for  food,  drugs,  and  en- 
vironmental safety. 
While  Washington  is  up  in  arms  about 
human  cloning  and  stem- cell  manipula- 
tion—technologies that  exist  mostly  in 
theory— it  pays  virtually  no  attention  to 
the  more  immediate  matter  of  genetically 
engineered  insects  and  microbes  already 
being  created.  These  designer  critters 
could  be  an  enormous  boon  for  public 
health  and  crop  production— but  could 
also  pose  great  environmental  risks. 

One  of  the  most  advanced  projects  in- 
volves the  glassy-winged  sharpshooter,  a 
native  of  the  Southeast  U.S.  that  first 


SCOURGE  The  glassy- 
winged  sharpshooter 


turned  up  in  California  vineyards  in 
1990.  It  has  already  destroyed  some  $14 
billion  worth  of  grapes  and  other  crops  in 
the  state  by  passing  on  a 
disease  that  prevents  plants 
from  absorbing  water.  A 
team  of  scientists,  led  by  en- 
tomology professor  Tom 
Miller  at  the  University  of 
California  at  Riverside, 
hopes  to  outgun  this  pest 
with  a  genetically  modified 
microbe  that  could  be  ready 
to  test  in  vineyards  this 
summer. 

Miller's  team  is  focusing 
on  a  bacterium  called  Xylel- 
la  fastidiosa  that  resides  in 
the  mouth  of  the  sharp- 
shooter. When  the  insect 


Regulators 
are  "lagging 
weU  behind 
the  science" 


WARRIOR  Miller's  feeds  on  plants,  it 
team  created  a  passes  the  bug 
bug  that  may  along,     causing     a 

savevmeyards  blight  called  pierce's 
^^^™  disease  that  makes 

leaves  and  fruit  wither  and  die. 

The  blight,  which  can't  be  treated, 
spreads  quickly  as  the  sharpshooter  darts 
from  plant  to  plant.  The  bug  displays  un- 
canny skill  in  staying  ahead  of  pesticide 
spraying.  Worse,  it's  a  prodigious  eater, 
feeding  on  a  variety  of  plants  including 
oleanders,  alfalfa,  and  almond  trees.  Re- 
cently, new  strains  of  X.  fastidiosa  have 
caused  Pierce's  in  these  crops. 

THE  BUG  STOPS  HERE 

RATHER  THAN  MODIFYING  the  insect, 
Miller's  team  decided  to  develop  an  insect 
"symbiont"— a  bacterium  closely  associ- 
ated with  X.  fastidiosa  that  takes  up  resi- 
dence on  a  plant.  In  lab  experiments, 
when  the  insect  feeds,  it  ingests  the  de- 
signer microbe,  which  neutralizes  X.  fas- 
tidiosa. The  new  microbe  only  survives  for 
a  few  weeks,  so  it  doesn't  present  a  con- 
tinuing environmental  threat.  Nor  does  it 
pass  into  the  stem  or  fruit  of  the 
grapevine— which  would  matter  to  grow- 
ers, and  to  the  public.  "They  won't  accept 
a  genetically  modified  plant,"  Miller  says. 
Public  acceptance  matters.  But  first, 
Miller's  team  has  to  negotiate  a  chaotic 
regulatory  system.  There's  no  clear 
framework  for  regulating  a  bioengi- 
neered  insect  or  bacterium.  Right  now  the 
scientists  are  seeking  approvals  from  the 
Environmental  Protection  Agency,  which 
oversees  pesticides.  But  the  U.S.  Agricul- 
ture Dept.  may  also  have  jurisdiction,  be- 
cause it  has  the  authority  to  act  against 
the  spread  of  plant  pests. 

The  nonprofit  Pew  Initiative  on  Food  & 
Biotechnology  addressed  this  confusion 
in  January  with  a  report  titled  Bugs  in  the 
System.  "The  regulatory  system  is  lagging 
well  behind  the  science,"  says  Pew  Exec- 
utive Director  Michael  L. 
Rodemeyer.  Although  de- 
signer insects  and 
pathogens  could  prove  safer 
for  the  environment  than 
pesticides,  Rodemeyer  com- 
plains that  regulators  have 
done  a  poor  job  of  making 
that  determination.  "Can 
we  get  these  bugs  to  do 
what  we  want?"  he  asks. 
The  answer  may  well  be  ob- 
vious before  Washington 
gets  around  to  addressing 
the  issue.  ■ 

-By  Catherine  Arnst 
in  New  York 
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Legal  AffairsGlobalization 


And  Justice 
For  All? 

As  more  foreign  plaintiffs  seek  U.S. 
trials,  legal  boundaries  are  blurring 


WINDRIDGE  PIG 
Farm  is  based  in 
New  South  Wales, 
Australia.  The 
headquarters  of 
F.  Hoffmann- 
La  Roche  Ltd.  is 
in  Basel,  Switzerland.  So  when  Win- 
dridge  and  11  other  foreign  companies 
filed  a  class  action  against  Hoffmann-La 
Roche  and  more  than  three  dozen  over- 
seas manufacturers  of  livestock  vitamins 
for  price-fixing  in  2000,  where  was  the 
case  filed?  In  Washington,  D.C. 

As  globalism  becomes  a  fact  of  life, 
U.S.  courts  fast  are  becoming  the  forum 
of  choice  for  victims  abroad.  Product-lia- 
bility suits,  civil  antitrust  claims,  and  hu- 
man rights  cases  filed  by  overseas  plain- 
tiffs and  based  on  alleged  misdeeds  that 
occurred  outside  of  the  U.S.  all  appear  to 
be  on  the  rise.  Mexicans  and  Venezue- 
lans, for  example,  have  filed  hundreds  of 
lawsuits  in  the  U.S.  against  Bridge- 
stone/Firestone  involving  tires  made, 
sold,  and  used  in  those  countries.  Al- 
though precise  numbers  are  hard  to 
come  by,  there  are  fears  that  the  wave  of 
foreign  litigation  could  overburden 
American  courts  and  expose  companies 
to  wider  liability.  "If  anybody  can  sue  in 
the  U.S.,  it's  a  step  in  the  direction  of  the 


U.S.  becoming  a  world  court," 
says  former  Federal  Trade  Com- 
mission Chairman  Robert  Pitof- 
sky,  a  member  of  Hoffmann-La 
Roche's  legal  team. 

But  consumer  activists,  hu- 
man-rights groups,  and  some 
businesspeople  praise  the  devel- 
opment. Compared  with  their 
foreign  counterparts,  U.S.  courts 
are  transparent,  efficient,  and  ef- 
fective. They  are  the  only  avail- 
able venues  for  certain  types  of 
consumer  protection  and  corpo- 
rate malfeasance  claims.  "The 
real  question  is  how  do  we  make 
multinational  companies  ac- 
countable for  their  actions,"  says 
former  World  Bank  chief  econo- 
mist Joseph  E.  Stiglitz,  who  has  filed  an  an- 
imus brief  against  Hoffmann-La  Roche. 

CARTEL  PROFITS 

NOW  THE  U.S.  SUPREME  Court  is 
weighing  in  on  the  debate.  On  Apr.  27,  the 
high  court  will  hear  arguments  about 
whether  the  vitamin  price-fixing  lawsuit, 
F.  Hoffmann-La  Roche  Ltd.  v.  Empagran, 
should  proceed  before  an  American 
judge.  It  is  one  of  a  trio  of  cases  this  term 
focusing  on  the  issue  of  how  far  domestic 
courts  should  wade  into  international 


disputes.  The  U.S.  Chamber  of  Com- 
merce, which  has  filed  briefs  in  all  three, 
is  asking  the  court  to  sharply  curtail  ac- 
cess to  the  American  legal  system. 

In  the  livestock  vitamin  price-fixing 
case,  Windridge  and  its  supporters  argue 
that  the  U.S.  legal  system  is  the  only  one 
in  the  world  with  sufficiently  robust  an- 
titrust laws  to  deter  global  price-fixing. 
They  note  that  Hoffmann-La  Roche  and 
other  cartel  members  earned  more  than 
$10  billion  in  profits  from  their  allegedly 
illegal  activities  but  have  paid  out  less 


Should  America  Be  the  World's  Courthouse? 


U.S.  judges  increasingly  are 
asked  to  right  wrongs 
outside  of  the  country's 
borders.  The  issue  is" 
coming  to  a  head  this  spring 
as  the  Supreme  Court  hears 
a  trio  of  landmark  cases: 


ANTITRUST 

Can  foreign  victims  seek 
damages  against  a  non-U.S. 
company  for  price  fixing  that 
occurred  overseas?  On  Apr.  27 
the  court  will  hear  arguments 
on  the  issue  in  F.  Hoffmann-La 
Roche  Ltd.  v.  cmpagran  S.A. 


HUMAN  RIGHTS 

The  legal  boundaries  of  the 
1789  Alien  Tort  Claims  Act,  a 
law  activists  have  used  to  sue 
multinationals  for  alleged 
rights  violations  abroad,  were 
debated  on  Mar.  30  in  the 
case  Sosa  v.  Alvarez-Machain. 


PRETRIAL  DISCOVERY 

On  Apr.  20,  Intel  will  ask  the 
court  to  curb  use  of  liberal 
U.S.  discovery  laws  in 
overseas  proceedings  in 
defense  against  rival 
Advanced  Micro  Devices' 
antitrust  complaint  in  Europe. 
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than  $5  billion  in  penalties  world- 
wide—hardly a  disincentive  to  future 
misdeeds.  The  triple  damages  available 
in  U.S.  courts  for  price-fixing  could  right 
this  imbalance,  says  Stiglitz. 

Meanwhile,  Britain  and  six  other  for- 
eign governments  have  filed  briefs  fa- 
voring Hoffmann-La  Roche.  They  ac- 
cuse the  U.S.  of  meddling  in  their 
domestic  affairs.  And  the  U.S.  Justice 
Dept.,  which  has  also  filed  a  brief 
against  the  plaintiffs,  says  the  threat  of 
civil  litigation  in  the  U.S.  makes  it  hard- 
er to  win  cooperation  from  foreign  com- 
panies in  antitrust  investigations.  Why 
blow  the  whistle  on  a  cartel  if  doing  so 
exposes  you  to  triple  damages? 

POLICING  COMPANIES 

EQUALLY  IMPORTANT  to  Corporate 
America  is  Sosa  v.  Alvarez-Machain,  the 
Supreme  Court's  first  attempt  to  define 
the  scope  of  the  1789  Alien  Tort  Claims 
Act  (ATCA).  While  Sosa  involves  a  claim 
by  a  Mexican  citizen  who  says  that  he 
was  falsely  arrested  by  the  Drug  En- 
forcement Administration,  the  ruling 
could  have  repercussions  for  business. 
In  recent  years,  human  rights  activists 
have  begun  using  the  ATCA  to  police 
corporate  conduct  that  violates  interna- 
tional law.  Unocal  Corp.,  for  instance, 
has  been  targeted  for  allegedly  using 
slave  labor  in  Burma  in  cahoots  with 
that  country's  military  rulers.  Dozens  of 
similar  cases  have  been  filed  against 
other  companies.  Oral  arguments  in 
Sosa  took  place  on  Mar.  30. 

The  third  key  case  this  term,  Intel 
Corp.  v.  Advanced  Micro  Devices  Inc.,  in- 
volves a  twist  on  the  theme:  It  centers 
on  a  dispute  between  U.S.  companies  in 
a  foreign  legal  proceeding.  In  2000, 
AMD  had  complained  to  the  European 
Commission  that  Intel  was  abusing  its 
market  position  in  microchips.  Because 
European  law  didn't  give  AMD  a  way  to 
obtain  documents  that  the  company 
claims  would  bolster  its  case,  AMD  took 
advantage  of  a  1964  law  that  allows  U.S. 
courts  to  provide  assistance  in  non-U.S. 
legal  proceedings.  Critics  say  AMD  is 
abusing  the  statute;  defenders  argue 
that  it  exports  high  investigatory  stan- 
dards overseas. 

Together,  the  three  cases  will  go  a 
long  way  toward  deciding  the  limits  of 
the  U.S.  courts  in  this  age  of  globaliza- 
tion. As  powerful  forces  such  as  out- 
sourcing and  e-commerce  erode  the  im- 
portance of  national  borders,  the  high 
court  will  have  to  decide  if  it  wants  to 
build  a  legal  wall  around  the  U.S.  ■ 

— By  Lorraine  Woellert  in  Washington 
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The  Once  and 
Future  Qualcomm 

When  Irwin  Jacobs  eventually  retires,  will 
son  Paul  win  his  bid  for  the  corner  office? 


IN  2001,  QUALCOMM  INC.  EXEC- 
utive  Paul  E.  Jacobs  was  speaking 
at  an  Internet  conference  when  he 
surprised  his  audience  by  showing 
a  slide  that  summed  up  his  vision 
of  the  future  of  Net  technology. 
"Wireless  Internet  >  Wired  Inter- 
net," it  said.  His  point:  Someday,  people 
will  use  cell  phones  and  laptops  to  surf 
the  Web  more  than  they  use  desktop 
computers.  The  audience  of  dot-com 
bigwigs  erupted  in  laughter.  Paul  was 
undeterred.  "When  people  reacted  with 
disbelief,  I  just  kept  trying  to  convince 
them,"  he  says. 

Paul  wasn't  the  first  member  of  the  Ja- 
cobs family  to  nearly  get  laughed  off  the 
stage.  In  the  late  1980s,  his  father,  Qual- 
comm CEO  Irwin  M.  Jacobs,  developed  a 
digital  technology  called  CDMA  for  mo- 
bile communications,  promoting  it  as  a 


FATHER  AND  SON 


better  way  of  delivering  voice  and  data 
over  wireless  networks.  Many  in  the  cel- 
lular industry  thought  he  was  over- 
promising,  and  Wall  Street  analysts  vili- 
fied him  for  hyping  Qualcomm's  stock 

Now  both  father  and  son  feel  vindi- 
cated. CDMA  is  the  fastest-growing 
wireless  technology,  with  the  number  of 
subscribers  expected  to  grow  21%  this 
year,  to  230  million  worldwide,  accord- 
ing to  market  researcher  Shosteck 
Group.  The  growth  of  such  major  CDMA 
carriers  as  Verizon  Wireless,  Sprint  PCS, 
and  China  Unicom  is  so  strong  that 
Qualcomm  has  raised  its  earnings  esti- 
mates three  times  in  the  last  year.  And 
on  Apr.  21,  the  company  reported  sec- 
ond-quarter earnings  of  $488  million, 
more  than  four  times  the  year-earlier  to- 
tal. For  the  full  year,  Qualcomm  predicts 
it  will  boost  profits  88%,  to  $1.6  billion, 


Irwin  Mark  Jacobs 

The  former  MIT  professor  has  chalked  up  35  years 
of  entrepreneurial  success 


BORN  Oct.  18, 1933,  in  New  Bedford, 
Mass.,  youngest  of  two  children  of 
David  and  Shirley  Jacobs. 

EDUCATION  B.S.  in  electrical 
engineering,  Cornell  University, 
1956;  M.S.  and  PhD  in  electrical 
engineering,  Massachusetts 
Institute  of  Technology,  1957 
and  1959. 

CAREER  Taught  engineering  at  MIT 
and  University  of  California  at  San 
Diego  until  1968,  when  he  quit  to 
manage  Linkabit,  a  satellite-gear 


developer.  Sold  the  company  f 
$30  million  and  started  Quale 
in  1985,  where  he  remains  CE( 

PARENTING  In  the  1970s,  to  I 
his  four  sons'  interest  in  techn 
he  hauled  a  bulky  office  comp 
home  on  weekends  so  they  co 
play  games  and  learn  to  write 
software  programs. 

GOAL  With  no  plans  to  retire, 
he's  aiming  to  make  Qualcomi 
the  dominant  worldwide  force 
digital  wireless  technology. 


7 


on  sales  of  $5  billion,  up  26%  from  last 
year.  And  one  of  the  main  drivers  of 
Qualcomm's  success  is,  you  guessed  it, 
soaring  demand  for  Web-surfing  cell 
phones  and  laptops.  "What  I  thought— 
that  CDMA  technology  would  turn  out  to 
be  very  good  for  wireless— has  turned  out 
to  be  true,"  says  Irwin. 

Indeed,  the  70-year-old  former  college 
professor  has  transformed  a  onetime 
wannabe  into  a  cellular  powerhouse. 


Now,  with  his  son  as  right-hand  man,  he 
hopes  to  dominate  the  next  era  of  wire- 
less. They're  busy  persuading  carriers  to 
adopt  a  wireless  standard  called  wide- 
band CDMA  (WCDMA),  a  zippier  way  to 
handle  voice  calls  and  provide  high-speed 
Net  access.  Analysts  expect  15  million 
WCDMA  phones  to  be  sold  in  2004— up 
from  just  2.5  million  last  year.  As  a  result, 
they  say  CDMA  has  a  clear  shot  at  becom- 
ing the  No.  1  technology  for  cellular 


nil  Eric  Jacobs 

I  gave  him  an  engineering  job- 
told  him  he  had  to  work  his  way  up 


BORN  Oct.  30, 1962,  Cambridge, 
Mass.,  the  youngest  of  four  sons  of 
Irwin  and  Joan  Jacobs. 

EDUCATION  B.S.,  M.S.,  and  PhD  in 
electrical  engineering,  University  of 
California  at  Berkeley,  1984, 1986, 
and  1989,  respectively. 

CAREER  Right  out  of  school,  he 
started  as  an  engineer  in  the 
Qualcomm  unit  that  developed 
CDMA  digital  wireless  technology. 
Managed  Qualcomm's  cell-phone 
manufacturing  biz,  1995-2000.  Now 


executive  vice-president  of  Qual- 
comm Wireless  &  Internet  Group. 

BIGGEST  EMBARRASSMENT 

The  company's  Q  Phone  cell 
phone  was  so  poorly  made  that 
users  heard  screeching  noises. 
He  overhauled  the  entire 
manufacturing  process  to  fix  it. 

GOAL  To  succeed  his  father  as 
CEO.  The  board  considers  him  a 
top  candidate,  but  governance 
experts  worry  that  he  may  not  be 
the  most  qualified. 


VISIONARY  Irwin  transmissions.   Qual- 

Jacobs,  70,  says  comm,  which  gets  an 

he  still  has  a  lot  estimated  5%  royalty 

toaccomplish  for  every  CDMA  de_ 

^^^^^™  vice  sold,  plus  rev- 

enues from  the  CDMA  chips  it  sells,  could 
see  its  fortunes  surge. 

That  is,  if  a  tricky  succession  process  at 
Qualcomm  doesn't  screw  things  up.  Al- 
though Irwin  doesn't  plan  to  retire  any- 
time soon,  the  board  has  begun  succession 
planning.  Paul,  now  executive  vice-presi- 
dent of  Qualcomm's  Wireless  &  Internet 
Group,  is  one  of  the  CEO  candidates,  along 
with  several  other  top  managers.  Irwin  has 
removed  himself  from  the  decision,  but 
friends  say  he  hopes  his  41-year-old  son 
will  be  chosen.  If  he  is,  some  investors  and 
corporate  governance  critics  are  likely  to 
cry  foul.  Nepotism  is  a  sensitive  topic  in 
telecom  these  days  because  Motorola  Inc. 
struggled  during  the  six  years  Christopher  B. 
Galvin,  grandson  of  the  company's  found- 
er, was  at  the  helm.  "Qualcomm's  board 
needs  to  learn  from  that,"  says  John  T. 
Thompson,  a  vice-chairman  at  headhunt- 
er  Heidrick  &  Struggles  International  Inc. 

PROS  &  CONS 

HOW  DOES  PAUL  stack  up?  He  has  some 
of  Irwin's  pluses  and  minuses.  Both  are 
engineering  PhDs  who  had  hands-on 
roles  in  developing  CDMA.  Both  are  will- 
ing to  take  huge  risks,  challenging  con- 
ventional wisdom  and  evangelizing  re- 
lentlessly to  win  converts.  They're  also 
prone  to  overreaching,  which  has  caused 
problems  for  the  company.  But  Paul's  ma- 
jor shortfall  is  that  he  lacks  a  long  track 
record  of  business  experience. 

For  Paul  to  emerge  as  a  leading  candi- 
date, he'll  have  to  turn  his  current  assign- 
ment into  a  raging  success.  He  is  the  pri- 
mary architect  of  Brew,  a  software 
platform  he  introduced  in  2001,  which  al- 
lows cellular  users  to  play  games,  watch 
videos,  send  e-mail,  and  download  thou- 
sands of  other  extras  onto  their  phones. 
In  exchange  for  using  the  technology,  car- 
riers give  Qualcomm  a  share  of  their  rev- 
enues from  these  new  services.  Plus,  the 
new  services  drive  demand  for  CDMA 
phones,  which  flows  back  to  Qualcomm 
as  royalties  and  orders  for  chips. 

Thanks  in  part  to  Paul's  offer  to  man- 
age the  complex  deployment  of  new 
services  for  carriers,  16  adopted  Brew  in 
the  first  two  quarters,  doubling  the  total. 
Paul  faces  rivals,  mostly  carriers  develop- 
ing their  own  software.  But  pressure  from 
dad  is  even  more  intense:  "He  told  me 
this  couldn't  be  a  small  play.  This  has  to 
have  a  big  impact  on  the  world." 

Irwin  has  been  pushing  his  son  to  excel 
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NEXT  WAVE  Paul 

Jacobs  is  selling 
cellular  carriers  his 
Brew  technology  for 
games  and  video 


in  technology 
since  Paul  was  a 
teenager.  In  the 
'70s,  after  Irwin 
quit  his  job  as  a 
professor  at  the 
University  of  California  at  San  Diego  to 
manage  a  consulting  firm  he  had  started, 
he  lugged  a  clunky  computer  home  on 
weekends  for  Paul  and  his  three  brothers 
to  play  with.  Paul  taught  himself  pro- 
gramming, and  when  he  was  in  high 
school,  his  father  gave  him  a  summer  job 
as  a  programmer.  Later,  Irwin  invited 
Paul  and  his  brother,  Jeff,  to  join  Qual- 
comm— on  the  proviso  that  they  work 
their  way  up.  Jeff,  now  head  of  global 
business  development,  started  in  1986  as 
a  market  analyst  Paul  started  four  years 
later  as  an  engineer.  "Kids  of  executives 
fall  into  two  classes:  those  who  work 
harder  and  those  who  mooch  off  the 
name.  Irwin's  kids  work  harder,"  says 
Qualcomm  co-founder  Harvey  P.  White, 
now  CEO  of  Qualcomm  spin-off  Leap 
Wireless  International  Inc. 

Paul  soon  built  a  reputation  as  a  bold 
innovator  who  wasn't  afraid  to  stand  up 
to  his  father.  In  1992,  Paul  and  his  then- 
boss,  Allen  B.  Salmasi,  tried  to  persuade 
Irwin  to  let  them  develop  a  technology  to 
improve  the  voice  quality  of  CDMA 
phones.  Fearing  the  technology  would 
limit  call  capacity  on  CDMA  networks— a 


key  selling  point  for  wireless  phone  com- 
panies—Irwin  refused.  But  Paul  strongly 
believed  carriers  would  never  adopt 
CDMA  if  voice  quality  was  lousy.  So  he 
forged  ahead— in  secret  at  first— leading  a 
team  of  engineers  that  worked  for  more 
than  six  months  developing  a  prototype. 
When  Irwin  tried  it,  he  was 
sold.  "Paul  is  his  own  man," 
says  Salmasi,  now  CEO  of 
NextWave  Telecom  Inc.  "If 
he  disagrees  with  Irwin, 
he'U  fight  him." 

Paul's  next  big  test  result- 
ed in  the  one  black  mark  on 
his  record.  In  1995,  Irwin  ap- 
pointed the  then-32-year-old 
to  be  president  of  Qual- 
comm's  new  cell-phone 
manufacturing  unit— a  busi- 
ness in  which  neither  Qual- 
comm nor  Paul  had  any  ex- 
perience. Paul  immediately 
ran  into  problems.  One  of 
the  first  phones,  produced  in 
a  joint  venture  with  Sony 
Corp.,  was  so  shoddy  users  heard  loud 
screeching  noises  when  they  placed  calls. 
He  shut  the  factory  for  several  weeks  to  fix 
the  bugs.  Analyst  Albert  Lin  of  American 
Technology  Research  Inc.  in  San  Francis- 
co, who  once  toured  the  factory,  says:  "It 
was  a  very,  very  chaotic  environment" 

Things  got  so  tense  that  father  and  son 


When  Irwin 
feared  that 
improved 
voice  quality 
wouldiimit 
call  capacity, 
Paul  forged 
ahead— in 
secret 


fought  openly.  Once  Qualcomm  started! 
producing  phones  that  worked,  the  com-i 
pany  couldn't  keep  up  with  demand.  Paul  J 
more  process-oriented  than  his  father,  de-l 
vised  complex  formulas  to  determine  howl 
many  phones  each  carrier  should  getl 
Some  unhappy  customers  went  over  his 
head  to  Irwin,  who  promptly  reallocatec 
the  shipments.  More  than  once,  Paul  tan 
gled  with  his  father,  asking  him  to  back 
off.  In  several  cases,  Paul  got  his  way. 

WAKE-UP  CALL 

SOME  BOARD  MEMBERS  urged  Irwin  tc 
exit  the  phone  business  and  leave  manu- 
facturing to  companies  that  did  it  well 
But  Irwin  stuck  with  it.  He  argued  thai 
Qualcomm  needed  to  stimulate  the  mar- 
ket by  producing  its  own  phones.  He 
insists  the  decision  had  nothing  to  dc 
with  his  son  running  the  business.  In 
fact,  Paul  eventually  sided  with  the  dis 
senters.  His  wake-up  call  came  in  late 
1999,  when  several  competitors  intro 
duced  CDMA  phones  priced  14%  below 
Qualcomm's  product.  Qualcomm  had  nc 
choice  but  to  slash  its  prices,  too,  making 
it  clear,  Paul  says,  "that  we  couldn'i 
make  a  profit  in  the  phone  business."  Ul 
timately,  in  2001,  Irwin  sold  the  unit  tc 
Kyocera  Corp. 

Paul's  tumultuous  reign  at  the  phone 
unit  has  fueled  questions  about  whethei 
he's  the  best  choice  to  succeed  his  father 
Director  Duane  A  Nelles  says  the  board  it 
mindful  of  the  risks  and  has  interviewee 
more  than  20  other  candidates  inside  anc 
outside  the  company.  "We're 
looking  at  this  up,  down,  anc 
sideways,"  he  says.  Pau 
knows  he  won't  get  a  pass  tc 
the  corner  office.  "It's  not  my 
decision.  It's  not  the  family's 
decision.  Irwin  does  noi 
anoint  me,"  says  Paul. 

While  the  board  works 
this  out,  Irwin  and  Paul  arc 
building  the  business.  They 
rarely  see  each  other  these 
days.  Paul  is  on  the  roac 
marketing  Brew,  and  Irwir 
is  jetting  off  to  countries 
such  as  Vietnam  and  In- 
donesia, marketing  CDMA 
Irwin  says  he  still  has  goals 
to  reach  before  he's  ready  tc 
retire.  "The  whole  wireless  area  jusi 
keeps  expanding,"  he  says.  "Qualcomm  is 
still  making  progress.  That's  the  reason  1 
keep  working."  If  he  hangs  on  long 
enough,  there's  a  potential  side  benefit  foi 
Paul:  He  gets  more  time  to  prove  he's 
ready  to  fill  dad's  shoes.  ■ 

-ByArlene  Weintraub  in  San  Diegc 
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THANKS  TO  MISSISSIPPI,  VEHICLES  THAT  ARE  AHEAD  OF  THEIR  TIME 
ARE  EVEN  FURTHER  AHEAD  OF  THEIR  TIME. 


Speed  is  nothing  new  to  Nissan.  So  when  they  decided  to  build  a  state-of-the-art  plant  in  Canton,  Mississippi,  they  wanted 
it  done,  well,  really,  really  fast.  That's  when  Mississippi  put  the  pedal  to  the  metal.  Preparation  and  site  work  for  the  2.5  million 
square-foot  plant  was  completed  in  just  five  months  (more  than  a  year  faster  than  average).  A  water  and  wastewater  system  was 
Finished  in  12  months.  A  new  freeway  interchange  in  14  months.  In  fact,  Mississippi  helped  Nissan  go  from  groundbreaking 
ceremonies  to  groundbreaking  vehicles,  like  the  all-new  Nissan  Quest  minivan,  in  just  25  months.  Proving  what  Nissan  had  known 
From  the  start:  when  it  comes  to  business,  Mississippi  is  built  for  speed.  To  learn  more,  visit  us  at  mississippiandnissan.com. 


J.S.-assembled  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  and  Nissan  model  names  are  Nissan  trademarks. 
Always  wear  your  seat  belt,  and  please  don't  drink  and  drive.  5  2003  Nissan  North  America,  Inc. 
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BY  BEN  ELGIN 

The  spring  sun  shines  brightly  on  the  so-called 
Googleplex,  the  five-building  campus  of  the 
hottest  Internet  search  engine  on  earth.  At 
lunchtime,  hundreds  of  engineers  at  Google 
Inc.  chow  on  free  fare  prepared  by  the  former 
chef  of  the  Grateful  Dead.  Kicking  back?  It's 
more  like  a  fuel  stop.  They  eat,  paying  litde  heed 
to  co-founder  Larry  Page  as  he  swoops  by  on  skates.  And  as 
evening  sets  in,  those  same  brainiacs,  wedged  three  to  six  per 
office,  huddle  in  quiet  conference  or  patter  away  at  their  com- 
puters in  unblinking  concentration.  Whether  in  sneakers  or  on 
skates,  the  Google  crowd  emits  cerebral  intensity  and  a  near- 
palpable  sense  of  urgency. 

You'd  think  they  would  be  celebrating.  All  around  the  world, 
Web-surfing  humanity  has  found  its  way  to  Google's  bare- 
bones  Web  site  and  picked  up  the  simple  formula,  pecking  out 
a  few  words  and  hitting  enter.  Google  has  blazed  a  new  path  of 
learning  and  turned  its  search  engine  into  the  keys  to  knowl- 
edge. Its  massive  banks  of  servers  process  more  than  3,000 
searches  every  second  of  the  day.  Now,  much  of  Silicon  Valley 
waits  eagerly  for  the  miracle  company  to  translate  its  soaring 
popularity  into  a  mountain  of  cash.  As  soon  as  late  April, 


Why  the 
world's 
hottest  tech 
companywil) 
struggle  to 
keep  its  edge 


\ 
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Google  could  file  papers  for  an  initial  public  offering,  the  first 
marquee  tech  IPO  since  the  collapse  of  the  dot-com  bubble 
three  years  ago.  Google,  which  analysts  believe  topped  $900 
million  in  sales  and  $150  million  in  net  profits  last  year,  could 
raise  $1  billion  to  $2  billion.  The  whole  company  may  be  valued 
at  $20  billion  by  the  public  market— easily  a  record  among  In- 
ternet IPOs.  "Google  has  proved  a  better  mousetrap  matters," 
says  Microsoft  Corp.  CEO  Steven  A.  Ballmer. 

BATTLE  FOR  THE  HEART 

BUT  GOOGLE'S  PAYDAY  ARRIVES  just  as  the  search  phenom 
faces  a  withering  battery  of  tests.  The  company's  spectacular 
success  has  lured  brawny  competitors  such  as  Microsoft  and 
Yahoo!  Inc.  into  the  arena.  Those  companies  view  search  as  a 
command  center  of  the  Internet,  and  they  plan  to  wrest  it  from 
the  upstart  in  Mountain  View,  Calif.  The  result  will  be  a  battle 
for  the  heart  of  the  Net— one  just  as  momentous  as  the  brows- 
er war  between  Microsoft  and 
Netscape  Communications  that 
took  place  a  decade  ago.  Says 
Roger    McNamee,    managing 


partner  at  venture  capitalist  Silver  Lake  Partners,  which  has  no 
stake  in  Google:  "Search  is  the  key  to  the  kingdom." 

And  the  battle  is  raging  at  Google's  ramparts.  Yahoo  is  lead- 
ing the  assault.  In  February,  the  portal  giant  fired  up  a  new 
search  engine  that  analysts  say  nearly  matches  Google's  per- 
formance. More  worrisome,  Yahoo  CEO  Terry  S.  Semel  is  driv- 
ing Yahoo  to  the  next  frontier,  customized  search.  Instead  of  to- 
day's one-size-fits-all  searches,  he  wants  to  offer  queries  tailored 
for  an  individual's  tastes,  interests,  even  location.  Advertisers 
are  ready  to  pay  royally  to  reach  this  type  of  targeted  audience. 
And  Yahoo  is  off  to  a  big  head  start  in  gathering  the  personal  in- 
formation necessary  to  deliver  such  customization.  It  has 
amassed  141  million  customer  profiles;  Google  next  to  none. 
"They're  quite  vulnerable,"  says  Michael  A  Cusumano,  profes- 
sor of  management  at  Massachusetts  Institute  of  Technology. 

Even  if  Google  sidesteps  that  threat,  it  faces  another,  perhaps 
more  daunting  one.  Microsoft  is  working  to  leverage  every  bit 
of  its  Windows  monopoly  in  the  effort  to  win  the  search  market. 
Ballmer  and  Chairman  William  H.  Gates  III  are  working  to 
embed  search  capabilities  into  nearly  every  aspect  of  future  ver- 
sions of  the  operating  system.  Have  a  question?  Search  the  Web 
and  the  hard  drive  too  from  a  Word  document,  an  instant  chat 


Google  founders  Larry  Page  (left)  and  Sergey  Brin 
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box,  even  an  Excel  spreadsheet.  No  need  to 
pay  a  visit  to  a  search  site.  If  Microsoft 
makes  good  on  this  sweeping  expansion,  it 
could  turn  Googling  into  a  quaint  ramble 
down  memory  lane. 

Google's  trials  would  strain  even  a  battle- 
hardened  outfit  geared  for  war.  But  the  com- 
pany still  operates  under  freewheeling  man- 
agement, a  vestige  of  its  peaceful  prosperity 
as  a  private  company.  Under  a  ruling  tri- 
umvirate, no  one  exec  has  clear  control.  CEO 
Eric  E.  Schmidt,  48,  was  hired  three  years 
ago  to  provide  experienced  leadership.  But 
his  role,  as  he  describes  it,  sounds  more  like 
a  chief  operating  officer's  than  a  CEO's.  He 
says  he  handles  "the  day-to-day  stuff," 
making  sure  the  right  people  are  talking  and 
reaching  out  to  partners.  Decisions  emerge 
from  three-way  negotiations  between 
Schmidt  and  co-founders  Page  and  Sergey 
Brin.  It's  the  founders  who  chart  Google's 
path,  wielding  veto  power  on  strategy  and 
technology  moves.  Engineers,  meanwhile, 
work  in  the  same  culture  of  controlled  chaos 
that  built  the  startup.  All  are  free  to  pursue 
pet  projects.  The  result  is  an  engineer's 
dream— but  hell  for  planners.  Some  in- 
vestors find  the  approach  unsettling.  "They 
do  not  sound  even  remotely  like  a  fiercely 
competitive  world-class  company,  [but] 
rather  kids  playing  in  a  sandbox,"  says  one 
Google  investor,  who  plans  on  selling  shortly  after  the  IPO. 

BREAKING  POINT 

THE  KIDS  WILL  HAVE  TO  grow  up  fast.  Their  giant  rivals  are 
not  only  knocking  off  Google's  search  engine,  they're  also  plug- 
ging it  in  to  just  about  everything  they  offer,  from  e-mail  to  job 
boards.  This  is  an  attempt  to  outflank  Google  and  turn  search 
into  a  ubiquitous  feature,  a  commodity.  To  defend  its  market, 
Google  must  come  up  with  a  better  model,  one  that  establishes 
its  search  engine  as  a  central  platform  for  computing.  This 
pushes  Google  to  extend  from  its  slender  specialized  base  and 
venture  into  many  of  the  same  broad  services  the  giants  offer. 
To  keep  the  big  powers  from  feasting  on  its  specialty,  Google 
must  stretch  and  become  a  sprawling  power  of  its  own. 

This  is  leading  Google  execs  to  weigh  ideas  that  to  some  may 
seem  dire  in  nature.  For  example,  Jeffrey  D.  Ullman,  a  computer 


Google's  days  as  the 
unchallenged  king  of 
Internet  searches  are 
over.  Microsoft  and 
Yahoo!  are  poised  to 
make  this  a  tightly 
contested  market. 
Here's  how  they  stack 
up  on  key 
battlefronts: 


BRAND 

How  many  other 
companies  have 
seen  their  name 
transformed  into  a 
verb?  Google  is  as 
much  a  sensation  as 
a  business.  It  powers 
over  50%  of  Web 
searches.  And 
with  Google  still 
offering  the  clearest 
separation  between 
search  results  and 
ads,  its  brand  will  be 
tough  to  dethrone. 

EDGE:  Google 


TECHNOLOGY 

Google  blew  rivals 
away  when  it  was 
launched  in  1998. 
Today,  that  lead  ha 
narrowed,  with 
Yahoo's  new  sea  ret 
engine  almost  as 
good  as  Google.  Or 
Yahoo  begins  tappi 
into  its  data  of  141 
million  registered 
users  to  personaliz 
search  results,  it 
could  be  anybody's 
ball  game. 

EDGE:  A  Yahoo  an 
Google  toss-up 


science  professor  at  Stanford  University  and  a  member  of 
Google's  four-person  technology-advisory  council,  says  he's 
urged  the  company  to  acquire  or  team  up  with  a  Linux  desktop 
company  so  Google  can  extend  search  to  information  stored  on 
the  computer.  This  means  competing  head-on  with  Microsoft's 
dominant  Windows  operating  system.  "If  Google  doesn't  reach 
the  desktop,"  cautions  Ullman,  "Microsoft  will  eventually  take 
Google's  business,  just  like  it  took  Netscape's."  Google  execs  say 
that  they've  discussed  the  possibility  but  aren't  poised  to  act 

With  such  intense  competitive  pressure,  Google's  manage- 
ment could  be  stretched  to  the  breaking  point.  Considering 
how  rarely  co-CEOs  have  been  able  to  share  an  executive  suite 
effectively,  experts  think  it's  only  a  matter  of  time  before  the 
power-sharing  setup  at  Google  dissolves.  "If  multiple  people 
are  making  decisions,  decisions  don't  get  made,"  says 
David  Yoffie,  professor  at  Harvard  Business  School.  "At 
Google,  there  are  tens  or  hundreds  of  projects  going  on  si- 
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Early  on,  superior  technology  put  Google  in  the  lead 
and  helped  create  a  brand  synonymous  with  search . . . 
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re  realms  could  be 
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BANKROLL 

All  three  contenders 
will  have  lots  of 
money  to  throw  at 
developing  new 
search  technology. 
But  Bill  Gates  has 
made  his  intentions 
to  compete  in  search 
crystal-clear.  And 
Microsoft's  $4.7 
billion  R&D  budget  is 
nearly  double  the 
combined  revenues 
of  Yahoo  and  Google. 

EDGE:  Microsoft 


ADVERTISERS 

Google  has  raced 
past  Yahoo,  boasting 
over  150,000  small- 
biz  advertisers, 
nearly  50%  more 
than  Yahoo.  And  the 
amount  Yahoo's 
search  advertisers 
pay  could  dwindle  if 
Microsoft  eventually 
decides  to  create  its 
own  ad  product  and 
stop  carrying  Yahoo's 
search  ads. 

EDGE:  Google 


EXECUTION 

Google  has  a 
serious  challenge. 
Leadership  is  shared 
among  the  top  three 
execs,  an  unstable 
structure  that  could 
impede  decisive 
action.  Microsoft's 
efforts  to  build  a 
search  engine 
from  scratch  could 
be  bumpy  too. 
Yahoo  is  in  for  the 
smoothest  ride. 

EDGE:  Yahoo 


multaneously.  Ultimately  one  person  has  to  make  a  decision." 
Schmidt  responds  that  Google's  consensus-management 
structure,  while  maddening  at  times,  is  effective.  It  combines 
Page  and  Brin's  technology  expertise  and  his  own  operations 
experience.  "We  try  to  run  as  a  group,  because  partnerships 
make  better  decisions,"  says  Schmidt,  adding,  "If  s  very,  very 
lonely  if  you're  the  only  person  with  a  very  hard  decision  to 
make."  He  takes  exception  to  the  idea  that  he  acts  like  a  COO. 
Rather,  he  compares  Google  to  Yahoo  and  auction  titan  eBay, 
where  the  founders  shaped  the  strategic  vision,  though  they 
didn't  have  the  chief  executive  title.  "I've  tried  very  hard  to  have 
this  be  a  founder- driven  company,"  he  says.  "It's  what  most 
other  high-tech  companies  have  done." 

Schmidt's  supporters  say  that  the  CEO's  style  may  send  an 
inaccurate  signal  about  his  power  in  the  company.  "Eric  likes  to 
be  self-deprecating,"  says  Bill  Campbell,  chairman  of  Intuit 
who  has  served  as  a  management  adviser  to  Google  for  2y2 


years.  "He's  not  the  COO.  He's 
the  CEO  of  the  company  and 
does  a  good  job  of  it." 

Google  execs  also  maintain 
that  the  company's  freewheel- 
ing engineering  culture  is  not 
a  liability  but  an  asset.  To  off- 
set Microsoft  and  Yahoo's 
crushing  advantage  in  size, 
scope,  and  customers,  they 
say,  the  far  smaller  Google  re- 
quires breakthrough  innova- 
tions. The  company,  which  re- 
ceives about  1,000  resumes  a 
day,  has  hired  hundreds  of  en- 
gineers and  scores  of  top- 
ranked  PhDs  in  recent  years. 
By  giving  them  free  rein  to 
pursue  new  ideas,  Google  ex- 
pects to  come  up  with  servic- 
es, from  e-mail  to  community 
networks,  that  set  its  larger 
competitors  back  on  their 
heels.  "What  we  really  talk 
about  is  how  we  can  attract 
and  develop  this  creative  cul- 
ture," says  Schmidt.  "Innova- 
tion comes  from  invention, 
which  you  cannot  schedule." 
The  Google  team  dished  up 
a  fresh  serving  of  its  trade- 
mark audacity  on  Mar.  31  when  it  announced  a  new  e-mail 
service  known  as  Gmail.  The  service  will  offer  users  free  e-mail 
with  one  gigabyte  of  storage— 250  times  as  much  as  its  nearest 
competitor.  But  it  comes  with  a  catch:  a  bold  and  controversial 
proposal  to  introduce  advertising  into  e-mail.  Google's  com- 
puters will  sift  through  correspondence  and  place  related  ad- 
vertisements in  the  margins  of  e-mails.  Gripe  in  an  e-mail  about 
your  busted  toilet,  and  the  note  is  likely  to  come  with  an  ad  for 
plumbing  supplies.  If  s  classic  Google:  imaginative,  provoca- 
tive, and  capable  of  obliterating  the  status  quo. 

DAMAGE  CONTROL 

BUT  WITH  THE  LAUNCH  of  Gmail,  the  young  company  unwit- 
tingly put  its  own  naivete  on  display.  Instead  of  basking  in  the 
glow  of  the  new  service,  Google's  harried  press-relations  team 
had  to  shift  quickly  into  damage  control  as  28  privacy  and  con- 
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...  but  its  reach  still  trails 
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and  users  spend  far  less 
time  on  its  site. 
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sumer  groups  blasted  the  company  (page  30).  They  complained 
that  plans  to  scan  the  text  of  letters  constituted  an  infringement 
of  privacy.  Co-founder  Brin  was  pressed  into  service,  calling  up 
media  oudets  to  make  Google's  case.  This  kind  of  scrutiny  is 
new  to  the  company,  long  a  darling  among  consumers. 

The  Gmail  hiccup  has  done  little  to  dampen  the  Google- 
mania  sweeping  Silicon  Valley.  The  upcoming  IPO  promises  to 
deliver  the  kind  of  bonanza  the  Valley  has  been  aching  for  since 
the  dot-com  bust.  According  to  researcher  Venture  Economics 
and  sources  familiar  with  Google's  financing,  venture  firms 
Kleiner  Perkins  Caufield  &  Byers  and  Sequoia  Capital  stand  to 
turn  their  $10  million  investments  from  five  years  ago  into 
about  $2  billion  each.  Co-founders  Brin  and  Page  could  be 
worth  more  than  $3  billion  each.  Even  execs  at  rival  Yahoo  are 
licking  their  chops.  The  company  invested  $10  million  in 
Google  four  years  ago  for  a  stake  that  could  be  valued  at  rough- 
ly $300  million.  Investors,  meanwhile,  are  lining 
up  to  buy  Google  shares.  "I  love  this  company.  I 
love  this  business,"  says  Duane  Roberts,  head  of 
equity  strategy  at  Dana  Investment  Advisors,  an 
asset  manager  in  Brookfield,  Wis.  "This  is  going 
to  be  another  one  of  the  blue  chips,  like  eBay,  Ya- 
hoo, and  Amazon." 

It's  likely  to  be  valued  as  one.  Back-of-the-nap- 
kin  analysis  circulating  in  Silicon  Valley  puts  a  ^^^^^_ 
$20  billion  valuation  on  Google.  Assume  it 
notched  $150  million  in  net  profits  last  year,  as  analysts  esti- 
mate. Most  of  that  comes  from  search  marketing— an  industry 
projected  to  grow  70%  in  2004.  If  Google  maintains  its  share, 
which  analysts  say  is  likely,  net  profits  could  pass  $250  million 
in  2004.  That  would  give  it  a  price-earnings  ratio  of  80,  only  a 
tad  below  Yahoo's  p-e  of  87.  Some  analysts  are  skeptical.  "I 
wouldn't  want  to  see  Google  come  out  at  the  same  valuation  as 
Yahoo,"  says  Allison  Thacker,  a  portfolio  manager  at  RS  In- 
vestments, a  San  Francisco-based  money  manager.  "Yahoo  has 
a  powerful  franchise  that  provides  an  array  of  services  to  con- 
sumers. Google  doesn't  really  have  that  at  this  point." 

LIGHTNING-FAST 

GOOGLE  EXECS  ARE  BETTING  their  technological  expertise 
will  help  them  make  up  the  difference.  Page,  31,  is  the  son  of  a 
computer  science  professor  and  a  database  consultant,  while  the 
Russian-born  Brin,  30,  is  the  son  of  a  math  professor  and  a  sci- 


SCHMIDT  Google's       entist  at  NASA  The 
CEO  stresses  duo  hatched  a  break- 

consensus  over  through  search  algo- 

cojjjrn^d  rithm  at  a  time  when 

virtually  everyone 
else  considered  Internet  search  a  developer's 
oil  de  sac.  The  next  job,  just  as  important, 
was  to  make  their  service  lightning-fast.  The 
Google  team  pulled  this  off  by  stitching  to- 
gether some  10,000  servers  and  building,  in 
effect,  their  own  supercomputer.  This  jerry- 
rigged  approach  gave  Google  a  sizable  lead 
on  the  competition  in  both  software  and 
hardware.  The  pattern  was  set:  While  well- 
organized  foes  would  wring  revenues  from 
the  tried-and-true,  Google's  unbridled  engi- 
neers would  blaze  new  trails. 

Page  and  Brin's  radical  management  phi- 
losophy is  derived  from  their  experiences  in 
the  labs  of  Stanford  University's  computer 
science  program.  Google's  managers  rarely  tell  engineers  what 
projects  to  tackle.  Instead,  execs  keep  a  "Top  100"  priorities  list 
(which  today  numbers  more  than  240  items),  and  engineers 
gravitate  to  issues  that  interest  them,  forming  fluid  working 
groups  that  can  last  weeks  or  months.  Engineers  are  urged  to 
spend  about  one  day  a  week  working  on  their  own  personal  re- 
search projects,  no  matter  how  offbeat,  in  hopes  of  sparking  the 
Next  Big  Thing.  "We're  encouraging  creativity  and  tolerating 
chaos,"  says  Wayne  Rosing,  Google's  vice-president  for  engi- 
neering. "We  turn  that  dial  all  the  way  over  to  loud." 

Google  coddles  even  its  engineers'  zaniest  ideas.  In  one  proj- 
ect, techies  were  grappling  with  the  problem  of  displaying  in- 
formation from  the  Internet  on  cell-phone  screens,  recalls  a  for- 
mer Google  employee.  They  went  as  far  as  pondering  a  laser 
that  would  scan  the  user's  retina,  creating  the  appearance  of  a 
larger  screen.  Ideas  such  as  these  are  often  included  on  the  Top 

Google's  upcoming  IPO  promises  to 
deliver  the  Kind  orbonanza  not  seen 
since  the  dot-com  bust  Page  and  Brin 
could  be  worth  $3  billion  each 


100  list  An  "S"  next  to  the  project  stands  for  "skunkworks"  and 
protects  it  from  premature  reviews  and  criticism. 

To  foster  a  culture  of  creativity,  the  company's  campus  is  a 
veritable  theme  park  for  propeller  heads.  Engineers  unwind  by 
playing  roller  hockey  in  the  downstairs  garage  or  racing  re- 
mote-control blimps  through  the  offices.  Segway  scooters, 
which  retail  at  $4,000,  are  parked  around  campus,  offering  a 
novel  way  to  navigate  between  buildings.  Perks  are  lavish,  from 
two  flat-screen  monitors  on  each  computer  to  $800  digital  toi- 
lets, equipped  with  remote  controls  to  adjust  seat  temperature 
and  water  pressure. 

Brin  and  Page  have  been  searching  for  the  right  mix  of  free- 
dom and  discipline  for  years.  Back  in  2000,  the  co-founders  first 
hunkered  down  with  Schmidt,  then  CEO  of  corporate  software 
maker  Novell  Inc.  Schmidt,  a  veteran  of  the  software  industry 
with  the  bruises  to  show  for  it,  was  taking  a  thrashing  at  the 
hands  of  Microsoft.  Earlier,  he  had  weathered  similar  ordeals  as 
a  top  exec  at  Sun  Microsystems  Inc.  He  was  not  considered  a  re- 
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NETWORK. 


These  days,  it's  not  enough  to  have  a  big,  powerful  network.  You  need  a  more  intelligent  solution.  Think 
your  network  is  smart?  Then  ask  it  if  it  uses  a  combination  of  context-based  and  embedded  security 
technologies,  as  well  as  the  industry's  first  dynamic  intrusion  response  capability. 

The  answer  will  be  no.  Because  there's  only  one  intelligent  network.  Enterasys.  Oh,  and  by  the  way,  this 
isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  available  right  now.  See  for  yourself 
at  enterasys.com/talk.  Or  ask  any  of  our  enterprise  customers  who  we've  been  working  with  for  years. 
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markable  visionary,  but  that  was  one  field  where  Page  and  Brin 
didn't  need  help.  What  they  looked  for  was  a  grown-up  man- 
ager, someone  to  turn  Google  into  a  real  business,  much  the 
way  Tim  Koogle  had  taken  over  from  Yahoo's  young  founders 
five  years  earlier. 

The  conversation  naturally  turned  to  technology.  Almost  im- 
mediately, Schmidt  found  himself  in  an  argument  that  dragged 
on  for  most  of  the  90-minute  meeting.  Page  and  Brin  were  curt 
and  headstrong,  but  Schmidt  was  impressed  by 
their  intelligence  and  passion.  He  left  the  meet- 
ing intrigued.  Schmidt  watched  the  company 
grow,  and  the  next  year  he  took  over,  first  as 
chairman  and  four  months  later  as  CEO. 


They  scorned  the  marketing  mania  of  the  Internet  boom,  killing 
a  multimillion-dollar  advertising  plan  in  1999  and  relying  in] 
stead  on  word-of-mouth  to  build  their  hip  and  innovativJ 
brand.  They  built  a  business  out  of  selling  paid  ads  alongside 
searchvresults,  which  turned  Google  into  a  money  machine] 
Most  important,  they  provided  fast  and  reliable  results,  prol 
pelling  Google  from  handling  less  than  1%  of  Web  searches  ii| 
2000  to  over  50%  today. 


"IT'S  JUST  BRUTAL" 

GOOGLE  FINALLY  HAD  its  grown-up.  Page,  who 
had  been  CEO,  stepped  down  to  president  for 
products.  Brin,  formerly  chairman,  shifted  to  president  for  tech- 
nology. Yet  Schmidt,  in  his  three-year  tenure,  has  left  the  man- 
agement structure  intact.  And  the  two  founders  aren't  shy 
about  flexing  their  muscle.  "We've  actually  had  a  number  of  ini- 
tiatives—I'd  rather  not  go  into  specifics— where  somebody,  usu- 
ally Larry  or  Sergey,  says,  'Look,  this  thing's  just  not  good 
enough.'  And  it's  just  brutal,"  Schmidt  concedes. 

To  their  credit,  Page  and  Brin  have  made  a  string  of  inspired 
strategic  moves  that  would  make  even  the  boldest  tycoon  blush 
with  envy.  They  steadfastly  refused  to  clutter  the  home  page 
with  splashy  ads  or  links  to  other  Web  sites,  maintaining  a  zip- 
py, minimalist  design  that  has  scarcely  changed  to  this  day. 


The  co-founders  refuse  to  let  ads  or 
other  payments  affect  search  results. 
Google  regards  such  practices  as  a 
blemish  on  the  integrity  of  its  findings 


Yet  Google's  rivals  enjoy  key  advantages  beyond  search.  Ya 
hoo,  for  example,  has  proved  adroit  at  wringing  cash  out  of  it 
site,  particularly  since  the  2001  arrival  of  Semel.  It  has  built 
substantial  retail  business  by  catering  to  its  regular  users.  I 
maintains  profiles  of  shoppers,  including  delivery  and  credit 
card  information.  Yahoo  also  provides  a  universal  shopping 
cart,  letting  a  shopper  store,  say,  a  new  blender  from  one  retaile 
while  exploring  elsewhere  for  just  the  right  gift.  The  result 
Shoppers  can  save  a  good  10  to  15  minutes  each  shopping  ses 
sion,  compared  with  Google's  price-comparison  engine 
dubbed  Froogle,  which  can't  store  profiles  or  provide  a  digita 
cart.  While  30,000  merchants  pay  $50  or  more  each  month  t( 
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Many  deem 
personalized  search 
the  industry's  Holy 
Grail.  The  more  a 
search  engine  knows 
about  you,  from  your 
whereabouts  to  your 
tastes  in  music,  the 
more  it  can  tailor 
results.  But 
computers  can  be 
lousy  predictors  of 
human  intent. 

OUTLOOK:  Search 

engines  can  handle 
Zip  Codes.  But 
getting  to  know  users 
will  take  years. 


NO  MORE 
LISTS 

Sick  of  scrolling 
through  pages  of 
search  results? 
Several  startups 
are  promoting 
"clustering" 
technology,  which 
organizes  results  into 
folders.  A  search  on 
"Hawaii"  might  return 
folders  under 
headings  such  as 
"hotels"  or  "surfing." 

OUTLOOK:  The 

technology  is 
improving.  But  major 
changes  will  come 
slowly. 


SEARCH  THE 
UNIVERSE 

Experts  dream  of 
universal  search, 
capable  of  querying 
every  scrap  of  data, 
regardless  of  its 
location.  Microsoft  is 
now  in  the  lead,  with 
trial  technology  that 
lets  you  search 
e-mail,  Word 
documents  on  your 
PC  hard  drive,  and 
Web  pages. 

OUTLOOK:  If 

Microsoft  has  its  way, 
such  technology 
might  be  available  as 
soon  as  2006. 


FIDO  FETCHES 
KNOWLEDGE 

Google  technology 
director  Craig 
Silverstein  imagines 
a  future  in  which 
personal  robots,  or 
"search  pets,"  fetch 
answers  to  any 
questions  you  can 
dream  up.  These 
could  be  complex 
questions  such  as: 
"What  did  Bob  mean 
when  he  said  that?" 

OUTLOOK:  The 

search  for  search 
pets  will  take  years. 
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May  we  suggest  a  more  intelligent  way 
to  improve  customer  retention? 


Business  Intelligence  from  Business  Objects 


Who  are  your  most  profitable  customers?  Why  are  they 
profitable?  And  what  will  it  take  to  retain  them?  If  you 
can't  answer  all  those  questions,  perhaps  you  should  talk 
to  someone  who  can.  Namely,  Business  Objects. 
Our  industry  standard  business  intelligence  software 
mines  customer  information  from  all  your  systems  -  sales, 
marketing,  customer  support,  and  finance  -  and  presents 
an  integrated  view  of  each  and  every  customer.  You'll 
understand  why  some  customers  are  more  profitable 
than  others.  How  to  keep  the  profitable  ones.  And  make 
others  more  profitable.  You'll  even  get  more  value  out  of 
your  customer  relationship  management  (CRM)  software. 


Our  software  enables  you  to  better  track,  understand, 
and  manage  your  business  to  maximize  enterprise 
performance.  You'll  have  the  information  you  need 
to  make  better  decisions,  improve  operational  efficiency, 
and  discover  new  sources  of  revenue. 
In  fact,  more  than  24,000  companies  rely  on  our 
software  to  unlock  the  power  of  information. 
Perhaps  you  should,  too. 

For  our  free  business  paper  "Optimizing  Customer 
Intelligence,"  visit  www.businessobjects.com/retention. 
Or  call  1-800-877-2340.  Because  a  good  customer  is 
a  terrible  thing  to  lose. 


Business  Objects 

The  business  intelligence  standard. 


INFORMATION  TECHNOLOGY 


HOT  ON  GOOGLE'S 
HEELS  Microsoft's 
Gates  and  Yahoo's 
Semel 


be  part  of  Yahoo's  shopping  network,  Google  has  no  compara- 
ble business. 

Semel  &  Co.  also  have  pushed  aggressively  to  generate  more 
money  from  search.  Yahoo  has  embraced  a  practice  known  as 
"paid  inclusion,"  in  which  a  search  engine  accepts  payment 
from  a  company  to  guarantee  its  site  is  included  somewhere  in 
relevant  search  results.  Often,  the  listing  is  not  marked  as  ad- 
vertising. Its  big  business,  expected  to  grow  from  $200  million 
last  year  to  $600  million  in  2007,  according  to 
Piper  Jaffray.  But  not  one  penny  of  it  goes  to 
Google.  Why?  Google  decries  paid  inclusion  as  a 
blemish  on  the  integrity  of  search  results.  It  sepa- 
rates and  clearly  marks  as  advertising  all  links  for 
which  if  s  being  paid. 


with  a  single  click 

Eventually,  Google 

could   tap   data 

such  as  Zip  Code 

and  gender  from 

these  profiles  to  better  compete  head-to 

head  with  Yahoo  in  customized  search 

"The  more  information  we  have  wher 

we  do  a  search,  the  better  it's  going  tc 

work,"  says  Page. 

An  advertising  bonanza  is  at  stake.  Foi 
now,  Google  is  the  leader  in  paid  search 
a  market  expected  to  grow  from  $2  bil- 
lion last  year  to  $4.8  billion  in  2005,  sayJ 
Deutsche  Bank  Securities  Inc.  But  future! 
growth  hinges  on   customization.  Al-I 
ready,  Yahoo  and  AOL  are  exploring  ways! 
to  customize  search  for  willing  visitors  based  on  data  the\ 
have  have  stored  in  profiles.  "You  don't  have  to  plug  [the  Zip 
Code]  in,"  says  Gerry  Campbell,  vice-president  of  AOL  Search 
"It  can  be  pulled  right  from  your  profile."  Google  offers  a  serv- 
ice that  lets  people  enter  their  location  and  contends  tha 
having  the  information  stored  isn't  much  of  an  advantage 
After  all,  people  may  be  searching  for  a  restaurant  when 
they're  away  from  home  on  a  business  trip.  Even  if  they're 


COURTING  TRUST  

THIS  TUSSLE  OVER  paid  inclusion  exposes  a 
strategic  rift.  Google  is  sticking  to  its  position  that  search  is  an 
editorial  product,  with  a  clear  line  between  information  and 
ads.  The  bet  is  that  this  stance  will  foster  public  trust  in  the 
brand  and  pay  off  with  increased  traffic  to  the  site.  But  if  the 
public  does  not  focus  on  ad  policies,  Google's  foes  stand  to  mine 
a  rich  new  market— perhaps  pressuring  Google  to  follow  suit. 
Fredrick  Marckini,  CEO  of  search-marketing  firm  iProspect, 
says:  "People  tend  not  to  notice  [paid  inclusions]."  This  may 
lead  Google  execs  to  launch  a  PR  campaign  on  the  issue.  "If  s 
something  we  debate,"  says  Page. 

For  now,  Google  is  battling  Yahoo  with  innovations  such  as 
Gmail.  The  strategy  extends  far  beyond  luring  people  to  the 
site  with  free  e-mail.  It  opens  up  vast  new  terrain  for  Google 
to  search.  It  won't  be  long,  for  instance,  before  Gmail  users 
toggle  between  searching  the  Web  and  their  archived  e-mails 


To  cash  in  on  the  ad  boom  that 
customized  searches  will  generate, 
Google  needs  to  gather  the  personal 
information  that  rivals  already  have 


at  home,  Page  says,  if  s  simple  to  type  in  the  five-digit  code 
In  time,  search  engines  will  feast  on  every  bit  of  personal  in- 
formation we're  willing  to  share,  and  serve  up  links  that  fit  our 
tastes  and  locales— maybe  even  fine-taming  them  according  to 
the  time  of  day.  If  s  a  market  headed  for  dramatic  growth  and 
change.  No  wonder  so  many  investors  are  grasping  for  a  piece 
of  the  brand  that  has  become  synonymous  with  search.  "Google 
represents  the  new  era,"  says  Michael  Moe,  chief  executive  of 
boutique  investment  bank  ThinkEquity  Partners.  But  buyers 
beware:  Google's  biggest  tests  are  dead  ahead.  ■ 

-With  Jay  Greene  in  Seattle  and  Steve  Hamm  in  New  Yora 

■ 


lillMlU'ssWook  "! 


For  interviews  with 
Google  CEO  Eric  Schmidt  and  co-founder  Larry  Page, 
go  to  www.businessweek.com/magazine/extra.htm 


Three 
Approaches 

To  Search. 


When  are  sea  • 
results  afl 

Here's 
a  glossary: 


PURE  SEARCH 

Search  results  are 
culled  and  ranked  by 
scientific  algorithms, 
which  look  at  everything 
from  frequency 
bywords  in  the 
to  the  number 
of  sites  linking  to 
tebslte. 


PAID  PLACEMENT 

Advertisers  often  bid 
against  one  another  so  their 
ads  will  appear  when  Web 
surfers  type  in  a  word  or 
phrase,  such  as  "health 
insurance."  These  ads  are 
often  clearly  marked  and 
show  up  apart  from  the  pure 
search  results. 


PAID  INCLUSION 

Some  search  engines 
-including  Yahoo!, 
but  not  Google-accept 
money  to  guarantee  a 
company's  Web  pages 
will  be  included  in 
relevant  search  results. 
Such  links  are  not  marked 
as  advertising. 
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2:01AM  CHECK  INTO  HOTEL  2:11AM 
CHECK  INTO  INTERNET2:26AM 
WORM  ENTERS  ROOM  536  2:28AM 
WORM  EVACUATED  BY  NETWORK 
2:32AM  ORDER  GRILLED  CHEESE 
AND  FRIES  2:35AM  DOZE  OFF 

Your  mobile  workforce.  An  army  of  productivity  or  multiple  points  of  entry  ripe  for  intruders?  Enter  the  self-defending  network,  with  integrated 
security  woven  throughout.  A  line  of  defense  that  delivers  security  where  security  is  needed.  Wherever  you  do  business.  Inside  the  intranet. 
Outside  the  intranet.  Across  the  Internet.  Even  in  hotel  rooms  on  the  other  side  of  the  planet.  So  your  jet-lagged  mobile  workers  stay  safe  and 
secure.  And  your  business  keeps  marching  forward.  To  learn  more  about  how  Cisco  can  heip  plan,  design  and  implement  your  network  security, 
visit  cisco.com/securitynow.  SELF-DEFENDING  NETWORKS  PROTECT  AGAINST  HUMAN  NATURE. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK,  now 

■t  2004  Cisco  Systems,  Inc.  All  rights  reserved.  Cisco.  Cisco  Systems,  Cisco  IOS,  and  the  Cisco  Systems  logo  are  registered  trademarks 
or  trademarks  of  Cisco  Systems.  Inc.  and/or  its  affiliates  in  the  U.S  and  certain  other  countries 


The  Corporation  Strategies 


Time  for  Cendant 
To  Shop  Again? 

Silverman  will  soon  be  back  on  the  prowl. 
That  worries  some  investors 


iuut  uen-      wonc 
The  Best  Performers 


OR  THE  PAST  YEAR  AND  A 
half,  Cendant  Corp.  Chair- 
man and  CEO  Henry  R.  Sil- 
verman has  been  uncharac- 
teristically   quiet.    After    a 
string  of  deals  that  built  Cen 
dant  into  an  $18 
bilhon-a-year  colossus  of  real 
estate  and  travel  businesses, 
the  63-year-old  chief  executive 
took  his  foot  off  the  gas  and 
spent  some  money  on  his 
shareholders     instead.     In- 
vestors, burned  by  acquisition- 
driven  companies  and  Cen- 
danfs  own   1998   accounting  scandal, 
were   thrilled   when   Silverman   began 
slashing  Cendanfs  debt  last  year,  spent 
$644  million  to  buy  back  stock,  and  initi- 
ated a  28$-per-share  annual  dividend.  The 
result:  The  stock,  now  about  $25,  has  risen 

An  Embarrassment 
of  Riches 

Cendant  throws  off  $2  billion  a  year 
in  cash  and  may  sell  units  worth  $4 
billion.  After  its  debt-reduction 
program  ends  this  year,  here's  how  it 
plans  to  spend  the  money: 

STOCK  REPURCHASE  After  buying  back  $644 
million  in  shares  last  year,  Cendant  is  likely  to 
buy  even  more. 

DIVIDEND  Cendant  already  expects  to  pay  $280 
million  this  year  on  its  first  dividend;  Silverman 
says  the  company  will  consider  an  increase. 

ACQUISITIONS  The  pace  of  acquisitions  will 
quicken.  Silverman  figures  no  one  deal  will 
exceed  $1  billion — but  will  he  go  after 
Priceline  or  Orbitz? 
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131%  since  the  start  of  2003. 
But  now  the  old  Silverman  is 
ready  to  reemerge.  Cendant  is 
throwing  off  billions  in  cash,  and 
Silverman  is  likely  to  put  some  of  it  to 
work  by  ramping  up  the  pace  of  acquisi- 
tions next  year.  He  may  have 
no     choice:  Some     analysts 
warn  that  the  company  is  al- 
most certain  to  slow  down  in 
a  few  years  as  the  housing 
market  cools  and  the  boost 
that  Cendant  is  getting  from  a 
rebound  in  its  hotel  and  car 
rental  businesses  plays  out  At 
the  same  time,  Silverman  needs  to  bulk 
up  in  the  online  travel  market,  where 
Cendant  risks  falling  further  behind  mar- 
ket leaders  such  as  Expedia  Inc. 

Silverman  contends  that  Cendant 
doesn't  need  deals  to  maintain  solid 
double-digit  earnings  growth.  And 
he  says  the  company  will  continue 
to  buy  back  shares  and  will  consid- 
er boosting  its  dividend.  (The 
board  has  already  responded  to 
shareholder  criticism  of  Silver- 
man's $54-4  million  pay  package 
last  year  by  cutting  the  length  and 
changing  the  terms  of  his  contract.) 
Still,  he  confirms  that  Cendant  is 
likely  to  increase  its  acquisitions 
pace  in  2005.  He  says  the  company 
will  be  on  the  hunt  in  three  areas: 
real  estate  brokerages;  the  overseas 
vacation  rental  business;  and  inter- 
national online  travel.  No  eill#CBMJlll 
doubt  he  will  be  less  ag-    SILVERMAN  His 

•     „u     ,  ,.      moves  have  sent 

gressive  than  he  was  earli- 
er. He's  looking  for  what 
he  terms  "tuck-in"  acquisitions  in 
his  core  travel  and  real  estate  busi- 
nesses. No  deal  will  exceed  $1  bil- 
lion. Big  deals  aren't  necessary,  Sil- 
verman says,  because  Cendant  now 


the  stock  soaring 


has  the  size  and  diversity  it  needs. 

There  is  no  doubt  that  Silverman  can  af- 
ford to  go  shopping.  Although  Cendanf s 
mortgage  business  is  slowing,  its  real  es- 
tate brokerage  operations  continue  to  ben- 
efit from  a  strong  housing  market. 
Lehman  Brothers  Inc.  analyst  Jeffrey  T. 
Kessler  sees  2004  revenues  growing  8%, 
to  $197  billion,  with  net  income  before  ex- 
traordinary items  and  a  onetime  tax  bene- 
fit climbing  17%,  to  $1.7  billion.  Cendanfs 
powerful  brands,  including  Coldwell 
Banker,  Century  21,  Ramada,  Avis,  and 
Budget  Rent  A  Car,  throw  off  $2  billion  an- 
nually in  free  cash  flow.  The  company  will 
be  done  cutting  its  debt  by  the  end  of  this 
year.  And  with  plans  to  spin  off  its  Jackson 
Hewitt  tax-preparation  unit  and  divest 
other  noncore  lines,  Cendant  could  pull  in 
$4  billion  or  more  in  coming 
years— even  without  divest-  t6rPVip  TPqI 
ing  the  mortgage  unit.  Some  . 

analysts  think  that  volatile    fj^JJ]*  IS  tjlCV 
unit  could  go,  too.  *11   J 

Silverman  is  likely  to  gar-    Will  QeStTOy 

ner  support  on  Wall  Street 1^,^95  " 

for  deals  in  areas  where  Cen- 
dant has  a  successful  record. 
So  there  is  little  controversy 
about  plans  to  expand  the 
European  vacation  rental  or 
real  estate  brokerage  operations.  Silver- 
man has  already  built  a  real  estate  empire 
with  12,700  owned  or  franchised  broker- 
ages. And  Cendanf  s  vertical  integration  of 
brokerage,  settlement,  and  other  services 
helps  attract  franchisees.   New  offices 
should  help  offset  a  slowing  housing  mar- 
ket and  the  growing  reluctance  of  con- 
sumers to  pay  the  standard  6%  brokerage 
commission.  Silverman  also  believes  that 
forces  like  immigration  will  keep  the 
housing  markets  robust:   "We  have  a 
strong  demographic  wind  at  our  back,  and 
that  is  going  to  keep  growing  over  the  next 
10  years  at  least" 


value"  by 
doing  deals 


ONLINE  TRAVEL 

EXPANDING  CENDANT'S  presence  in 
online  travel  might  pose  a  tougher  chal- 
lenge. Cendant  made  a  big  push  into  trav- 
el distribution  in  2001,  buying  Galileo  In- 
ternational, a  computer  system  linking 
travel  agents  to  airlines,  for  $1.9  billion 
and  paying  $313  million  for  Cheap  Tick- 
ets Inc.  With  online  players  growing  more 
powerful,  a  hotel  and  rental  car  company 
like  Cendant  without  a  big  Web  presence 
could  get  squeezed.  But  Cendant  has 
stumbled  in  travel  distribution,  says  For- 
rester Research  Vice-President  Henry 
Harteveldt.  For  one  thing,  airlines  are 
moving  much  of  their  reservation  activity 
to  their  own  Web  sites  and  away  from 


older  reservation  systems  like  Galileo. 
And  Cendant  still  badly  lags  market  lead- 
ers Expedia  and  Travelocity  on  the  Inter- 
net. "They  never  had  a  cohesive,  clear 
marketing  strategy,"  says  Harteveldt. 
"And  now  the  gap  is  enormous." 

The  Henry  Silverman  of  the  1990s 
might  have  made  a  run  at  Orbitz  Inc.  or 
Priceline.com,  the  two  remaining  inde- 
pendent online  travel  players.  But  while 
Silverman  declines  to  comment  on  such 
speculation,  analysts  say  for  now  the  valu- 
ations of  those  players  seem  too  rich.  Sil- 
verman says  acquisitions  in  online  travel 
are  likely  to  focus  on  areas  outside  the  U.S., 
where  he  argues  that  Galileo's  global 
reach  gives  the  company  an  advantage.  On 
Apr.  4,  in  fact,  Cendant  bought  a  small 
consumer  online  hotel  player  based  in 
Sydney.   Silverman   argues 
that  Galileo's  relationships 
with  overseas  travel  suppli- 
ers and  knowledge  of  inter- 
national markets  gives  it  an 
edge.  But  Simon  J.  Break- 
well,  president  of  European 
travel  operations  at    Barry 
Diner's        InterActiveCorp 
(LAC),  which  owns  Expedia, 
says  Galileo  has  no  big  ad- 
vantage because  online  trav- 
el is  so  different  from  running  an  old-fash- 
ioned reservation  system. 

If  Silverman  did  bust  out  with  a  billion- 
dollar-plus  deal,  he  would  play  into  the 
worst  fears  of  some  investors.  They  re- 
member the  accounting  disaster  that  fol- 
lowed Silverman's  hasty  1997  merger  of 
HFS  Inc.  with  CUC  International  Inc.,  to 
create  Cendant  (box).  Additional  blowups 
like  Tyco  International  soured  many 
shareholders  on  acquisition-driven  com- 
panies. In  2002,  Cendant  shares  fell 
46.5%,  vs.  a  23%  decline  in  the 
Standard  &  Poor's  500-stock  in- 
dex. "They  are  standing  in  front  of 
a  wave  of  free  cash  flow,"  says 
Timothy  Fidler,  director  of  re- 
search at  Ariel  Capital  Manage- 
ment, which  holds  14  million  Cen- 
dant shares.  "The  real  fear  is  they 
will  destroy  value"  by  doing  deals 
that  don't  pay  off. 

Still,  some  observers  think  that 
if  the  market  reacts  well  to  the  re- 
sumption of  smaller  deals  next 
year,  and  if  valuations  fall,  Cendant  could 
make  a  play  for  either  Orbitz  or  Priceline. 
But  there  are  a  lot  of  ifs  in  that  proposition. 
That's  why,  even  as  Silverman  prepares  to 
rev  up  his  deal  machine,  he  has  to  keep  one 
eye  on  the  rear-view  mirror.  ■ 

-By  Amy  Barrett  with  Timothy 
J.  Mullaney  in  New  York 


SCANDALS 


Justice 
Delayed... 


It  has  taken  six  years  to  bring  the  top 
executives  charged  in  Cendant  Corp.'s 
accounting  scandal  to  trial.  But  on 
Apr.  19,  jury  selection  finally  began  in 
the  trial  of  Walter  A.  Forbes,  61,  former 
Cendant  chairman,  and  E.  Kirk  Shelton,  49, 
former  vice-chairman.  Both  were  top  execs 
at  CUC  International  Inc.,  where  the  scan- 
dal began  and  which  merged  with  Henry  R. 
Silverman's  HFS  Inc.  to  form  Cendant  in 
1997  The  funny  numbers  surfaced  a  few 
months  later.  Forbes  and  Shelton,  whose 
lawyers  could  not  be  reached  for  comment, 
have  been  indicted  on  numerous  federal 
charges,  including  securities  fraud  and  wire 
fraud.  Both  plead  not  guilty. 

What  took  so  long  for  the  wheels  of 
justice  to  turn?  An  aggressive  defense 
team  filed  scores  of  pretrial  motions 
raising  everything  from  whether  the  two 
men  should  be  tried  separately  (they  will 
be  tried  together)  to  where  the  case 
should  be  heard.  The  defense  successfully 
argued  that  the  trial  be  held  in  the  state 
where  CUC  operated,  causing  further 
delay  as  the  venue  switched  to  Hartford, 
Conn.,  from  New  Jersey. 

Paul  A.  Weissman,  lead  prosecutor  on 
the  case  before  leaving  for  the  private 
sector  in  February,  2002,  says  the  long  lag 
between  the  eruption  of  the  scandal  and 
the  trial  might  aid  the  defense.  "Memories 
fade,"  he  says.  "The 
case  acquires  a 
feeling  of  staleness. 
Things  that  seemed 
urgent  a  long  time  ago 
don't  seem  urgent." 

Whether  or  not 
Forbes  and  Shelton 
benefit  from  the 
passage  of  time,  their 
lawyers  can't 
complain.  Under 
Delaware  law,  where 
Cendant  is  incorporated,  the  company 
has  to  foot  the  defendants'  attorney  bills. 
Cendant  says  that  recent  tabs  have  hit  $1 
million  a  month  just  for  Forbes.  The  good 
news  for  the  company  is  that  if  Forbes  and 
Shelton  are  found  guilty,  they'll  have  to 
reimburse  Cendant. 
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Marketing  Brands 


When  the  Factory 
Is  a  Theme  Park 

Companies  are  jazzing  up  plant  tours  and 
store  visits  to  build  customer  loyalty 


VISITORS  TO  FORD  MOTOR 
Co.'s  new  truck  plant  are 
shaken  as  a  multi-ton 
metal-stamping  press 
slams  shut.  Heat  rains 
down  from  welding 
sparks,  followed  by  the 
cooling  mist  of  a  paint  shop.  Too  close  for 
comfort?  Hardly.  At  Ford's  historic  Rouge 
manufacturing  complex  in  Dearborn, 
Mich.,  tourists  will  watch  the  assembly  of 
F-150  pickup  trucks  from  the  safety  of  a 
mezzanine  16  feet  above  the  factory  floor. 
But  they  will  also  get  a  much  more  per- 
sonal feel  for  the  action  through  multi- 
sensory  special  effects  spilling  out  of  360- 
degree  screens  in  an  accompanying  video 
tour.  The  $14  admission  price  also  buys  a 
history  lesson  about  the  87-year-old 
Rouge  property,  where  Henry  Ford  once 
cranked  out  the  Model  A  and  battled 
union  activists,  and  a  display  of  Ford  ve- 
hicles through  the  ages.  The  finishing 
touch:  an  80-foot  tower  from  which  it's 
possible  to  look  out  over  a  10-acre  lawn 
that  covers  the  complex5  "living  roof,"  as 
well  as  the  surrounding 
crab-apple  orchard,  bee-  CAR  HEAVEN 
hives,  and  solar  panels.       At  Ford's 

The  Rouge  plant  is  a  Rouge  plant 
far  cry  from  the  smoke-  ""Michigan 
belching  behemoth  that  u w^^m 
was  once  so  polluting  that  a  nearby 
river  caught  fire.  And  Ford's  fancy  $30 
million  visitor  center,  which  reopens  on 
May  3,  doesn't  present  your  typical  fac- 
tory tour.  Rather,  it's  the  latest  example 
of  what  brand  experts  call  "experiential" 
marketing.  Frustrated  by  the  growing 
difficulties  of  reaching  consumers 
through  traditional  advertising,  compa- 
nies from  Mattel  Inc.  to  DaimlerChrysler 
are  adding  engrossing  personal  experi- 
ences to  drive  home  the  lessons  behind 
their  brand. 

In  Ford's  case,  that  means  creating  a 
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kind  of  theme  park  to  make  the  case  that 
a  company  with  100  years  of  history  can 
lead  the  way  toward  earth-friendly,  21st 
century  manufacturing.  The  timing  is  key. 
Ford  is  about  to  start  selling  its  first  gas- 
electric  hybrid  vehicles.  Bob  Rogers, 
president  of  Burbank  (Calif.)  BRC  Imagi- 
nation Arts,  which  designed  the  Ford  vis- 
itors center,  says  that  with  250,000  visi- 
tors a  year  expected,  "the  corporation  will 
never  have  a  better  chance  or  a  more  at- 
tentive audience  to  explain  its  corporate 
values  and  its  mission." 


The  beauty  of  a  well-designed  factor} 
tour  is  that  while  it  doesn't  reach  nearh 
as  many  people  as  a  TV  spot,  it  can  attrac 
the  very  consumers  who  are  most  likeh 
to  buy.  Binney  &  Smith  Inc.'s  recently  up 
dated  Crayola  Factory  in  Easton,  Pa. 
shows  375,000  kids  and  their  families 
each  year  how  crayons  are  made.  But  the 
real  focus  of  the  $9-a-head  visit  is  fingei 
painting,  drawing,  and  other,  wellj 
hands-on  projects  using  Crayola  prod! 
ucts  in  brightly  colored  play  areas.  Saysj 
marketing  consultant  Joe  Pine,  coJ 
founder  of  Strategic  Horizons:  "You're 
getting  potential  customers  to  pay  you  tc 
sell  to  them." 

In  a  few  cases,  these  "experiences"  car 
be  cash  cows.  Devotees  of  Mattel's  Amer 
ican  Girl  historically  themed  dolls  flock  tc 
its  Chicago  and  New  York  emporiums 
spending  hundreds  of  dollars  to  take  ir 
musical  shows,  have  their  dolls'  hah 
styled,  or  buy  party  packages.  But  for  the 
most  part,  these  setups  are  loss  leaden 
geared  at  generating  word  of  mouth.  Anc 
if  Ford's  high-tech  center  succeeds  in  giv 
ing  even  some  of  its  visitors  a  warm  anc 
fuzzy  feeling  about  a  manufacturing  gi- 
ant, it'll  have  pulled  off  a  feat  few  ad  cam 
paigns  could  match.  ■ 

-By  Kathleen  Kerwin  in  Dearborr 


Beyond  the  Tour 

Ford  is  just  one  of  many  companies  looking  for  ways  to  bond  more  closely  with  customers. 


CRAYOLA  FACTORY  Kids  watch  how  crayons  are  made  (start  with  a  vat  of  160-degree 
wax...)  and  play  with  their  favorite  colors  in  a  20,000-square-foot  discovery  center 


CAMP  JEEP  At  Chrysler-sponsored  get-togethers,  Jeep  owners  blaze  mountain  trails, 
drive  into  streams,  climb  rocks,  and  otherwise  revel  in  an  off-road  life  they  never  see  in 
the  'burbs 


AMERICAN  GIRL  PLACES  Little  girls  beg  to  go  to  these  giant  stores  in  Chicago  and  New 
York,  which  cement  brand  loyalty  for  the  line  of  dolls  with  musical  shows,  historical 
recreations,  and  a  doll  beauty  parlor 


The  truth  in  3D 
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When  you  move  to  3D,  you  don't  give  up  working  in  2D.  And  Autodesk 
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Finance  People 


The  $12  Billion 
Education  of  Paul  Allen 

His  Wired  World  vision  was  a  bust  Now  Microsoft's  co-founder 
is  making  safer  bets  on  energy,  insurance,  and  health  care 


LIKE  MUCH  OF  BILLIONAIRE 
Paul  Allen's  empire,  the  Port- 
land Trail  Blazers  have 
burned  through  mountains 
of  cash.  The  NBA  team  lost  an 
astonishing  $100  million  last 
season,  more  than  any  other 
sports  team  in  history.  One  player  bick- 
ered with  the  head  coach  and  made  ob- 
scene gestures  at  fans.  Four  others  were 
cited  for  drug  possession,  and  another  ar- 
rested for  spousal  abuse,  earning  the 
team  a  new  moniker— the  Jail  Blazers.  All 
the  while,  Allen  seemed  to  be  in  denial. 
This  season,  he  finally  faced  reality.  He  cut 
a  third  of  the  staff,  hired  a  new  general 
manager,  and  traded  away  two  of  his 
most  talented,  but  troublesome,  players. 
In  February,  Allen  sat  courtside  to  cheer 
on  his  new-look  Blazers,  pumping  his  fist 
when  the  team  hit  three-point  shots  and 
grumbling  when  refs  made  iffy  calls. 
"Sometimes,  it  can  be  wrenching,"  he 
said  of  the  changes.  "But  it's  for  the  good 
of  the  franchise." 

Chalk  up  another  lesson  in  the  $12  bil- 
lion education  of  Paul  Gardner  Allen.  In 
the  last  five  years,  the  "other"  Microsoft 
Corp.  co-founder  has  squandered  more 
than  a  third  of  his  fortune,  which  peaked 
at  an  estimated  $30  billion,  buying 
chunks  of  tech  and  media  companies  in 
pursuit  of  his  vision  of  a  "Wired  World." 
His  idea  was  that  as  the  Internet,  cable 
TV,  and  entertainment  were  converging, 
the  technologies  propelling  the  trend 
would  become  gold  mines.  But  the  strat- 
egy crashed  along  with  the  tech  boom,  its 
demise  compounded  by  Allen's  missteps. 
Often,  he  paid  wild  prices  for  hare- 
brained schemes.  Other  times  he  bought 
too  soon.  Frequently,  he  was  just  an  in- 
vestor and  not  the  sole  owner  of  many  of 
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the  key  companies  that  were  in  his  em- 
pire. As  a  result,  some  top  executives 
balked  at  deals  that  might  have  delivered 
the  synergies  that  Wired  World  needed 
because  they  ran  counter  to  the  interests 
of  their  own  shareholders.  For  example, 
he  routinely  clashed  over  strategy  with 
the  former  chief  executive  of  Charter 
Communications  Inc.,  Jerald  L.  Kent.  In 
his  first  interview  about  his  investments 
in  four  years,  the  intensely  private  Allen 
acknowledges  the  anguish:  "I  can't  claim 
it  was  a  pleasant  experience." 

BITTER  PURGE 

FOR  YEARS,  IT  seemed  that  losses  didn't 
matter  much  at  all  to  Allen.  In  fact,  he 
never  made  any  effort  to  explain  them. 
"Paul  doesn't  bury  the  dead  very  well," 
says  James  A.  Billmaier,  CEO  of  Allen's 
Digeo  Inc.,  which  makes  software  for  ca- 
ble set-top  boxes.  But  it 
turns  out  that  Allen,  who  of- 
ten appeared  disengaged, 
agonized  as  the  losses 
mounted.  "It  has  been  a  cru- 
cible," says  his  college  room- 
mate, Bert  Kolde,  chief  oper- 
ating officer  at  Digeo,  who 
still  gets  together  with  Allen 
for  a  regular  game  of  chess. 
Now,  the  51-year-old  Allen 
is  doing  to  his  portfolio  what 
he  has  done  to  the  Blazers: 
ripping  it  apart,  dumping 
the  bad  apples,  and  starting  anew.  He  ap- 
pointed his  sister,  Jody  Patton,  who  had 
earlier  managed  his  philanthropy,  as  CEO 
of  his  investment  vehicle  Vulcan  Inc.  Last 
September,  he  let  go  his  longtime  invest- 
ment chief,  William  D.  Savoy,  leaving 
management  of  the  portfolio  with 
Nathan  Troutman,  whom  he  hired  from 


"Over  the 
last  couple 
of  years,  we 
drank  some 
castor  oil," 
says  Allen 


Greenbridge  Partners  LLC,  one  of  his  out 
side  investment  advisers.  Troutman' 
team  spent  months  dissecting  Allen's  vad 
holdings.  Their  advice:  Cut  your  lossei 
and  diversify. 

Allen  unloaded  dozens  of  slumping  in 
vestments  and  wrote  off  many  more.  H 
pared  his  portfolio  to  just  over  40  compa 
nies,  from  100  before.  What  he  kept  is 
collection  of  tech  prospects,  sports  prop 
erties,  real  estate,  and  media  companies- 
such  as  cable  giant  Charter,  Hollywoo< 
studio  DreamWorks  SKG,  and  the  Oxygej 
Media  cable  channel— that  the  new  tear 
believes  will  eventually  pay  off.  "Over  th 
last  couple  of  years,  we  drank  some  casto 
oil,"  says  a  relaxed  and  often  self-effacinj 
Allen  in  his  downtown  Seattle  office, 
doesn't  taste  good  going  down.  And  yoi 
don't  really  relish  drinking  any  more.' 
The  bitter  purge  has  all  but  eliminate 
Wired  World  from  Vulcan' 
vocabulary.  Says  Troutman 
"It's  a  great  vision.  But  if 
not  an  executable  investmen 
strategy."  While  Allen  wi 
still  make  the  occasional  tec 
bet,  his  managers  are  unde 
orders  to  preserve  capita 
and  produce  solid  returns 
That  means  they  are  kickinj 
the  tires  at  scores  of  compa 
nies  outside  the  tech  sectoi 
Instead  of  the  exciting  chal 
lenge  of  plugging  in  anothe 
piece  of  the  Wired  World,  it's  the  mun 
dane  task  of  diversifying  the  portfolio  an« 
maximizing  returns.  If  anything,  it's  evei 
more  of  a  snore  than  that.  "I  told  Paul: 
want  to  treat  you  like  a  CalPERS,' "  say 
Troutman,  referring  to  the  giant  Califoi 
nia  public-employees  pension  fund. 
Techdom's  ultimate  high-risk  gamble 
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of  the  '90s  has  been  reincarnated  as  a 
play-it-safe  investor.  The  change  couldn't 
be  more  profound.  Last  November,  in  his 
first  bid  since  the  tech  bubble  burst,  Allen 
made  an  unsolicited  offer  for,  of  all 
things,  a  Houston  oil-and-gas  producer, 
Plains  Resources  Inc.  Plains  rejected  his 
$336  million  initial  offer  but  may  be  won 
over  with  a  sweetened  $445  million  bid, 
although  another  company,  Leucadia  Na- 
tional Corp.,  has  made  a  rival  offer.  If  the 
deal  goes  through,  it  would  be  a  big  step 
toward  diversifying  Allen's  investments 
into  a  host  of  new  industries,  such  as  en- 
ergy, insurance,  and  health  care. 

Allen,  who  had  long  suffered  from  a 
sort  of  investor's  attention  deficit  disorder, 
has  made  a  big  effort  to  become  more  fo- 
cused. Never  married,  he  says  he  is 
spending  more  time  than  ever  on  his  in- 
vestments. He  holds  weekly  meetings 
with  his  financial  advisers;  before,  he  met 
with  them  only  on  an  ad-hoc  basis.  Now 
he  lunches  with  the  senior  members  of 
his  investment  team  every  Monday  to  get 
updates  on  deals  and  discuss  strategy. 
Allen  holds  another  weekly  meeting  to 
catch  up  on  developments  at  Charter,  his 
biggest  holding  after  Microsoft.  "I've 
been  through  the  fire  in  the  last  few 
years,"  says  Allen.  "Now  I  get  involved 
and  ask  questions  that  are  a  lot  more 
pointed  and  specific  and  probing— and,  I 
think,  msightful.'' 

GUT CHECKS 

WITH  ALLEN'S  sharper  focus  has  come 
much  more  discipline.  In  two  years,  he 
has  quadrupled  the  size  of  his  investment 
group  to  30,  paying  Wall  Street-style 
packages  to  young  execs  from  the  likes  of 
Morgan  Stanley  and  Goldman  Sachs  & 
Co.  And  he's  pushing  them  hard.  For  each 


of  the  300  companies  that 
Vulcan  eyed  last  year  as 
possible  investments,  his 
team  produced  three-page 
reports  analyzing  financials 
and  outlooks  for  their  in- 
dustries. The  best  prospects 
got  a  30-page  report  that 
went  to  Vulcan's  invest- 
ment committee.  For  those 
that  made  the  cut— just  30 
in  2003— the  advisers  com- 
pile 300-page  reports,  com- 
plete with  forensic  account- 
ing and  background  checks 
on  management.  Only  then 
could  a  company  get  money 
from  Vulcan;  just  a  dozen 
or  so  did  last  year.  "We're 
just  so  much  more  thor- 
ough, meticulous,  demand- 
ing, and  focused  now  than 
we  were  just  a  few  years 
ago,"  says  Allen. 

Allen's  real  estate  holdings 
have  taken  on  a  new  lease  on 
life,  too.  Over  eight  years,  he 
spent  more  than  $200  mil- 
lion acquiring  53  acres  along 
Lake  Union  just  north  of 
downtown  Seattle.  But  his 
plans  for  the  down-at-heels 
neighborhood  of  aging  facto- 
ries, warehouses,  and  park- 
ing lots  never  got  off  the 
ground.  Now  a  project  to  build  a  biotech- 
nology hub  there  with  space  for  apart- 
ments and  stores  is  gaining  momentum. 
Major  tenants  such  as  the  University  of 
Washington's  medical  research  program 
and  Rosetta  Inpharmatics  LLC,  a  unit  of 
Merck  &  Co.,  have  signed  up.  "There  is  a 
big  opportunity  to  make  the  whole  greater 


Allen 


Big  Losers 

Paul  Allen  invested  in  dozens  of  companies,  but  just  two  of  them  accounted  for  nearly 
two-thirds  of  the  $12  billion  he  has  lost  in  pursuit  of  his  Wired  World  dream: 


AMOUNT 
PAID 


ESTIMATED 
VALUE 


LOSS 


charter  communications       $8  Billion  $2  Billion 

Allen's  60%  stake  in  the  cable  operator  has  fallen  75%  in  value.  The  stock  is  up  this 
year,  and  some  analysts  say  the  recovery  could  continue  as  the  company 
restructures  its  $18.6  billion  in  debt  and  stems  customer  defections  to  satellite  TV. 


RCN  $1.7  Billion        $0 

In  January,  Allen  soid  40%  of  his  stake  in  the  cable,  phone,  and  high-speed  Internet 
services  outfit  for  just  $2  The  rest  is  probably  worthless:  The  company 

expects  to  file  for  bank:  scape  from  $1.6  billion  in  debt. 
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than  the  sum  of  the  parts,"  says  Ada  M 
Healey,  Vulcan's  real  estate  chief. 

The  devastation  of  the  tech  bust  lee 
Allen  to  some  serious  soul-searching.  Last 
fall,  he  distilled  his  thinking  into  a  26- 
point  memo  setting  out  ways  to  improve 
his  investment  management  and  sent  v 
to  Vulcan's  450 -person  staff.  At  firsi 
blush,  it  reads  like  a  grab  bag 
of  business  aphorisms.  "Re- 
vise your  theories,"  says  one 
bullet  point,  meaning  re- 
think your  strategy  if  youi 
investments  turn  sour.  "Pro- 
tect the  downside,"  says  an- 
other, urging  workers  to  fig- 
ure out  worst-case  scenarios 
But  Allen  insists  that,  corn> 
as  such  points  may  sound 
they  are  a  framework  tc 
guide  him  and  his  advisers 
"In  retrospect,  everything 
becomes  clear,"  says  Allen 
"If  I  had  been  more  deepl> 
involved  in  some  of  these 
things  and  thought  through 
them  more,  maybe  there 
would  have  been  differeni 
outcomes." 


$1.7 

Billion 


Data:  Compantes.  Business  Week 
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CEO  of 
Allen's  new 
strategy 


Already,    some    outcomes    are    «y?J  L^  0 
changing.  One  of  Allen's  bullet        1  vl  DC  <X 
points  is  a  reminder  to  "negotiate    V|pa1f-V|v 
hard"  but  walk  away  from  over-    H^U-Hlj 
priced  deals.  He  did  just  that  in  Jan-     SKeDtlC 
uary  with  a  small  company  called 
Magis  Networks  Inc.,  which  makes    S3VS  One 
technology  to  deliver  high  defini- 
tion-TV data  wirelessly.  He  lost  his 
initial  investment  when  Magis  filed 
for  bankruptcy  in  December.  Allen 
still  liked  the  technology,  so  when  a 
court  auctioned  the  company  a  few 
weeks  later,  Troutman  bid  aggres- 
sively—but walked  away  when  the 
price  got  too  rich,  leaving  Sanyo  Electric 
Co.  to  buy  it  for  $3.5  million.  "We  did  a 
gut  check  with  everyone,  including  Paul, 
and  decided  to  pass,"  Troutman  says.  "In 
the  past,  they  may  have  chased  that  bid  a 
little  further.  Not  this  time."  Adds  Allen: 
"I  wish  we  had  the  26-point  memo  five 
years  ago.  Things  would  be  in  a  different 
place  today.  Those  lessons  were  learned 
at  a  significant  cost." 

There  was  certainly  no  shortage  of  les- 
sons. All  too  often,  Allen  saw  only  the 
benefits  of  acquiring  the  pieces  needed  to 
build  Wired  World,  ignoring  any  down- 


side. "He  didn't  focus  on  the 
risks,"  says  Michael  Yage- 
mann,  a  partner  with  Van- 
tage Point  Venture  Partners, 
who  has  advised  Allen  on 
every  one  of  his  major  deals 
over  the  past  decade.  Allen 
jumped  into  satellite  broad- 
caster SkyPix  in  1991,  four 
years  before  that  business 
took  off.  He  lost  about  $500 
million  on  Metricom  Inc., 
which  tried  to  roll  out  a 
wireless  data  network  in  the 
late  '90s  before  wireless  hot 
spots  became  the  rage.  In 
1999,  he  lost  millions  more 
on  Pop.com,  which  prom- 
ised online  movies  before 
high-speed  broadband  con- 
nections were  common.  "A 
lot  of  those  investments 
were  ahead  of  their  time," 
says  Microsoft  Chairman 
William  H.  Gates  III,  who 
just  returned  from  a  Ba- 
hamas vacation  with  his 
high-school  buddy  Allen. 
"He  was  brilliant,  naive, 
and  too  early." 

Nowhere  was  Allen's  tim- 
ing worse  than  at  Charter, 
the  sinkhole  that  swallowed 
half  of  the  $12  billion  he  lost 
In  1998,  he  decided 
that  to  bring  Wired 
World  to  life  he  needed 
to  own  the  high-speed 
wires  that  would  deliv- 
er the  information  and 
entertainment  he  ex- 
pected consumers  to 
crave.  He  spent  nearly 
$8  billion  gobbling  up 
cable  companies  un- 
der the  Chartei  banner. 
But  he  bought  near  the 
top    of   the    market. 
Worse  yet,  the  compa- 
nies were  loaded  with 
debt.  And  in  August,  2002,  Charter  dis- 
closed that  it  was  the  subject  of  criminal 
and  regulatory  investigations  into  its  ac- 
counting. The  company  says  it  is  cooper- 
ating with  the  probes  and  has  fired  two 
senior  officers.  Bottom  line:  Allen's  Char- 
ter investment  is  worth  just  $2  billion  to- 
day. "It  has  been  educational,"  says  a  chas- 
tened Allen.  "I  would  say  I  definitely 
understand  debt-related  issues  incredibly 
better  now  than  I  did  before." 

Not  all  of  his  investments  tanked. 
Allen  put  roughly  $170  million  into 
Ticketmaster  in  1993  and  collected  $568 


million  when  he  sold  in  2002.  He  also 
launched  Starwave  Corp.,  one  of  the  first 
Internet  content  sites  and,  in  1992,  the 
first  home  to  ESPN  Inc.'s  sports  coverage 
on  the  Web.  Five  years  later,  he  sold  it  to 
Walt  Disney  Co.  for  about  $200  million. 
And  Allen  was  an  early  investor  in  price- 
line.com  Inc.,  the  online  travel  site, 
handing  the  company  $30  million  in 
1998  and  collecting  $125  million  when 
he  sold  two  years  later.  DreamWorks  is 
shaping  up  to  be  a  doozie.  Next  year,  he'll 
get  back  the  $675  million  he  invested  in 
1995— and  keep  a  24.5%  stake,  which 
bankers  estimate  is  today  worth  nearly 
$900  million. 

$200  MILLION  YACHT 

DESPITE  ALL  HIS  travails,  Allen  is  still 
the  third-richest  person  in  the  country 
with  an  estimated  $18  billion  fortune,  in- 
cluding about  $3.8  billion  worth  of  Mi- 
crosoft stock  That's  more  than  enough  to 
support  a  variety  of  indulgences.  Allen 
fives  on  a  six-acre  gated  compound- 
where  his  mother  and  his  sister  and  her 
family  also  have  homes— on  Seattle's 
tony  Mercer  Island.  He  loves  to  root  for 
the  teams  he  owns,  the  Trail  Blazers  and 
Seattle  Seahawks  football  team.  In  his 
spare  time,  he  plays  guitar  in  his  own 
rock  band,  the  Butcher  Shop  Boys 
(known  for  butchering  songs,  he  says). 
He  also  founded  his  own  music  museum, 
Seattle's  Experience  Music  Project.  When 
he's  not  hosting  his  own  parties  in 
Cannes  or  Venice,  DreamWorks  gives  him 
entree  to  the  best  ones  in  Hollywood.  Ear- 
lier this  year,  he  took  delivery  of  a  413- 
foot  Octopus  private  yacht,  the  world's 
largest  and— at  more  than  $200  million- 
most  expensive  that  comes  with  its  own 
submarine  and  recording  studio.  He's 
also  a  generous  donor,  ranking  17th  on 
BusinessWeek? s  list  of  leading  American 
philanthropists,  supporting  land  conser- 
vation, universities,  and  libraries  in  the 
Pacific  Northwest. 

Still,  the  wide  variety  of  his  enthusi- 
asms has  some  critics  wondering  just 
how  much  Allen  has  changed  deep 
down.  "I'd  be  a  healthy  skeptic,"  says  the 
CEO  of  one  of  Allen's  former  investments. 
Some  former  execs  at  Wired  World  com- 
panies often  complained  that  Allen  never 
paid  close  attention  to  their  businesses. 
"Paul  would  disappear  for  a  while,"  says 
a  CEO  of  a  onetime  Wired  World  compa- 
ny who  asked  not  to  be  named.  "Then, 
he'd  drop  in  and  want  to  know  every- 
thing." Today,  Allen  recognizes  that  he 
often  left  key  decisions  to  others,  but  in- 
sists he's  a  changed  man.  "I  wasn't  doing 
a  good  job  back  then  allocating  my  time 
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to  the  things  that  [would 
produce]  the  highest  re- 
turn or  were  the  largest 
scale  or  of  the  most  impor- 
tance. I  think  I  do  a  much 
better  job  of  that  now." 
Some  former  employees 
also  question  the  appoint- 
ment of  his  sister  as  CEO  of 
Vulcan  in  June,  2001.  At  the 
time,  her  senior  manage- 
ment experience  was  limit- 
ed to  running  his  philan- 
thropy. Several  former 
employees  complained  she 
could  be  imperious  and  unpleasant, 
which  they  say  poisoned  the  work  atmos- 
phere. Patton  says  her  management  style 
is  "tough  but  fair."  She  laid  off  100  Vul- 
can workers  shortly  after  taking  over.  And 
she  rankled  others  with  one  habit  she  has 
at  meetings:  A  board  member  of  the  Ore- 
gon Shakespeare  Festival,  Patton  will 
sometimes  put  together  a  list  of  the  peo- 
ple around  the  table  at  Vulcan  meetings 
and  then  draw  lines  to  the  Bard's  corre- 
sponding characters. 

But  critics'  biggest  worry  is  that  Allen 


ALLINTHEFAMILYAsCEO 

of  Vulcan,  Allen's  sister 
Jody  let  go  100  workers 

might  again  fall  victim  to 
technical  flights  of  fancy  if 
his  inner  nerd  bursts  out. 
The  development  of  Flip- 
Start,  the  world's  smallest 
fully- functioning  PC,  has- 
cost  him  millions.  Some 
analysts  doubt  that  the  de- 
vice has  much  of  a  future. 
Others  slam  Digeo,  whose 
cable  boxes  will,  among 
other  features,  allow  TiVo-like  recording 
capabilities.  The  company  has  fewer  than 
100,000  customers  and  profits  remain  a 
distant  prospect.  Allen  is  undaunted.  On 
May  2,  he'll  host  a  party  on  the  Octopus  at 
a  cable-TV  convention  in  New  Orleans  to 
show  off  Digeo's  latest  advances.  Digeo 
plans  to  announce  a  commercial  rollout 
of  boxes  with  an  existing  cable  operator 
as  well  as  an  agreement  with  another  to 
try  the  technology. 

In  any  event,  Allen's  legacy  as  a  tech  vi- 
sionary was  sealed  30  years  ago.  As  a  pro- 


Paul  G.Allen 

Chairman,  Vulcan  Inc.,  the  450-employee 
company  that  manages  his 
investment  portfolio  and  philanthropy 


BORN  Jan.  21, 1953,  in  Seattle. 

EDUCATION  Dropped  out  of 
Washington  State  University  in  1974 
after  his  junior  year. 

RESUME  HIGHLIGHT  Co  founded 

Microsoft  Corp.  in  1975  with  boyhood 
buddy  William  H.Gates  III. 

FAMILY  TIES  Unmarried,  lives  on  a 
six-acre  compound  on  Mercer  Island, 
near  Seattle,  with  his  mother  and  his 
sister,  Vulcan  CEO  Jody  Patton,  and 
her  family. 

WEALTH  Worth  an  estimated  $18 
billion,  making  him  the  third-richest 
American  behind  Gates  and  Warren 
Buffett.  Owns  a  387-acre  spread  in  the 
San  Juan  Islands  in  Washington,  a  villa 
in  the  south  of  France,  a  122-acre  place 
in  Beverly  Hills,  and  a  condo  in 
Manhattan. 

CHARITY  Has  so  far  donated  $650 
million,  mainly  to  causes  in  the  Pacific 
Northwest  such  as  land  consei  /ation. 


universities,  hospitals,  the  Seattle 
Public  Library,  and  theater  companies. 

PLAYTHINGS  A  413-foot  yacht,  the 
Octopus,  complete  with  a  60-foot 
submarine;  Seattle's  Cinerama  Theater, 
which  he  restored  to  its  original  three- 
projector,  curved-screen  magnificence; 
the  captain's  chair  from  the  set  of  the 
original  Star  TrekVJ  series;  a  collection 
of  34  vintage  airplanes,  most  from 
World  War  I  and  II. 

STARGAZER  He's  a  key  backer  of  a 
private  space  program,  SpaceShipOne, 
which  won  approval  for  manned 
suborbital  travel;  and  the  Search  for 
Extnterrestrial  Intelligence  project. 


grammer  in  Honeywell  Internationa 
Inc.'s  Waltham  (Mass.)  office  in  1974,  hel 
came  across  a  cover  story  in  Popular  Elec\ 
tronics  about  the  first  mass-market  per-] 
sonal  computer,  the  Altair  8800.  AUenl 
ran  across  Harvard  Square  to  tell  Gates  J 
who  was  then  a  student  at  Harvard  Uni-| 
versity,  that  the  computer  revolution  the 
two  of  them  had  dreamed  about  in  high 
school  was  about  to  begin.  Within  weeks. 
Gates  dropped  out,  and  he  and  Allen  cre- 
ated Microsoft. 

Early  on,  Allen  was  every  bit  Gates's 
equal  in  vision,  drive,  and  technical 
chops.  But  in  1994,  Wired  magazine  la- 
beled him  the  "accidental  zillionaire."  He 
bristles  at  any  notion  that  his  fortune  was 
mere  luck:  "I  founded  Microsoft  with  Bill. 
I  worked  on  a  lot  of  the  initial  ideas  and 
wrote  the  code."  Gates  concurs.  "The 
company  was  founded  by  two  friends 
who  worked  together  18  hours  a  day  and] 
discovered  computers  together.  The  com-l 
pany  wouldn't  have  happened  without 
the  kind  of  thinking  and  brilliance  that 
Paul  brought  to  it."  Allen  adapted  the 
BASIC  programming  language  that  led  to 
Microsoft's  first  product.  In  1980,  he  bro- 
kered the  purchase  of  DOS,  the 
operating  system  that  is  the 
foundation  of  Microsoft's  suc- 
cess. And  he  was  instrumental 
in  negotiations  to  provide  soft- 
ware for  IBM  PCs,  a  deal  that 
ultimately  put  Microsoft  at  the 
center  of  the  PC  boom.  Allen 
left  Microsoft  in  1983  after  a 
life-threatening  scare  from 
Hodgkin's  disease.  When  he 
recovered,  he  decided  to  set  out 
on  his  own  and  tap  his  Mi- 
crosoft fortune  to  pursue 
Wired  World. 

That  dream  didn't  pay  off. 
In  fact,  Allen  plumbed  a  new 
low  just  as  the  Trail  Blazers 
did.  But  at  a  recent  game,  one 
of  the  newest  players,  Darius 
Miles,  came  over  to  shake  the 
owner's  hand,  a  sign  of  re- 
spect and  appreciation  that 
seems  to  matter  to  Allen.  It's 
the  sort  of  recognition  he 
hopes  to  win  from  the  busi- 
ness world  for  his  new  invest- 
ing game.  ■ 

-By  Jay  Greene  in  Seattle, 
with  Ron  Grover  in  Los  Angeles 


BusinessWeek 


For  a  Q&A  with  Paul  Allen,  go  to 
http://www.businessweek.com/ 
magazine/extra. htm 
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A  Passion  to  Perform. 


Aiming  higher. 

Here's  to  the  head  start.  To  the  will  to  win 
through. 

At  Deutsche  Bank  we  share  your  passion  to  hit 
the  ground  running,  to  seize  the  opportunity,  to 
make  it  happen. 

It's  what  makes  us  one  of  the  world's  leading 
financial  institutions.  And  it's  why  the  most 
demanding  clients  in  the  US,  and  around  the 
world,  trust  us  to  perform. 

Across  disciplines,  across  regions.  With  absolute 
dedication,  leading-edge  insights,  powerful 
solutions. 

Are  you  ready? 


WORLD'S  BEST  BANK  -  EUROMONEY'S  POLL  OF  POLLS  2004 
BANK  OF  THE  YEAR      -      IFR  AWARDS  OF  THE  YEAR  2003 


Deutsche  Bank 
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Deutsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States. 


Industries  Quality  Manufacturin. 


Making  Pills 
The  Smart  Way 

Drugmakers  are  revamping  factories  to 
save  money  and  avoid  production  mishaps 


DESPITE  ITS  HIGH-TECH 
image,  the  pharmaceuti- 
cal industry  is  less  adept 
at  manufacturing  than 
you  might  expect.  One 
recent  horror  story  was 
Schering-Plough  Corp.'s 
slip-up  on  asthma  inhalers.  In  1999  and 
2000,  the  company  recalled  59  million 
units  because  it  couldn't  prove  that  the 
inhalers  contained  the  active  ingredient. 
The  Food  &  Drug  Administration, 
meanwhile,  has  found  hundreds  of  qual- 
ity violations  at  other  companies.  The 
woes  are  a  symptom  of  a  deeper  prob- 
lem: factory  processes  so  antiquated 
that  companies  typically  can't  even  pin- 
point the  causes  of  snafus.  "Manufactur- 
ing has  been  the  poor  stepchild  of  the 
pharmaceutical  industry."  says  Jeffrey  T. 


Macher  of  Georgetown  University's  Mc- 
Donough  School  of  Business. 

Now,  that  stepchild  is  getting  the 
attention  it  deserves.  Macher  and  his 
colleague  Jackson  A.  Nickerson  of 
Washington  University's  Olin  School  of 
Business  are  leading  an  effort  to  find 
and  correct  flaws  in  drug- 
manufacturing  practices  and 
in  FDA  regulations.  The  FDA 
itself  is  altering  its  rules,  hop- 
ing to  foster  more  innovation 
in  factories.  And  companies 
such  as  Pfizer  Inc.  and  Abbott 
Laboratories  are  spending 
tens  of  millions  a  year  to 
install  new  technology  and 
processes  in  plants. 

The   potential   economic 
gains  of  a  quality  boost  are 


The  old 
method 
was  trial 
and  error 
at  every 
step 


Factory 
Fixes 

How  drug  companies 
aim  to  remedy 
manufacturing  woes: 

■  Use  imaging  techniques 
monitor  batches  on  the  fac 
line,  instead  of  taking  sam 
after  each  step.  That  cuts 
processing  time  and  spots 
quality  problems  quicker. 

■  Analyze  data  to  zero  in  o| 
root  causes  of  problems, 
instead  of  just  throwing  ou 
batches  and  starting  over. 

■  Improve  characterizatioi 
of  the  inactive  ingredients 
that  make  up  the  bulk  of  a 
drug,  so  that  variations  in  1 
ingredients  don't  cause 
problems. 


huge:  "Everyone  has  said  that  costs 
could  decline  by  up  to  50%,"  Nickersor 
says.  That  would  save  scores  of  billions  ol 
dollars.  The  new  approach  would  alsc 
make  manufacturing  more  flexible,  mak- 
ing it  easier  for  companies  to  produce  tht 
personalized  treatments  that  are  expectec 
to  become  common  in  the  future. 

It  won't  happen  quickly,  though 
"There  is  a  tremendous  cultural  change 
that  we  all  have  to  go  through,"  says 
Dr.  Janet  Woodcock,  FDA  deputy  com- 
missioner. Drug  manufacturing  has  an 
ways  been  more  art  than  science.  The  tra- 
ditional approach:  figure  out  by  trial  and 
error  how  to  do  each  of  many  steps,  frorrJ 
mixing  to  drying  to  coating  tablets] 
Then,  after  each  step,  take  samples  and 
test  to  see  if  they  meet  specifications.  The! 
testing  alone  can  take  days  or  weeks. 

Moreover,  there  are  inevitable  variaJ 
tions  in  the  ingredients  and  in  the] 
processes.  That  causes  many  drug  lots  td 
fail  the  tests,  wasting  time  and  moneyJ 
Once  a  batch  develops  a  proW 
lem,  "the  cycle  time— whicH 
might  normally  be  30  days— J 
can  easily  double  just  doing 
the  investigation.  And  the  lot] 
just  sits   in  inventory,"   ex- 
plains Pfizer's  manufacturing 
quality  chief,  Gerry  Migliac-^ 
cio.  And  more  often  than  not 
the  cause  of  the  problems 
can't  be  found— or  fixed. 

Drugmakers  are  now  tack-, 
ling  these  issues  with  new  ap- 
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proaches,  such  as  process  analytical 
technology  (PAT).  Instead  of  putting  a 
drug  lot  on  hold  to  test  it  after  each  step, 
Jie  idea  is  to  peer  into  the  process  itself 
ind  measure  what's  going  on— as  it's 
lappening.  It  is  possible,  for  instance,  to 
jhine  a  laser  through  a  window  in  a 
slender.  The  constituents  absorb  or  re- 
ject the  light  differendy,  creating  a  spec- 
rograph  that  can  tell  operators  if  the  in- 
gredients are  mixing  properly.  A  host  of 
)ther  technologies,  such  as  Raman 
jpectroscopy  and  chemical  imaging, 
ran  help  determine  the  distribution  of 
he  active  ingredients  in  a  pill  or  the  size 
)f  the  granules. 

EARLY  STAGES 

MONITORING  PROCESSES  in  real  time 
)ffers  the  hope  of  preventing  problems 
n  the  first  place— or  coming  up  with  so- 
utions.  Quality  problems  at  Abbott 
vere  so  bad  that  the  FDA  hammered  the 
company  with  a  total  of  $200  million  in 
ines  and  shut  down  a  Lake  County  (111.) 
iiagnostics  plant  for  four  years.  Now, 
vith  new  technology  and  processes,  Ab- 
jott  can  pinpoint  the  root  causes  of 
jroblems  90%  of  the  time,  compared 
vith  50%  before,  and  do  so  in  an  aver- 
ige  of  three  months  instead  of  six 
nonths  to  two  years.  "The  biggest  bang 
"or  the  buck  has  been  in  investigation 
mprovements,  where  we  figure  out 
vhat  happened  and  fix  it  more  quickly," 
;ays  Michael  G.  Beatrice,  vice-president 
or  regulatory  and  quality  sciences. 

GlaxoSmithKline  PLC  recently  got 
ipproval  for  a  test  of  microbial  contam- 
nation  that  yields  results  in  hours,  not  8 
o  14  days.  And  Pfizer  is  investing  more 
han  $10  million  a  year  in  PAT.  "The 
nagic  is  increased  understanding  of  the 
)rocess,"  says  Migliaccio. 

The  enhanced  knowledge  also  trans- 
ates  into  smarter  regulation.  Instead  of 
)eing  the  quality  backstop  for  industry, 
7DA  inspectors  can  switch  to  ensuring 
hat  companies  are  running  their 
jrocesses  correctly.  Plus,  the  agency  can 
nore  quickly  approve  changes  in 
>rocesses.  "Before,  the  industry  didn't 
lave  a  conceptual  framework  about 
vhat  the  problems  might  be,"  explains 
Woodcock,  "so  we  had  a  lot  of  citations 
or  failure  to  adequately  investigate." 

This  revolution  in  drug  manufactur- 
ng  is  still  in  its  early  stages.  There  are 
)ig  gaps,  for  example,  in  understanding 
he  basic  physics  of  powders.  But  slnw- 
y,  drugmaking  is  being  transformed 
rom  an  art  into  a  science.  ■ 

-By  John  Carey  in  Washington, 
with  Michael  Arndt  in  Chicago 


How  Xerox 
Got  up  to  Speed 

Learning  fast  from  GE  Capital,  it  applied 
Lean  Six  Sigma  "with  a  vengeance55 


XEROX  CORP.  THOUGHT 
it  was  doing  a  smart 
thing  when  it  consolidat- 
ed 36  administrative 
centers  into  3  back  in 
1999.  The  copy  king 
would  be  able  to  reap 
millions  in  cost  savings.  But  the  move 
came  just  as  Xerox  was  also  reorganizing 
its  sales  division.  The  simultaneous  up- 
heaval in  two  key  units  unleashed  chaos 
across  the  company's  billing  system. 
Customers  received  invoices  quoting 
prices  they  had  never  agreed  to— or  de- 
tailing equipment  they  had  never  or- 


dered. Worse,  the  mistakes  took  months 
to  sort  out,  prompting  some  longtime 
customers  to  defect.  The  so-called  docu- 
ment company  had  failed  miserably  at  its 
own  documentation. 

Five  years  later,  Xerox  can  see  the 
bright  side  of  that  fiasco.  After  struggling 
to  fix  the  problem  itself,  it  hired  General 
Electric  Capital  to  handle  its  billing.  GE 
brought  more  than  order  to  the  process: 
It  showed  Xerox  a  whole  new  way  to  di- 
agnose and  fix  its  problems.  If  the  com- 
pany could  omit  steps  from  its  design, 
manufacturing,  and  servicing  processes, 
as  well  as  fine-tune  those  that  remained, 
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CEO  Anne 
Mulcahy 
has  made 
Xerox5  new 
programa 
top  priority 


it  would  be  able  to  deliver 
better  printers  and  copiers 
to  customers  far  faster  and 
at  lower  cost.  "GEmade 
progress  with  [our  opera- 
tions] much  more  quickly 
than  we  could,"  says  Ursula 
M.  Burns,  president  of  Xe- 
rox Business  Group  Opera- 
tions. Today,  GE  continues 
to  handle  Xerox5  billing. 

What  did  GE  have  that 
Xerox  didn't?  For  one, 
years  of  experience  in  applying  Six  Sigma, 
the  data-driven  technique  for  eliminating 
defects  in  any  business  process.  But  GE 
had  moved  beyond  Six  Sigma  to  apply  so- 
called  lean  manufacturing  tools  made  fa- 
mous by  Toyota  Motor  Corp.  in  the 
1980s.  The  combination— known  as  Lean 
Six  Sigma— has  taken  root  across  Corpo- 
rate America  in  the  past  two  years.  Com- 
panies are  using  the  techniques  to  ana- 
lyze and  improve  tasks  ranging  from 
simple  processes  such  as  customer  credit 
checks  to  complex  product-design  chal- 
lenges. "Companies  are  starting  to  realize 
this  is  becoming  a  very  competitive 
weapon,"  says  Deborah  Nightingale,  en- 
gineering systems  director  of  Massachu- 
setts Institute  of  Technology's  lean  aero- 
space initiative. 

Xerox  kicked  into  high  gear  in  late 
2002  with  training  for  top  execs,  includ- 
ing CEO  Anne  M.  Mulcahy,  who  has 
spearheaded  the  effort.  The  company  has 
since  launched  about  250  projects,  both 
for  itself  and  its  customers.  "We've  gone  at 
it  with  a  vengeance,"  says  Mulcahy.  And 
the  results  are  already  rolling  in:  Xerox 
claims  a  $6  million  return  in  2003  on  a 
$14  million  investment  in  Lean  Six  Sigma. 
It  expects  an  even  bigger  payoff  this  year. 

KARATE  BELTS 

EVERY  MILLION  counts.  Facing  a  down- 
turn in  office-equipment  outlays,  tougher 
rivals,  an  accounting  scandal,  and  man- 
agement turnover,  Xerox  saw  sales  drop  to 
$157  billion  in  2003.  That  was  down  1% 
from  the  year  before  and  20%  off  its  peak 
of  $19.4  billion  in  1998.  Profits,  though, 
are  on  the  rise.  Net  income  was  $366  mil- 
lion in  2003,  up  nearly  50%  over  the  year 
earlier.  "They  seem  to  have  turned  the  cor- 
ner," says  Richard  Stice,  an  equity  analyst 
at  Standard  &  Poors  (like  BusinessWeek,  a 
division  of  The  McGraw-Hill  Companies). 
One  of  the  strengths  of  Lean  Six  Sigma 
is  that  it  blankets  the  company.  Previous 
quality  initiatives  may  have  addressed  a 
particular  factory  operation  or  only  a  part 
of  it.  The  point  is  not  to  automate  compli- 
cated processes,  but  to  "lean  out"  existing 
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processes  by  removing  un- 
necessary steps  and  then  fix 
those  that  remain. 

Sounds  easy,  but  Mulcahy 
admits  it  can  be  a  slog.  Learn- 
ing the  dozens  of  analytical 
methods  involved  in  Lean  Six 
Sigma  takes  weeks  of  train- 
ing. Figuring  out  what  steps 
to  trim  or  replace  chews  up 
time,  too.  But  the  hardest 
task  is  getting  employees  to 
accept  that  how  they've  al- 
ways done  things  may  not  be  the  best  way. 
"A  lot  of  the  work  is  soft,  not  hard,"  says 
Burns.  But  consultants  say  Xerox  is  suc- 
ceeding because  the  CEO  has  made  the 


Lean  Returns 

A  rigorous  statistics-based 
method  known  as  Lean  Six  Sigma 
enabled  Xerox  to  find  and  fix 
myriad  quality  problems, 
reducing  operating  costs  for 
Xerox  and  its  customers.  Here  are 
some  examples: 

TONER  LOSSES  A  recent  switch  to  a  new 
manufacturing  technique  resulted  in  the 
loss  of  about  10%  of  toner  during 
production.  Pinpointing  and  replacing 
flawed  parts  led  to  higher  yields,  saving 
$240,000. 

TONGUES  TIED  Software  for  translating 
technical  manuals  into  foreign 
languages  couldn't  cope  with  some  of 
the  engineering  jargon.  Spotting  and 
eradicating  problem  phrases  led  to 
faster  translations,  fewer  errors,  and 
savings  of  up  to  $1  million. 

LESS  IS  MORE  Xerox  saved  Bank  of 
America  $800,000  by  consolidating  its 
document  centers— where  things  such 
as  training  manuals  for  tellers  are 
printed— from  13  centers  to  4  and  by 
halving  the  time  to  complete  a  job. 


RAISING  THE 
TONER  New 

ways  to  bond 
chemicals 
onto  paper 


program  a  priority.  The  head  of  the  effor 
reports  direcdy  to  Mulcahy,  who  herself  i  I 
training  to  reach  the  yellow-belt  level  i  j 
the  karate-like  Lean  Six  Sigma  regimen.  I 
One  of  the  "soft"  challenges  is  tearinj 
down  walls  to  get  different  divisions  t< 
work  together.  This  is  never  easy  in  a  com 
plex,  big  organization.  Yet  at  Xerox,  team 
from  supply,  manufacturing,  and  researc 
and  development  pulled  it  off  to  resolve 
problem  with  a  $500,000  printing  pres 
introduced  last  year.  Customers  quickl 
found  that  the  fuser  roll  (which  uses  hea 
and  pressure  to  bond  toner  to  paper)  wa 
wearing  out  sooner  than  expected.  Th 
Xerox  team  used  Lean  Six  Sigma  tools  t< 
zero  in  on  the  cause  in  just  one  month 
The  oil  on  the  roller  wa 
fouling  up  the  works 
"Not  only  had  the  chem 
ical  structure  of  the  oi 
changed,  but  we  didn' 
have  enough  of  the  oi 
that  did  work  well,"  say 
John  R.  Laing,  senior  vice-president  fo 
Xerox5  supplies-delivery  unit.  The  tean 
worked  with  the  oilmaker,  which  changec 
the  chemistry,  saving  Xerox  $2  millior 
and  keeping  its  customers  happy. 

Ultimately,  Xerox'  efforts  are  focused  or 
getting  new  products  to  customers  faster 
which  has  meant  taking  steps  out  of  the 
design  process.  Typically,  a  high-end 
$200,000  machine  that  can  print  10( 
pages  a  minute  takes  three  to  five  cycles  o 
design,  building,  and  testing  before  i 
reaches  the  customer.  Taking  just  one  o 
those  cycles  out  of  the  process  can  shave 
up  to  a  year  off  the  time  to  market.  Foi 
its  new  DocuTech  print-on-demand  ma 
chines  launched  in  January,  for  example 
Xerox  used  software  to  simulate  an  earh 
design  stage,  saving  the  time  and  expense 
of  building  a  prototype. 

These  days,  Xerox  has  gotten  so  good  a 
applying  Lean  Six  Sigma  that,  like  GE  be 
fore,  if  s  helping  out  its  customers.  In  one 
case,  the  mail  volume  at  a  customer's  doc 
ument-management  unit  had  grown  oui 
of  control.  Xerox  moved  in,  streamlinec 
the  mailroom— with  changes  as  simple  as 
removing  furniture— to  use  half  the 
amount  of  space,  and  saved  the  companv 
$180,000  in  the  process.  From  failing  tc 
fix  its  own  operations  to  improving  those; 
of  others  is  a  big  leap.  Says  Laing:  "We've 
moved  from  being  consciously  incompe 
tent  to  consciously  competent"  Now 
Mulcahy  is  pushing  Xerox  to  become  un- 
consciously competent— the  point  when 
the  tools  are  so  ingrained  that  no  one  ever 
thinks  about  them  anymore.  ■ 

-By  Faith  Arner  in  Rochester,  N.  Y. 
with  Adam  Aston  in  New  York 
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The  Lure  of  Luxury 
ForMBAs 

Despite  low  pay,  more  B-school  students 
see  glamour  in  jobs  at  the  likes  of  LVMH 


IF  ADAM  BECKERMAN  GETS  HIS 
dream  job  when  he  graduates  from 
Columbia  Business  School  next 
month,  he'll  face  long  hours,  an  un- 
certain career  trajectory,  and  a  sub- 
stantial pay  cut  from  his  $100,000- 
plus  pre-MBA  consulting  salary.  As 
an  executive  for  Hermes,  Chanel,  or  the 
holy  grail  of  LVMH  Moet  Hennessy  Louis 
Vuitton,  he  can  anticipate  a  starting  an- 
nual salary  of  roughly  $50,000— a  frac- 
tion of  his  Columbia  peers'  $135,000  av- 
erage starting  salary  package.  Clearly, 
money  is  not  his  sole  object.  "I  want  a 
multicultural  environment,  travel,  and 
projects  spanning  the  globe,"  he  says. 

That's  brave  talk  from  someone 
spending  $35,000  a  year  on  MBA  tu- 
ition. But  Beckerman  is  part  of  a  grow- 
ing cohort  of  B-school  students  who 


think  the  luxury  sector  is  worth  the  mea- 
ger pay  and  grueling  hours.  At  a  dozen 
or  so  B-schools,  from  Duke  University's 
Fuqua  School  of  Business  to  Columbia 
and  Harvard,  students  are  trying  to 
change  the  way  B-schools  and  the  glam- 
orous retail  sector  perceive  each  other. 
They're  starting  luxury-goods  clubs, 
hoping  to  win  industry  re- 
spect. And  professors  are 
tailoring  classes  to  incorpo- 
rate luxury  lessons,  bring- 
ing in  big-name  execs, 
from  Calvin  Klein  to 
Tiffany  &  Co.  Vice-Chair- 
man James  E.  Quinn,  to 
round  out  their  lectures. 

MBAs  are  following  one 
of  retail's  hottest  trends. 
Luxury-goods  profits  grew 


FEW  RECRUITERS 

Columbia 
B-school's 
luxury-goods 
group  focuses 
on  landing  job 
interviews  for 
its  70  members 


20%  in  2003,  in  part 
because  upper-income 
spenders  got  the 
biggest  boost  from  the 
U.S.  recovery  and  fed- 
eral tax  cuts,  says  J.P 
Morgan  Chase  &  Co. 
analyst  Melanie  Flou- 
quet.  MBAs  are  also 
tapping  into  a  growing  market  bifurca- 
tion in  which  deeply  discounted  and 
ultrahigh-priced  items  flourish  while 
mid-priced  products  tend  to  languish. 
"They're  aware  of  the  polarized  nature  of 
consumer  goods,"  says  Robert  Chavez, 
president  and  CEO  of  Hermes  USA. 

JUST  A  MARKETING  NICHE? 

AT  COLUMBIA,  STUDENTS  are  flocking 
to  Professor  Alan  Kane's  popular  Retail- 
ing Leadership  class,  where  he  lectures 
about  such  case  studies  as  the  Ferragamo 
family's  evolution  from  provincial  small- 
town shoemaker  at  the  turn  of  the  centu- 
ry to  leather-goods  empire  at  the  end  of 
it.  The  school's  luxury-goods  club,  which 
focuses  on  landing  job  interviews,  has  re- 
cruited 70  members.  So  far,  a  few  Class  of 
2004  grads  are  heading  to  Tiffany  and 
LVMH.  The  luxury-goods  focus  group  at 
Duke's  Fuqua  hopes  to  persuade  admin- 
istrators to  set  up  a  luxury  elective  next 
fall.  But  at  other  schools,  such  as  North- 
western's  Kellogg  School  of  Manage- 
ment, luxury  isn't  seen  as  a  separate  field 
so  much  as  simply  one  type  of  niche  mar- 
keting. "It's  a  mixture  of  commerce  and 
art  that's  intuitive  and  very  hard  to  get 
right,"  says  Kellogg  associate  professor 
Timothy  Calkins. 

Indeed,  upscale  retail  relies  less  on 
MBA-style  analysis  and  theory  and  more 
on  creativity,  street  savvy,  and  consumers' 
status  cravings.  Few  luxury  executives 
have  MBAs  themselves,  and  there's  no 
formal  recruiting  season  of  the  kind 
MBAs  have  come  to  expect. 

How  many  MBAs  do  luxury  companies 
need,  anyway?  "We  want  people  who  have 
competencies  in  two  different  things,  not 
people  with  an  undergrad  degree  in  busi- 
ness and  an  MBA,"  says  Concetta  Lanci- 
aux,  adviser  to  the  chair- 
man at  LVMH.  Another 
concern:  MBAs  will  fare 
best  if  they  check  any  fan- 
tasies at  the  door.  While 
they  may  gain  proximity 
to  $1,000  handbags  and 
$10,000  suits,  they  may 
not  be  able  to  afford  them 
anytime  soon.  ■ 

-By  Kate  Hazelwood 
in  New  York 
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AL  INSURANCE 


A  sound  insurance  program  should  be  the  foundation 
of  any  personal  finance  plan — yet  too  many 
Americans  ignore  this  aspect  of  their  fives, 
according  to  industry  experts.  For  those  who  have 
other  people  dependent  on  their  incomes,  this  has 
particularly  important  ramifications.  In  case  one  or  both  bread- 
winners die,  life  insurance  is  designed  to  provide  for  survivors, 
assuring  them  a  safety  net  in  the  form  of  a  guaranteed  stream  of 
income.  This  is  a  vital  component  of  financial  planning  for  cou- 
ples or  single  parents  with  young  children,  yet  most  U.S.  house- 
holds have  inadequate  life  insurance  coverage.  According  to 
Northwestern  Mutual,  the  most  underinsured  groups  are  those 
with  the  largest  needs — married  parents  on  average  own  just  20% 
of  the  recommended  coverage  and  single  parents  have  only  16%. 
Moreover,  the  average  i  mmended  amount  of  insurance  is 
$459,000,  while  the  svei  ijnt  owned  is  just  $126,000 

KEY  COMPONENT  OF  FIN,  PLANNING 

Why  are  people  so  underinsuic  when  it  comes  to  life  ii  ur- 
ance?  Richard  L  Hall,  senior  vice  president  tf  N  irthwestem  ]\  u- 
al,  offers  this  explanation:  "My  own  belief  is  th  Iking  about  life 
insurance  in  any  way,  shape  or  form  is  very  diffic  Ut  for  people, 
because  it  addresses  our  own  morbidity  and  mortality." 

Nonetheless,  it's  a  key  component  of  risk  i  i  lection.  MetLife, 
a  leading  provider  of  insurance  and  other  finan<  ial  services  to  indi- 
vidual and  institutional  customers,  is  working  wii  h  a  concept  called 
"human  life  value"  that  takes  into  account  the  total  losses  that 


ensue  upon  the  death  of  an  individual,  which  could  be  many  times 
more  than  the  traditional,  standard  calculations  used  by  life  insur- 
ers. After  9/11,  for  example,  many  people  determined  that  they 
needed  18  or  20  times  the  level  of  their  current  income  as  a  pay- 
out. Such  coverage  can  be  affordable,  too,  emphasized  Joe  Jor- 
dan, Senior  Vice  President  of  Individual  Business  Product  Man- 
agement and  Marketing  at  MetLife.  A  very  healthy,  35-year  old 
male  earning  $150,000  per  year,  for  example,  could  obtain  $3  mil- 
lion in  term  insurance  coverage  for  his  family  upon  his  death  by 
simply  paying  as  little  as  $70  a  month  over  a  10-year  period  "This 
is  a  different  mindset  from  the  traditional  way  of  thinking  about 
life  insurance,"  said  Jordan.  "In  this  case,  the  most  valuable  asset 
you  own  is  you — your  human  life." 

Jordan  also  predicted  that,  with  the  aging  of  the  Baby 
Boomers  and  the  decline  of  defined  benefit  plans,  more  and  more 
people  will  set  up  annuities  during  the  next  decade.  Annuities — 
sold  by  insurance  companies — can  also  serve  as  an  important  com- 
ponent of  personal  financial  planning.  Annuity  contracts  provide 
periodic  payments  for  an  agreed-upon  time  span — from  a  fixed 
period  such  as  10  years,  up  to  a  lifetime — in  exchange  for  a  sin- 
gle lump-sum  premium  or  a  series  of  premium  payments. 

With  the  decline  of  defined  benefit  pensions  by  employers,  annu- 
ities can  fill  a  vital  gap  in  individual  retirement  planning. 
According  Frank  Keating,  President  &  CEO  of  the  American  Coun- 
cil of  Life  Insurers  (www.acli.com),  a  Washington,  D.C.-based  trade 
group,  "Middle  income  consumers  are  creating  their  own  pensions 
with  annuities.  And  the  guarantee  of  regular  retirement  income 
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Aetna's  Range  of  Businesses 


Think  we  play 
only  one  note? 

Get  ready  for  a 
whole  symphony. 

You  know  Aetna  as  a  leader  in  health 
insurance.  But  Aetna  also  offers  a  full 
range  of  other  products  including 
Dental,  Pharmacy,  Disability,  Long-Term 
Care,  and  Group  Life,  each  of  which 
provides  the  high  level  of  quality  and 
service  you  demand.  And  whether 
taken  individually  or  as  a  complete 
package,  they  allow  us  to  enhance  your 
coverage.  Aetna  harnesses  the  power 
of  information  to  help  you  and  your 
employees  make  better,  more  informed 
decisions.  That  helps  you  control  costs, 
and  keep  your  employees  healthy  and 
productive.  If  this  strikes  a  chord  with 
you,  it's  easy  to  find  out  more.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 
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drives  up  consumers'  satisfaction  level  with  the  product"  The 
ACLI  recently  surveyed  460  immediate  annuity  owners;  immedi- 
ate annuities  pay  out  a  guaranteed  stream  of  income  for  a  lifetime 
or  a  fixed  number  of  years.  Of  the  respondents,  22%  rated  it  as  one 
of  the  best  financial  decisions  they  ever  made,  while  60%  view  it 
as  a  good  financial  decision. 

INTEGRATING  A  WIDE  SPECTRUM  OF  BENEFITS 

Having  adequate  health  insurance — in  an  era  of  spiraling  med- 
ical costs — ranks  as  one  of  the  top  concerns  of  American  work- 
ers. "If  you're  young  and  healthy,  you'll  find  pretty  affordable  cov- 
erage, so  you  should  think  about  higher-deductible  plans," 
commented  Alwyn  Cassil,  Senior  Public  Affairs  Manager  of  the 
Center  for  Studying  Health  System  Change,  a  Washington,  D.C.- 
based  think-tank.  "But  if  you're  older  or  have  health  problems, 
you'll  be  facing  higher  premiums  or  exclusions." 

Those  who  work  for  companies  that 
offer  health  coverage  need  to  sit  down  and 
go  through  the  paperwork  during  open 
enrollment,  advised  Cassil.  "Understand 
how  your  coverage  works  before  you  need 
it,"  she  said  Nowadays,  many  employers 
offer  "flexible  spending  accounts,"  so 
employees  can  put  aside  money  for  med- 
ical expenses  in  a  given  year — often,  up  to 
$3,000  to  $5,000.  "You  can  use  it  for  your 
deductibles,  co-payments  and  most  ser- 
vices not  covered  by  insurance,  such  as 
routine  vision  care  and  eyeglasses," 
explained  CassiL  Any  money  left  at  the  end 
of  the  year  is  forfeited,  however. 

To  improve  employee  wellness  and  pro- 
ductivity, Aetna  offers  a  cutting-edge 
approach  to  coordinating  and  delivering  the 
whole  range  of  medical,  disability,  behav- 
ioral health  and  pharmacy  benefits.  Aetna's 
Integrated  Health  and  Disability  program 
integrates  all  this  data  for  each  member,  while  identifying  and 
reaching  out  to  those  at  risk  of  suffering  adverse  health  and  dis- 
ability events.  In  addition,  the  program  streamlines  processes  for 
physicians  and  Aetna  members. 

Loss  of  productivity  due  to  a  disability  is  a  significant  concern 
for  American  employers.  According  to  the  National  Center  for 
Health  Statistics,  companies  lost  approximately  674  million  work- 
days in  2001  due  to  employee  illness  and  injury.  Furthermore,  a 
study  by  Mercer  Human  Resource  Consulting  found  that  com- 
panies spent  15%  of  payroll  on  employee  absence  in  2002. 

"When  it  comes  to  improving  someone's  chances  of  return- 
ing to  work  sooner  or  avoiding  disability  altogether,  timing  is 
everything.  Waiting  until  someone  is  sick  enough  to  apply  for 
disability  benefits  results  in  a  significant  lost  opportunity,"  said 
Dong  Ann,  head  of  Aetna  Group  Insurance.  "By  combining  Aetna's 
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competencies  in  medical,  behavioral  health,  pharmacy  and  dis- 
ability management,  we  integrate  a  wealth  of  information  that 
paints  a  more  complete  picture  of  an  individual's  health  status. 
As  a  result,  we  can  work  with  the  member's  physician  prior  to 
the  occurrence  of  a  disability." 

Aetna  is  one  of  the  nation's  leading  providers  of  health  care,  den- 
tal, pharmacy,  and  group  life  plans. 

HOW  TO  CHOOSE  THE  RIGHT  INSURANCE  COVERAGE 

Individuals  need  to  examine  their  insurance  coverage  on  an 
annual  basis,  to  assess  whether  they  have  sufficient  coverage  as 
well  as  the  right  type  of  coverage.  They  should  also  reassess  their 
insurance  needs  after  any  major  life  event,  such  as  marriage,  birth 
of  a  child,  purchase  of  a  home  or  inheritance. 

Industry  experts  advise  people  to  go  online  and  research  vari- 
ous insurance  products  and  services  first,  before  contacting  an 
insurance  agent  or  broker.  When  buying  personal  lines  of  insur- 
ance, individuals  can  either  choose  to  make  their  purchase  through 
an  independent  agent  or  broker,  who  is  authorized  to  sell  the  poli- 
cies of  many  firms,  or  a  "captive"  agent,  who  works  for  just  one 
firm;  still  other  individuals  choose  to  buy  their  policies  directly, 
without  any  agent  involved-but  to  succeed,  this  approach 
requires  a  high  level  of  knowledge  on  the  part  of  the  consumer. 
Those  who  would  like  more  information  about  choosing  an  inde- 
pendent agent  can  visit  two  websites  sponsored  by  the  industry's 
trade  association,  the  Independent  Insurance  Agents  &  Brokers  of 
America  (HABA).  They  are:  www.independentagent.com  and 
www.trustedchoice.com. 

Currently,  36%  of  personal  lines  of  insurance  are  sold  through 
independent  agents;  55%  through  captive  ones;  and  8.5%  through 
direct  response,  according  to  Madelyn  Flannagan,  Vice  President 
of  Education  and  Research  at  IIABA 

TRENDS  IN  THE  INDUSTRY 

A  lot  of  people  are  severely  underinsured  when  it  comes  to  their 
homeowners'  policy,  pointed  out  Rick  Edelman,  financial  advisor. 
He  is  also  a  best-selling  personal  finance  author  and  chairman  of 
Edelman  Financial  Services.  Home  values — particularly  in  cer- 
tain parts  of  the  country — have  risen  dramatically  in  the  past  five 
years,  yet  most  people  have  not  updated  their  policies  to  keep 
them  current  Plus,  any  valuables  that  a  person  has  acquired — 
such  as  furs  and  jewelry — need  to  be  appraised  and  added  to  the 
homeowner's  policy. 

In  summary,  "insurance  is  a  fundamental  element  of  financial 
planning,"  concluded  Edelman,  "and  should  be  assessed  within 
the  context  of  an  individual's  comprehensive  financial  plan."  ■ 
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Everyone  smile  and  say  "fully  vested." 


CREATE  YOUR  OWN  PENSION  PLAN  It's  a  good  feeling,  knowing  where 
you're  going.  It's  an  even  better  feeling  being  in  control  of  how  and  when  you  get  there.  Your 
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Alexander  Hamilton, 
Economic  Prophet 

A  new  book  details  how  he  laid  the  foundations  for  the  U.S.  capitalist  system 


THE  AMERICAN  REVOLUTION  AND  ITS  AF- 
termath  coincided  with  two  great  transfor- 
mations in  the  late  18th  century.  The  political 
sphere  witnessed  a  repudiation  of  royal  rule, 
fired  by  a  new  respect  for  individual  freedom, 
majority  rule,  and  limited  government  As  au- 
thor of  51  of  the  85  essays  in  The  Federalist 
Papers,  the  classic  gloss  on  the  Constitution, 
Alexander  Hamilton  made  many  distinguished  contributions  in 
the  political  realm— but  so  did  Benjamin  Franklin,  John  Adams, 
Thomas  Jefferson,  and  James  Madison.  In  contrast,  when  it 
came  to  the  parallel  economic  upheavals  of  the  period— the  in- 
dustrial revolution,  the  expansion  of  global  trade,  the  growth  of 
banks  and  stock  exchanges— Hamilton  was  an  American 
prophet  without  peer.  No  other  founding  father 
straddled  both  of  these  revolutions,  and  therein 
lay  Hamilton's  novelty  and  greatness.  He  was  the 
messenger  of  America's  economic  future,  setting 
forth  a  vision  of  an  urban  manufacturing  society 
that  some  found  enthralling,  others  unsettling, 
but  that  ultimately  prevailed.  He  stood  squarely 
on  the  modern  side  of  a  historical  divide  that 
separates  him  from  the  other  founders,  making 
him  uniquely  our  spiritual  kin. 

Hamilton's  life  was  the  most  dramatic  and  im- 
probable among  the  founders,  a  tempestuous 
saga  that  would  have  defied  the  pen  of  the  most 
gifted  novelist  While  other  founders  grew  up  on 
Virginia  plantations  or  in  neat  New  England  vil- 
lages, Hamilton  emerged  fiom  lowly,  obscure  be- 
ginnings in  the  Caribbean.  An  illegitimate  child  born  on  the 
British  island  of  Nevis,  he  spent  his  adolescence  on  St.  Croix, 
then  under  Danish  rule.  By  the  time  he  was  13,  his  feckless 
Scottish  father  had  deserted  the  family,  and  his  mother  had  died 
of  tropical  fever.  To  survive,  Hamilton  toiled  as  a  clerk  in  a  trad- 
ing house  that  imported  both  slaves  and  supplies  for  local  sug- 
ar plantations,  an  experience  that  made  him  a  lifelong  aboli- 
tionist Chafing  at  his  abject  station  in  life,  the  teenage  clerk 
mastered  the  rudiments  of  business  and  later  described  this  pe- 
riod as  the  most  useful  part  of  his  education.  He  had  to  mind 
money,  chart  courses  for  ships,  keep  track  of  freight,  and  com- 
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pute  prices  in  an  exotic  blend  of  currencies.  So  prodigious  werj 
the  talents  of  this  slim,  handsome  youth  with  blue  eyes  and  I 
fair  complexion  that  local  merchants  raised  a  subscription  fund 
to  educate  him  in  North  America.  As  a  student  at  King's  CollegJ 
Qater  Columbia)  in  the  early  days  of  the  American  Revolution] 
he  made  rabble-rousing  speeches,  blasted  the  British  in  poleml 
ical  essays,  and  wound  up,  amazingly,  as  George  Washington'  \ 
top  aide  for  four  years  during  the  Revolution.  The  spectaculaj 
climb  of  this  wunderkind  culminated  in  his  appointment  as  thd 
first  Treasury  Secretary. 

Over  the  past  two  centuries,  Hamilton's  reputation  haJ 
waxed  and  waned  as  America  has  glorified  or  debunked  busi 
nessmen.  Historian  Gordon  S.  Wood  has  written:  "Although 
late-19th-century  Americans  honored  Hamilton  as  the  creatoi 
of  American  capitalism,  that  honor  became  a  ha 
bility  through  much  of  the  20th  century."  All  tin 
conflicting  emotions  stirred  up  by  capitalism— it 
bountiful  efficiency,  its  often  stark  inequalities- 
adhered  to  Hamilton's  controversial  reputation 
As  chief  agent  of  a  market  economy,  he  had  tc 
spur  acquisitive  impulses  and  accept  self-interes 
as  the  mainspring  of  economic  action.  At  th< 
same  time,  he  was  never  a  mindless  busines; 
booster  and  knew  that  the  desire  for  profit  coulc 
shade  over  into  noxious  greed. 

Hamilton  didn't  create  America's  markei 
economy  so  much  as  foster  the  cultural  and  lega 
setting  in  which  it  flourished.  A  capitalist  econo- 
my requires  certain  preconditions  to  take  root.  Ii 
must  establish  a  rule  of  law  through  enforceable 
contracts,  respect  private  property,  create  a  trustworthy  judii 
ciary  to  arbitrate  legal  disputes,  and  offer  patent  protections  to 
promote  invention.  The  abysmal  failure  of  the  Articles  of  Con- 
federation to  provide  this  stable  business  climate  was  one  ol 
Hamilton's  main  incentives  for  espousing  a  new  Constitution 
Alexander  Hamilton  meshed  perfectly  with  his  historica 
moment,  for  George  Washington's  first  term  as  President  was 
devoted  largely  to  the  economic  matters  in  which  Hamilton  ex- 
celled. As  Woodrow  Wilson  justly  observed:  "We  think  of  Mr. 
Hamilton  rather  than  of  President  Washington  when  we  look 
back  to  the  policy  of  the  first  administration.''  Hamilton  had  a 
fund  of  information  and  skills  that  nobody  else  could  match. 
Because  many  financial  matters  were  new  to  America,  politi- 
cians could  "propose  the  worst  of  measures  with  the  best  of  in- 
tentions,'' as  Massachusetts  Congressman  Fisher  Ames  ob- 
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served  at  the  time.  Among  the  well-inten- 
tioned men  who  were  woefully  backward  in 
finance,  if  forward-looking  in  politics,  were 
Hamilton's  three  most  savage  critics  of  the 
1790s:  Jefferson,  Madison,  and  Adams. 
These  founders  adhered  to  a  static,  archaic 
worldview  that  scorned  banks,  credit,  and 
stock  markets.  From  this  perspective,  Hamil- 
ton was  the  progressive  figure  of  the  era,  and 
his  critics  the  conservatives. 

The  new  Treasury  Dept.  was  many  times 
larger  than  the  rest  of  the  executive  branch 
combined,  so  that  Hamilton  acted  as  de  fac- 
to prime  minister  of  the  first  administration 
in  1789.  Because  most  revenues  came  from 
import  duties,  he  had  to  fashion  a  customs 
service  and  build  buoys,  beacons,  and  lighthouses.  He  had  to 
construct  a  fleet  of  ships  to  intercept  smugglers— the  incep- 
tion of  the  Coast  Guard.  Repeatedly,  Hamilton  forged  the  es- 
sential building  blocks  of  government,  devising  our  first  tax 
and  budget  systems,  our  first  central  bank,  and  our  first  mon- 
etary system  in  a  tour  de  force  of  statecraft.  If  George  Wash- 
ington was  the  father  of  the  country  and  James  Madison  of  the 
Constitution,  then  Alexander  Hamilton  was  surely  the  father 
of  the  federal  government. 


'HE  KNOWS  EVERYTHING' 

AFTER  BEING  SWORN  IN  AS  FIRST  PRESIDENT  IN 
April,  1789,  Washington  knew  that  the  choice  of 
Treasury  Secretary  would  be  his  most  far-reaching 
appointment.  The  country  was  virtually  bankrupt, 
staggering  under  $54  million  in  national  debt, 
coupled  with  $25  million  in  state  debt.  This  burden  threat- 
ened to  sink  the  new  republican  government,  indeed  the 
whole  democratic  experiment.  Creditors  doubted  the 
prospects  of  the  fledgling  government,  and  much  of  the  out- 
standing debt,  which  had  ceased  to  pay  principal  or  interest, 
traded  for  as  little  as  15<t  on  the  dollar.  Curiously,  Washington 
knew  little  about  Hamilton's  financial  acumen  despite  their 
wartime  work.  When  Robert  Morris,  the  Philadelphia  finan- 
cier, recommended  Hamilton  for  the  Treasury  job,  the  new 
President  seemed  taken  aback.  "I  always  knew  Colonel  Hamil- 
ton to  be  a  man  of  superior  talents,"  he  commented,  "but  nev- 
er supposed  that  he  had  any  knowledge  of  finance."  "He 
knows  everything,  sir,"  Morris  replied.  "To  a  mind  like  his, 
nothing  comes  amiss." 

For  years,  detailed  financial  plans  had  germinated  in  Hamil- 
ton's fertile  mind,  as  if  he  were  rehearsing  for  the  Treasury  job. 
Even  during  the  Revolution,  he  had  lugged  about  two  huge,  fo- 
lio-sized volumes  entitled  Universal  Dictionary  of  Trade  and 
Commerce,  written  by  political  economist  Malachy  Postlethwayt. 
In  the  empty  pages  of  a  military  pay  book,  Hamilton  had  made 
extensive  notes  on  foreign  exchange,  population  growth,  even 
European  rivers.  Like  other  autodidacts  of  his  time,  Hamilton 
aspired  to  universal  knowledge.  So  when  Washington  offered 
him  the  Treasury  post,  Hamilton  felt  equal  to  the  task. 

The  official  announcement  was  deferred  until  Washington 
signed  the  bill  creating  the  Treasury  Dept.  on  Sept.  2, 1789.  On 
Sept.  11,  Hamilton,  34,  was  officially  nominated  for  the  post  and 
confirmed  by  the  Senate  the  same  day.  He  hit  the  ground  run- 
ning: The  veiy  next  day,  he  arranged  a  $50,000  government 
loan  from  the  Bank  of  New  York,  which  Hamilton  himself  had 
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co-founded  five  years  earlier.  And  the  day  af- 
ter that,  a  Sunday,  he  worked  all  day  at  the 
Treasury's  new  office  on  Broadway  just 
south  of  Trinity  Church  and  dashed  off  a  plea 
to  the  Bank  of  North  America  in  Philadel 
phia,  soliciting  another  $50,000  loan. 

From  the  beginning,  Hamilton  faced  re- 1 
lentless  pressure,  as  wary  creditors  waited  to 
see  if  he  could  miraculously  resurrect  Amer- 
ican credit.  And  Congress  was  no  less  impa- 
tient. Only  10  days  after  Hamilton  was  con- 
firmed, the  House  of  Representatives  asked 
him  to  prepare  a  comprehensive  report  on 
public  credit,  giving  him  a  scant  110  days  to 
comply.  With  the  wind  at  his  back,  Hamilton 
took  a  giant,  running  leap  in  staking  out  his 
claim  to  leadership  in  Washington's  administration.  Had  he 
stuck  to  dry  financial  matters,  his  celebrated  Report  on  Public 
Credit— the  first  of  four  magisterial  state  papers  that  also  cov- 
ered a  central  bank,  a  mint,  and  manufactures— wouldn't  have 
attained  such  historic  renown.  Instead,  he  presented  a  detailed 
blueprint  of  the  government's  fiscal  machinery,  wrapped  in  a 
broad  political  vision. 

While  other  members  of  the  revolutionary  generation 
dreamed  of  an  American  Eden,  Hamilton  ransacked  European 
history  for  ideas.  He  had  inordinate  admiration  for  Jacques 
Necker,  the  French  finance  minister,  who  had  argued  that  gov- 
ernment borrowing  could  strengthen  military  prowess.  But  it 
was  England  that  shone  as  his  true  lodestar.  Starting  in  the 
1690s,  Britain  had  set  up  the  Bank  of  England,  enacted  an  ex- 
cise tax  on  distilled  spirits,  and  funded  its  public  debt— that  is, 
pledged  specific  revenues  to  ensure  repayment.  During  the  18th 
century,  Britain  had  vastly  expanded  that  debt.  Far  from  weak- 
ening the  country,  a  well-managed  debt  had  enabled  it  to  build 
up  the  Royal  Navy,  prosecute  wars  around  the  world,  and  main- 
tain a  global  commercial  empire.  At  the  same  time,  government 
bonds  galvanized  the  economy,  as  creditors  used  them  as  col- 
lateral for  loans.  Although  he  imitated  British  methods, 
Hamilton  wanted  to  promote  American  prosperity  and  self-suf- 
ficiency, making  the  country  less  reliant  on  British  capital. 

From  his  Reports  opening  pages,  Hamilton  reminded  read- 
ers that  America's  massive  debt  was  the  "price  of  liberty"  in- 
herited from  the  Revolution,  which  had  been  largely  financed 
by  borrowing.  He  argued  that  governments  had  to  honor  their 
debts  because  contracts  formed  the  basis  of  public  and  private 
morality.  If  ably  managed,  the  debt  would  not  only  permit 
America  to  borrow  at  affordable  interest  rates  but  also  act  as  a 
tonic  to  the  economy.  The  secret  was  to  fund  it  properly  by  set- 
ting aside  revenues  at  regular  intervals  to  service  interest  and 
pay  down  principal. 

How  exactly  the  debt  should  be  handled  was  an  inflamma- 
tory issue.  During  the  Revolution,  many  affluent  citizens  had 
invested  in  government  paper,  and  many  veterans  had  been 
paid  with  IOUs  that  plummeted  in  price  after  they  were  demo- 
bilized. In  many  cases,  these  upright  patriots,  either  needing 
cash  or  convinced  they  would  never  be  repaid,  had  sold  their 
certificates  to  speculators  for  a  pittance.  Under  the  stimulus  of 
his  funding  scheme,  with  government  repayment  guaranteed 
(albeit  at  lower  interest  rates),  Hamilton  expected  these  bonds 
to  soar  from  depressed  levels  and  regain  their  full  face  value. 

This  pleasing  prospect,  however,  presented  a  political 
quandary.  If  the  bonds  appreciated,  should  speculators  pocket 
the  windfall?  Or  should  the  money  go  to  the  original  holders- 
many  of  them  brave  soldiers— who  had  sold  their  depreciated 
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government  paper  years  earlier?  Hamilton  knew  the  answer  to 
this  riddle  would  define  the  future  character  of  American  capi- 
tal markets.  Doubdess  taking  a  deep  breath,  he  wrote  that  "af- 
ter the  most  mature  reflection"  about  whether  to  reward  origi- 
nal holders,  he  had  decided  against  this  approach  as  "ruinous 
to  public  credit."  Among  other  things,  such  "discrimination"  in 
favor  of  former  debt  holders  was  simply  unworkable.  The  gov- 
ernment would  have  to  track  them  down,  ascertain  their  sale 
prices,  and  trace  all  intermediate  investors  who  had  held  the 
debt  before  it  was  bought  by  current  owners— an  administra- 
tive nightmare,  only  made  worse  by  missing  paperwork. 

In  taking  this  stand  against  "discrimination,"  Hamilton  es- 
tablished the  legal  and  moral  basis  for  securities  trading  in 
America:  the  notion  that  securities  are  freely  transferable  and 
that  buyers  should  assume  the  right  of  profit  or  loss  from  their 
transactions.  The  principle  that  government  couldn't  interfere 
retroactively  with  a  financial  trade  was  so  vital,  Hamilton 
thought,  as  to  outweigh  short-term  expediency,  even  if  this 
meant  a  one-time  windfall  for  speculators.  It  was  a  courageous 
stand  but  one  that  endowed  Hamilton  with  an  almost  satanic 
aura  among  his  critics. 

As  his  Report  progressed,  Hamilton  tiptoed  through  a  field 
seeded  thickly  with  deadly  political  traps.  The  next  explosive  is- 
sue was  that  some  debt  was  owed  by  the  13  states,  some  by  the 
federal  government.  Hamilton  decided  to  consolidate  all  the 
debt  into  a  single  form:  fed- 
eral debt.  Such  an  "assump- 
tion" of  state  debt  by  the  fed- 
eral government  was  perhaps 
the  most  momentous  politi- 
cal decision  ever  taken  by 
Hamilton.  The  plan  had  the 
advantage  of  efficiency,  since 
there  would  be  one  overarch- 
ing scheme  for  settling  debt, 
instead  of  many  small,  com- 
peting ones.  But  it  also  em- 
bodied a  much  deeper  politi- 
cal logic.  If  the  federal 
government  assumed  state 
debt,  it  would  be  easier  to  re- 
tain a  lock  on  major  revenue 
sources,  especially  import 
duties.  The  plan  also  meant 
that  creditors,  eager  to  be  re- 
paid, would  shift  allegiance 

from  the  states  to  the  federal  government.  Thus,  the  assump- 
tion plan  was  a  masterful  step  by  Hamilton  to  weld  the  states 
into  a  unified  nation  and  tilt  the  power  balance  toward  the 
central  government. 

In  the  Reports  final  section,  Hamilton  enunciated  his  famous 
view  that  a  well-funded  debt  could  be  a  "national  blessing"  that 
would  safeguard  American  prosperity.  Even  here,  at  the  outset, 
however,  Hamilton  fretted  that  this  statement  would  be  mis- 
construed as  a  call  for  a  perpetual  public  debt  rather  than  a 
transitory  measure.  And  that  is  exacdy  what  happened.  For  the 
rest  of  his  life,  he  expressed  dismay  at  what  he  saw  as  a  delib- 
erate distortion  of  his  views.  His  opponents,  he  claimed,  neg- 
lected a  critical  passage  of  his  Report  in  which  he  wrote  that  he 
"ardently  wishes  to  see  it  incorporated  as  a  fundamental  max- 
im in  the  system  of  public  credit  of  the  United  States  that  the 
creation  of  debt  should  always  be  accompanied  with  the  means 
of  extinguishment."  This  was  "the  true  secret  for  rendering 
public  credit  immortal."  To  ensure  that  the  debt  was  eventu- 


SAVAGE CRITICS  Madison  and 
Hamiltonian  system  of  banks 


ally  retired,  Hamilton  planned  to  institute  a  tax  on  domesti- 
cally distilled  wine  and  liquor  and  raise  a  large  foreign  loan. 
He  also  proposed  a  sinking  fund,  financed  by  post  office  rev- 
enues, that  would  be  pledged  to  pay  off  the  debt.  In  other 
words,  he  wanted  government  deficits  to  be  temporary,  mod- 
erate, and  self-liquidating. 


SHATTERED  CONSENSUS 

EVEN  AS  HAMILTON  COMPILED  HIS  MAGNUM 
opus,  the  prices  of  government  securities  streaked 
skyward  in  anticipation  of  its  publication,  the  psy- 
chological effect  being  even  more  pronounced  than 
Hamilton  had  expected.  When  Congress  convened, 
wealthy  dealers  in  securities  swarmed  around  Federal  Hall  on 
Wall  Street,  buttonholing  members  and  trying  to  ferret  out  the 
details  of  Hamilton's  program.  Speculators  could  reap  huge 
profits  if  they  divined  his  intentions  correctly,  and  at  New  York 
dinner  parties  they  hung  on  his  every  word  for  telltale  clues. 
Many  rich  merchants  posted  agents  to  backwoods  Southern 
areas  to  scoop  up  depreciated  state  debt  that  would  become 
more  valuable  if  the  federal  government  assumed  repayment. 
The  exact  contents  of  Hamilton's  Report  remained  a  mystery 
until  mid-January,  when  the  51-page  document  was  read  aloud 

to  the  House  of  Representa- 
tives. The  effect  on  the  secu- 
rities market  was  electrify- 
ing: Bonds  began  to  change 
hands  with  a  speed  never  be- 
fore seen  in  America.  The 
Chancellor  of  New  York 
State,  Robert  R.  Livingston, 
observed  that  the  speculative 
craze  "invaded  all  ranks  of 
people,"  while  Georgia  Con- 
gressman James  Jackson 
dubbed  the  speculators  "ra- 
pacious wolves  seeking 
whom  they  may  devour." 

As  the  House  debated 
Hamilton's  Report  that  Feb- 
ruary, he  counted  on  the  loy- 
al backing  of  his  former  col- 
laborator on  The  Federalist 
Papers,  James  Madison,  now 
a  congressman  from  Virginia.  Small  and  rather  shy,  Madison 
usually  dressed  in  black,  had  the  bookish  pallor  of  a  scholar, 
and  cut  a  somber  figure.  He  had  a  formidable  mind,  extensive- 
ly researched  issues,  and  could  be  a  tough,  cunning  adversary. 
On  Feb.  11,  Madison  rose  in  the  House  and  shocked  Hamilton 
by  assailing  his  funding  scheme.  He  wanted  the  original  hold- 
ers of  government  securities,  no  matter  how  long  ago  they  had 
sold  them,  to  benefit  from  any  future  appreciation  resulting 
from  Hamilton's  scheme.  As  Madison  saw  it,  blameless  patriots 
were  being  victimized. 

Hamilton  was  flabbergasted.  He  had  set  forth  all  the  practi- 
cal problems  that  made  "discrimination"  unworkable,  espe- 
cially the  absent  documents  needed  to  trace  original  holders. 
And  Madison's  proposal  would  have  damaged  the  invaluable 
maxim  that  buyers  of  securities  should  reap  all  future  profits 
and  losses.  For  Hamilton,  Madison's  apostasy  was  a  painful  be- 
trayal. Their  rift  proved  more  than  merely  personal,  however, 
for  it  helped  to  precipitate  the  rise  of  the  two-party  system  in 
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America.  The  funding  debate  shattered  the  short-lived  political 
consensus  that  had  ushered  in  the  new  government.  For  the 
next  five  years,  the  political  spectrum  in  America  was  defined  by 
whether  people  endorsed  or  opposed  Alexander  Hamilton's  au- 
dacious programs. 


JEFFERSON'S  REBUKE 

THE  CLEAVAGE  IN  AMERICAN  POLITICAL  LIFE 
only  widened  when  the  newly  appointed  Secretary 
of  State  arrived  in  New  York  on  Mar.  21, 1790,  and 
took  up  lodgings  in  Maiden  Lane.  For  five  years, 
Thomas  Jefferson— tall,  lean,  and  freckled,  with 
reddish  hair  and  hazel  eyes— had  served  as  American  minister 
in  France.  The  Virginia  plantation  owner  lived  with  something 
less  than  republican  austerity.  From  Paris,  he  shipped  home 
68  crates  packed  with  costly  French  furniture,  porcelain,  and 
silver,  as  well  as  books,  paintings,  and  prints.  He  brought  back 
288  bottles  of  French  wine.  To  appease  his  craving  for  French 
food,  he  had  the  cooking  of  James  Hemings  (Sally's  brother), 
who  had  studied  with  a  Parisian  chef. 

In  contrast  to  this  patrician  style,  Jefferson  cherished  a  vi- 
sion of  America  as  a  rural  retreat  of  Arcadian  innocence.  Once 
in  New  York,  the  courtly  but  suspicious  Jef- 
ferson decided  that  the  country  had  been  cor- 
rupted in  his  absence  and  that  "a  preference 
of  kingly  over  republican  government  was  ev- 
idendy  the  favorite  sentiment"  among  well- 
heeled  New  Yorkers.  The  town  struck  him  as 
infested  with  Tories  and  avaricious  specula- 
tors in  government  securities— all  of  them 
looking  worshipfully  toward  Hamilton  as 
their  favorite. 

Twelve  years  Jefferson's  junior,  Hamilton 
had  never  met  him  before;  he  had  been  a  mi- 
nor artillery  captain  when  Jefferson  composed 
the  Declaration  of  Independence.  By  the  time 
Jefferson  arrived  in  New  York,  Hamilton  had 
already  trounced  Madison  in  the  "  chscrimina-  m^^^^^m 
tion"  debate  and  was  hurtling  ahead  with  the 
rest  of  his  funding  scheme.  Jefferson  feared 
that  this  program  would  create  a  fiercely  loyal  following  for 
Hamilton  among  speculators  enriched  by  it.  He  was  convinced 
that  congressmen  were  also  dabbling  in  government  securities 
and  that  "even  in  this,  the  birth  of  our  government,  some  mem- 
bers were  found  sordid  enough  to  bend  their  duty  to  their  in- 
terests and  to  look  after  personal  rather  than  public  good."  Jef- 
ferson derided  the  idea  that  Hamilton  intended  to  pay  off  the 
government  debt.  "I  would  wish  the  debt  paid  tomorrow,"  Jef- 
ferson told  Washington.  "He  wishes  it  never  to  be  paid,  but  al- 
ways to  be  a  thing  wherewith  to  corrupt  and  manage  the  legis- 
lature." This  rebuke  flew  in  the  face  of  Hamilton's  express 
words  in  his  Report. 

Perceiving  a  dire  threat  to  the  American  Revolution,  Jefferson 
made  common  cause  with  Madison,  now  the  House  floor 
leader,  as  debate  raged  over  federal  "assumption"  of  $25  mil- 
lion in  state  debt.  On  four  separate  occasions  between  February 
and  July,  the  dexterous  Madison  thwarted  attempts  to  enact  as- 
sumption, complaining  that  his  home  state  and  some  other 
Southern  states  had  already  paid  off  most  wartime  debt  and 
would  be  penalized  if,  "after  having  done  their  duty,"  they  were 
forced  "to  contribute  to  those  states  who  have  not  equally  done 
their  duty."  To  Hamilton,  it  seemed  that  Madison  was  speaking 


The  U.S. 
assumed  the 
states5  debts. 
In  return, 
the  South  got 
a  capital  on 
the  Potomac 


for  his  Virginia  constituents  and  not,  as  in  The  Federalist,  for  tht 
national  welfare. 

Since  assumption  was  his  make-or-break  issue,  Hamiltor 
threw  himself  into  the  heated  battle  with  special  impetuosity 
The  Treasury  Secretary  became  ubiquitous  at  Federal  Halll 
proselytizing  congressmen  for  assumption  and  packing  thq 
gallery  with  supporters.  With  his  whirling  energy,  he  encounl 
tered  huge  resistance  from  congressmen  fearful  of  a  strong  ex-i 
ecutive  branch.  On  Apr.  12,  the  House  voted  down  assumption  I 
and  two  weeks  later  discontinued  debate.  By  early  June,  witf  j 
the  plan  seemingly  stillborn,  Hamilton  began  to  search  for  a 
compromise  that  could  salvage  the  linchpin  of  his  program. 

The  issue  he  seized  on  was  the  divisive  matter  of  where  the 
national  capital  should  be  located.  At  the  Constitutional  Con- 
vention, delegates  had  decided  to  create  a  federal  district,  10 
miles  square,  in  an  unspecified  location.  Its  siting  was  a  monu- 
mental decision,  since  it  would  confer  tremendous  wealth,  pow- 
er, and  population  upon  the  chosen  region.  It  would  also  affect 
the  style  of  the  federal  government,  which  was  bound  to  soak 
up  some  of  the  political  atmosphere  of  the  surrounding  area. 
The  question  of  the  national  capital  also  served  as  a  proxy  for 
the  more  fundamental  issue  of  whether  America  should  assume 
an  urban  or  agrarian  character.  Complicating  all  this  was  the 
expectation  that  a  temporary  capital,  likely  New  York  or 
Philadelphia,  would  function  as  a  makeshift 
seat  of  government  while  a  permanent  capital 
was  readied.  Notwithstanding  his  national 
bent,  Hamilton  hoped  New  York  would  be  at 
least  the  temporary  capital  and  his  opponents 
dubbed  the  town  "Harniltonopolis." 

During  the  spring  of  1790,  the  simultaneous 
quarrels  over  assumption  and  the  national 
capital  grew  so  acrimonious  that  it  seemed  the 
union  might  dissolve.  Of  the  two  policies  that 
Hamilton  promoted— assumption  of  state 
debt  and  New  York's  selection  as  the  capital- 
he  regarded  assumption  as  incomparably 
more  important,  for  it  would  yoke  the  states  ir- 
revocably into  a  lasting  union.  He  tried  to  cut 
l  deals  with  both  Southerners  and  Pennsylvani- 

ans,  dangling  the  capital  before  each  group  in 
exchange  for  assumption  votes.  The  Pennsyl- 
vania and  Virginia  delegations  reached  a  tentative  under- 
standing: Philadelphia  would  become  temporary  capital,  with 
a  site  on  the  Potomac  as  the  permanent  capital. 

It  is  against  this  backdrop  of  an  already  emerging  consen- 
sus that  we  must  evaluate  the  famous  anecdote  retailed  by  Jef- 
ferson about  the  dinner  bargain  that  set  the  capital  on  the  Po- 
tomac. According  to  Jefferson,  the  Northern  states  were 
threatening  "secession  and  dissolution"  when  he  ran  into  a 
ragged  Hamilton  outside  Washington's  residence.  Usually, 
Hamilton  was  dapper  and  polished;  now,  to  Jefferson's 
amazement,  he  was  despondent  and  unkempt.  "His  look  was 

somber,  haggard,  and  dejected Even  his  dress  uncouth 

and  neglected."  Hamilton  seemed  desperate. 

"He  walked  me  backwards  and  forwards  before  the  Presi- 
dent's door  for  half  an  hour,"  Jefferson  continued.  "He  painted 
pathetically  the  temper  into  which  the  legislature  had  been 
wrought;  the  disgust  of  those  who  were  called  creditor  states; 
the  danger  of  the  secession  of  their  members  and  the  separation 
of  the  states.  He  observed  that  the  members  of  the  administra- 
tion ought  to  act  in  concert;  that  though  this  question  was  not  of 
my  department,  yet  a  common  duty  should  make  it  a  common 
concern . . .  that  an  appeal  from  me  to  the  judgment  and  discre- 
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tion  of  some  of  my  friends  might  effect  a  change  in  the  vote." 

If  assumption  faltered,  Hamilton  hinted,  he  might  have  to  re- 
sign. Jefferson  blandly  informed  Hamilton  that  he  "was  really 
a  stranger  to  the  whole  subject" —Jefferson  was  adroit  at  pre- 
senting himself  as  a  political  naif—  but  he  invited  the  Treasury 
Secretary  to  dine  at  his  home  the  next  day  to  discuss  the  matter. 

If  we  are  to  credit  Jefferson's  story,  the  dinner  held  at  Maid- 
en Lane  on  June  20, 1790,  fixed  the  future  site  of  the  capital.  It 
is  perhaps  the  most  storied  meal  in  American  history,  the  guests 
including  Jefferson,  Madison,  Hamilton,  and  perhaps  one  or 
two  others.  For  more  than  a  month,  Jefferson  had  been  bedev- 
iled by  migraine  headaches,  yet  he  presided  with  commendable 
civility.  Madison  restated  the  argument  that  assumption  pun- 
ished Virginia  and  other  states  that  had  duly  settled  their  debts. 
But  he  agreed  to  support  assumption— or  at  least  not  to  oppose 
it— if  something  major  was  granted  in  exchange.  A  deal  was 
struck  that  Philadelphia  would  be  the  temporary  capital  for  10 
years,  followed  by  a  permanent  shift  to  the  Potomac.  Madison 
also  won  lucrative  concessions  for  Virginia  in  any  final  debt  set- 
dement  with  the  federal  government.  In  return,  Hamilton 
agreed  to  exert  his  utmost  efforts  to  get  the  Pennsylvania  con- 
gressional delegation  to  accept  the  Southern  capital. 

On  July  10, 1790,  the  House  approved  the  Residence  Act,  des- 
ignating Philadelphia  as  provisional  capital  and  the  Potomac  as 
the  permanent  site.  A  disenchanted  Senator 
Wilham  Maclay  of  Pennsylvania  concluded 
that  Hamilton  was  now  all-powerful:  "His 
gladiators . . .  have  wasted  us  months  in  this 

place Everything,  even  to  the  naming  of  a 

committee,  is  prearranged  by  Hamilton  and 
his  group  of  speculators."  On  July  26,  the 
House  narrowly  passed  the  assumption  bill. 
The  famous  dinner  deal  had  worked  its  po- 
litical magic. 

In  retrospect,  it  was  a  splendid  moment  for 
Hamilton,  Madison,  and  Jefferson.  They  had 
devised  a  statesmanlike  solution  that  averted 
disintegration  of  the  union.  In  this  idealistic 
dawn  of  the  republic,  however,  such  compro- 
mises evoked  howls  of  execration.  Thomas 
FitzSimons  of  the  Pennsylvania  delegation 
feared  "that  stones  would  be  thrown  at  him" 
in  Philadelphia  because  he  had  gone  along 
with  a  Potomac  capital.  On  Manhattan 
streets,  the  Pennsylvanians  endured  obscene 
epithets  shouted  by  pedestrians  irate  at  losing  the  temporary 
capital,  New  York  City  having  already  broken  ground  on  a  new 
Presidential  mansion. 

As  the  foremost  exponent  of  states'  rights,  Jefferson  had  to 
defend  before  posterity  his  role  in  a  deal  that  dramatically 
strengthened  the  federal  government.  He  decided  to  scapegoat 
Hamilton,  later  describing  to  Washington  his  own  part  in  pass- 
ing assumption  as  follows:  "I  was  duped  into  it  by  the  Secretary 
of  the  Treasury  and  made  a  tool  for  forwarding  his  schemes,  not 
then  sufficiently  understood  by  me,  and  of  all  the  errors  of  my 
political  life  this  has  occasioned  me  the  deepest  regret."  While 
Jefferson  had  understood  the  plan  better  than  he  admitted,  he 
probably  hadn't  seen  as  clearly  as  Hamilton  that  the  plan 
poured  a  concrete  foundation  for  federal  power  in  America.  The 
national  government  had  captured  forever  the  bulk  of  Ameri- 
can taxing  power;  the  states  would  now  find  it  impossible  to 
contest  the  federal  monopoly  on  customs  duties.  In  compari- 
son, the  location  of  the  national  capital  seemed  to  Hamilton  a 
seco'  thai T  mason  had  been  deceived  by 


Hamilton,  who  had  explained  his  views  at  dizzying  length.  I 
was  simply  that  he  had  been  outsmarted  by  Hamilton,  who  hac 
embedded  an  enduring  political  structure  in  the  technical  de 
sign  of  his  funding  scheme. 

The  dinner  deal  was  the  last  time  that  Hamilton,  Jefferson 
and  Madison  ever  cooperated  to  advance  a  common  agendal 
Henceforth,  they  found  themselves  in  increasingly  open,  parti  I 
san  warfare. 


WISE  TUTELAGE 


T 


CODA  In  drafting  Washington's 
Farewell  Address,  Hamilton 
urged  the  U.S.  to  pay  its  debts 


HE  EFFECTS  OF  HAMILTON'S  FUNDING  SCHEMI 
were  instantaneous,  wide-ranging,  and,  to  many  ob 
servers,  wondrous.  Daniel  Webster  later  rhap 
sodized  Hamilton's  Report  on  Public  Credit  thus 
"The  fabled  birth  of  Minerva  from  the  brain  of  Jovt 
was  hardly  more  sudden  or  more  perfect  than  the  financial  sys 
tern  of  the  United  States  as  it  burst  forth  from  the  conception  o 
Alexander  Hamilton."  Under  Hamilton's  wise  tutelage,  the  in 
terest  rates  that  the  U.S.  paid  on  loans  plunged  from  6%  to  4%; 
as  the  nation  went  from  a  pariah  in  European  credit  markets  tc 
one  worthy  of  the  finest  rates  commanded  by  sovereign  states. 
The  domestic  economy  boomed  as  foreign  capital  flowed  in  to 
finance  commerce  and  agriculture. 

The  success  of  the  Hamiltonian  system,  far 
from  assuaging  critics,  only  alarmed  them 
more.  Repeatedly,  the  Treasury  Secretary  had 
to  combat  willful  distortions  of  his  belief  that 
a  national  debt  could  be  a  national  blessing. 
By  the  summer  of  1793,  he  secretly  took  to  the 
public  prints  to  defend  his  programs,  hiding 
behind  assorted  Roman  pen  names.  He  de- 
nied that  government  debt  was  always  a  good 
thing  and  held  that  "particular  and  temporary 
circumstances  might  render  that  advanta- 
geous at  one  time,  which  at  another  might  be 
hurtful."  He  also  charged  the  Jeffersonians 
with  hypocrisy  for  opposing  both  taxes  and 
debt:  "A  certain  description  of  men  are  for 
getting  out  of  debt,  yet  are  against  all  taxes  for 
raising  money  to  pay  it  off." 

As  the  greatest  but  also  most  controversial 
of  Treasury  Secretaries,  Hamilton  wasn't 
about  to  walk  away  quiedy  from  office.  On  the 
eve  of  his  departure  in  January,  1795,  he  mustered  the  strength 
for  one  last  voluminous  report  on  government  finance  and  out- 
lined an  ambitious  future  course.  Debt  remained  a  legitimate 
concern,  with  55%  of  federal  expenditures  being  siphoned  off  to 
service  it.  In  his  parting  shot  to  Congress,  Hamilton  called  the 
bluff  of  opponents  and  laid  out  a  program  for  extinguishing  the 
public  debt  within  30  years.  He  wanted  new  taxes  passed  and 
old  ones  made  permanent,  and  he  painstakingly  argued  that  he 
had  striven  to  reduce  the  debt  as  speedily  as  possible. 

Afterwards,  Alexander  Hamilton  never  missed  a  chance  to 
sound  warnings  about  the  insidious  creation  of  government 
debt.  As  the  ghostwriter  for  Washington's  Farewell  Address  in 
1796,  he  exhorted  his  countrymen  to  avoid  "the  accumulation  of 
debt,  not  only  by  shunning  occasions  of  expense,  but  by  vigor- 
ous exertions  in  time  of  peace  to  discharge  the  debts  which  un- 
avoidable wars  may  have  occasioned."  He  didn't  want  them  to 
throw  "upon  posterity  the  burden  which  we  ourselves  ought  to 
bear."  Hamilton's  and  Washington's  words  have  echoed  down 
the  years,  and  they  never  seem  to  lose  their  timeliness.  ■ 
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Winner 
By  a  Nose 

Ratings  can  guide  you  into  the  world  of  wine,  but 
trust  your  own  taste,  too.  by  amy  cortese 


LOOK  IN  ANY  WINE  STORE  and  you  can't  miss  them- 
those  little  tags  that  tell  you  this  wine  is  rated  87 
or  93.  The  scores,  awarded  by  a  handful  of  influ- 
ential wine  critics,  are  meant  to  help  consumers. 
Often  they  lead  to  more  confusion.  What  makes 
one  Napa  merlot  an  86  and  another  a  90?  Whose 
scores  should  you  rely  on?  Does  it  even  make 
sense  to  assign  a  numerical  value  to  something  as  subjective  as 
wine?  J  Good  questions,  mostly  unanswerable.  Still,  if  you  un- 
derstand what's  behind  the  numbers,  you  can  use  them  to  en- 
hance your  wine-drinking  experience. 

You're  most  likely  to  see  wine  ratings      Sometimes  the  more  subtle  wines  that 


based  on  the  100-point  scale  introduced 
two  decades  ago  by  lawyer-turned-wine 
critic  Robert  Parker.  Not  all  wines  are 
rated,  and  even  those  that  are  don't  al- 
ways sport  their  scores,  especially  if 
they're  below  85.  Ratings  over  95  are 
rare,  and  so  are  sightings  of  the  wines 
that  have  them.  Styles  pass  in  and  out  of 
favor,  too,  which  affects  ratings.  Lately, 
"big"  wines— those  that  deliver  a 
mouthful  of  intense  fruit  flavor  right  up 
front— are    dominating    the    ratings. 

RatingWines 

Most  critics  use  a  100-point  scale 
to  rate  wine.  Scores  in  the  high 
90s  are  extremely  rare.  The 
minimum  score  for  a  "drinkable" 
wine  is  usually  around  70  or  80. 
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may  be  better  matches  for  food  are  over- 
looked or  underrated. 

So  it's  not  surprising  that  the  ratings 
are  often  dissed  within  the  industry.  "If  ifs 
reviewed,  I  don't  want  it,"  says  John  List, 
beverage  director  at  Craft,  a  top  restaurant 
in  New  York  "I  look  for  boutique,  arti- 
sanal  wines."  But  even  critics  such  as  List 
admit  that  ratings  can  be  useful  for  non- 
professionals. "When  you  start  out  with 
wine,  you  want  some  kind  of  guidance," 
says  list.  With  thousands  of  wines  from 

ROBERT  PARKER'S 
THE  WINE  ADVOCATE 

erobertparker.com 
410329-6477 

Parker  rates  all  selections  himself  in  blind 
tastings.  The  /Advocate  newsletter  doesn't 
take  advertising.  Web  site  has  database  of 
more  than  60,000  cf  Parker's  tasting  notes. 
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WINE  SPECTATOR 

winespectator.com 
800395-336 

Tastings  are  blind  and  done  by  editors  wh 
specialize  in  wines  by  region.  Biweekly 
magazine  features  Best  Values,  Editor's 
Picks,  and  Smart  Buys.  Some  130.000 
reviews  are  on  the  Web  site. 
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ith  just  eight  issues  a  year,  it's  influential 
the  wine  trade.  Wines  are  first  tasted  by  a 
:reening  panel  of  staff  and  industry  pros, 
lose  making  the  cut  are  then  rated  by  the 
lagazine's  critic.  All  tastings  are  blind. 


all  over  the  globe  flooding  the  market, 
who  couldn't  use  a  little  advice? 

When  they  assess  a  wine,  reviewers 
take  their  cues  from  its  color,  aroma, 
taste,  and  "finish"— the  way  it  lingers  in 
the  mouth.  Beyond  that,  no  two  people 
will  taste  wine  the  same  way,  for  reasons 
including  genetics,  experience,  and  cul- 
ture. And  of  course,  each  reviewer  has  his 
or  her  preferences.  One  reviewer's  94 
may  be  another's  89.  That's  why  it's  key 
to  find  a  reviewer  you  can  trust— the 
same  way  you  trust  the  opinion  of  your 
favorite  film  critic. 

STRONG  PREFERENCES 

PARKER,  FOR  EXAMPLE,  has  a  reputation 
for  favoring  big,  full-bodied  wines  such  as 
the  cult  cabernets  of  Napa  Valley,  so  called 
because  they're  made  in  small  quantities 
and  have  a  cult  following.  But  Parker  him- 
self says  what  he  looks  for  most  is  balance 
and,  in  fact,  he  loves  French  wine.  His  fa- 
vorite is  Chateau  Haut-Brion,  a  legendary 
Bordeaux  he  calls  "the  epitome  of  elegance 
and  finesse."  Rare  vintages  can  cost  thou- 
sands of  dollars.  The  point  is,  Parker  has 
strong  preferences,  and  you  agree  with 
them  or  you  don't.  But  at  least  you  know 
where  he's  coming  from. 

It's  not  always  that  simple.  Some  pub- 
lications use  panels  or  teams  of  tasters,  so 
the  person  who  steered  you  toward  that 
great  Spanish  Rioja  may  not  be  the  same 
one  praising  the  German  Riesling.  To  bet- 
ter manage  the  workload,  most  maga- 
zines assign  the  tasters  to  "beats,"  so  that 
one  person  specializes  in  the  wine  of  a 
specific  country.  The  worst  scenario:  a 
score  arrived  at  by  group  decision. 

Most  publications  disclose  how  their 
tastings  are  conducted.  In  particular, 
Parker  and  Stephen  Tanzer,  editor  of  the 
International  Wine  Cellar,  are  known  for 
their  rigorous  procedures.  Both  say  they 
try  some  10,000  wines  a  year,  in  blind 
tastings  at  the  office.  When  they're  travel- 
ing, they'll  do  their  tastings  at  wineries. 

Big  scores  don't  always  mean  big 
prices.  While  Tanzer,  Parker,  and  The 

WINE  ENTHUSIAST 

wineenthusiast.com 
800  356-8466 

Wines  below  the  80  to  82  range  aren't 
reviewed.  Tastings  are  typically  blind. 
Unless  followed  by  a  critic's  initials, 
the  score  reflects  the  input  of  two  or 
more  reviewers. 


Rating  Fenfolds  Yattarna 
Chardonnay2000 


WINE  SPECTATOR:  94 

ii  More  refined  and  racy 
with  each  vintage...more 
vibrant  than  previous 
vintages. 

WINE  ENTHUSIAST:  89 

II  The  wine  is  balanced 
and  very  tasty,  but  not  as 
good  as  it  has  been  in  past 
vintages. 

Wine  Spectator  tend  to  write  for  a  high-end 
audience,  they  do  include  modestly  priced 
selections.  Parker's  last  dispatch  featured  a 
2001  Mas  de  Guiot  cabernet/syrah  blend 
rated  91,  for  $14.  Wines  under  $10  usually 
appear  in  special  reviews  of  bargain  wines. 

A  lot  of  attention  goes  to  the  scores,  but 
the  wine's  tasting  notes  are  perhaps 
more  useful.  And  just  because  a  wine  isn't 
rated  doesn't  mean  it's  not  good.  For 
undiscovered  gems,  a  knowledgeable  and 
trusted  wine  retailer  may  be  your  best 
critic.  "We  regard  our  role  first  and  fore- 
most as  being  an  editor,"  says  Judy  Run- 
del,  a  wine  consultant  and  buyer  for 
Heights  Chateau  in  Brooklyn,  N.Y.  She 
and  two  staffers  taste  every  wine  the  store 
carries  and  don't  base  their  selections  on, 
or  even  post,  the  critics'  ratings. 

Most  of  all,  use  ratings  as  a  guide  but 
don't  be  a  slave  to  them.  Otherwise,  "you 
miss  out  on  a  whole  world  of  wine,"  cau- 
tions Michael  Jordan,  sommelier  at 
Napa  Rose  in  Anaheim,  Calif.  After  all,  if 
you  discover  a  wine  you  like,  that's  the 
important  thing.  ■ 

STEPHEN  TANZER'S 
INTERNATIONAL  WINE  CELLAR 

wineaccess.com/expert/tanzer/home.html 
Bimonthly  journal  of  well-respected  wine 
critic.  Reviews  wines  from  often 
overlooked  regions,  such  as  South 
Africa.  Online  database  has  five  years 
of  reviews. 
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Personal  Business  Mutual  Funds 


_ 

Small-Caps  if  i 
That  Still  Want  You 

Many  hot  small-company  stock  funds  are  closed  to 
newcomers-but  not  these.  BY  LAUREN  YOUNG 


TRIED  TO  INVEST  IN  A 
good  small-company 
stock  fund  lately?  One  by 
one,  funds  that  specialize 
in  small-  and  micro-cap 
stocks  have  been  slam- 
ming the  door  on  new  in- 
vestors. In  the  past  year,  more  than  27 
have  closed,  including  leading  performers 
such  as  the  Fidelity  Low-Priced  Stock  and 
Royce  Opportunity  funds. 

You  can  hardly  fault  the  managers. 
Last  year  was  super  for  small-company 
stocks,  with  the  Russell  2000  small-cap 
index  gaining  47%  and  the  Wilshire  Mi- 
cro-Cap Index  rising  92%.  (Small-cap 
companies  have  assets  below  $2  billion; 
micro  caps  often  go  no  higher  than  $400 
million.)  The  gains,  coupled  with  mas- 
sive inflows  from  investors,  make  it 
harder  to  find  enough  stocks  at  attractive 
prices  to  fill  their  bulging  portfolios. 
Rather  than  lowering  standards  or 
reaching  up  to  the  mid-cap  universe— ei- 
ther of  which  can  hurt  returns  for  cur- 
rent shareholders— many  managers  slow 
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the  flow  by  turning  away  new  investors. 

Closing  doors  are  frustrating  for  in- 
vestors who  think  there's  still  money  to  be 
made.  Analysts  say  a  pickup  in  merger  ac- 
tivity, plus  forecasts  for  strong  earnings, 
should  bolster  these  stocks  in  the  near 
term.  And  small  caps  deliver  over  time: 
They  outperformed  large  caps  in  48  out  of 
59  20-year  periods  since  1926,  according 
to  Prudential  Equity  Group.  Small  caps 
play  a  key  role  in  a  diversified  portfolio. 

With  that  in  mind,  BusinessWeek  set  out 
to  find  worthy  small-cap  funds  that  still 


welcome  new  investors.  We  screened  the 
Momingstar  database  of  414  funds,  fo- 
cusing on  portfolios  of  less  than  $100 
million,  which  should  leave  ample  room 
for  expansion.  We  asked  each  firm  about 
plans  to  cap  fund  size.  Finally,  we 
checked  performance.  Most  funds  on  our 
list  are  fairly  new,  but  the  managers  have 
earned  their  stripes  on  similar  portfolios. 
Here's  what  we  came  up  with: 

BRIDGEWAY  SMALL-CAP  GROWTH 
&  BRIDGEWAY  SMALL-CAP  VALUE 

BRIDGEWAY'S  JOHN  Montgomery  is  a 
whiz  at  selecting  small-cap  stocks.  He  al- 
ready manages  three  successful  small- 
company  funds  that  are  closed  to  new  in- 
vestors, including  Bridgeway  Ultra-Small 
Company,  which  is  up  an  annualized 
37.09%  over  the  past  five  years  (through 
Apr.  16)  and  ranks  at  the  top  of  its  peer 
group.  Montgomery  is  a  by-the-numbers 
investor  who  says  he  can  find  better  buys 
by  crunching  corporate  data  than  by  chat- 
ting up  CEOs.  "We  are  not  visiting  com- 
panies or  thinking  about  demographics 
or  future  trends  or  competitive  analysis," 
he  says. 

The  stocks  that  make  it  into  his  two 
new  growth  and  value  portfolios  intro- 
duced last  October  are  culled  from  3,000 
that  his  firm  considers  the  most  liquid. 
That  helps  cut  transaction  costs.  And 
both  new  funds  have  an  expense  ratio  be- 
low 1%,  compared  with  the  typical  1.68%. 

BUFFALO  MICRO  CAP 

YOU  CAN  GET  in  on  the  ground  floor  of 
this  fund,  which  is  expected  to  launch  in 
late  April  or  early  May.  It  will  be  run  by 
the  same  four-member  team  that  over- 
sees the  $1.4  billion  Buffalo  Small  Cap 
Fund,  which  has  delivered  an  average 
annualized  return  of  24.75%  over  the 
past  five  years. 

Because  this  micro-cap  fund  is  still 
awaiting  final  approval  by  the  Securities 
&  Exchange  Commission,  Buffalo  offi- 
cials can't  talk  about  it.  According  to  the 
prospectus,  the  fund  will  focus  on  com- 
panies with  market  caps  below  $600  mil- 


Still  Open  For  Business 


These  small- and 
micro-cap  funds 
are  worth  consid- 
ering. Gartmore 
charges  a  5.75% 
front-end  load; 
the  others  are 
no-load. 


FUND /SYMBOL 


MANAGER 


ASSETS 
(MILLIONS) 


Bridgeway  Small-Cap  Growth  BRSGX  John  Montgomery 

$38 

Bridgeway  Small-Cap  Value  BRSVX      John  Montgomery 

29 

Buffalo  Micro  Cap  N/ft                          Team 

N/A 

Gartmore  Micro  Cap  Equity  GMEAX      Carl  Wilk 

75 

Needham  Small  Cap  Growth  NESGX     Vincent  Gallagher    25 


Financial  Services 


lion.  It  is  expected  to  close  after  it  reach- 
es $250  million  in  assets. 

GARTMORE  MICRO  CAP  EQUITY 

MANAGER  CARL  WILK  is  another  small- 
cap  ace.  He  formerly  ran  the  chart-top- 
ping Munder  Micro-Cap  Equity,  which 
gained  an  annualized  return  of  23.05% 
from  1997  through  2001.  Nearly  two 
years  ago,  he  launched  Gartmore  Micro 
Cap,  which  is  available  through  financial 
advisers.  Wilk  expects  to  close  the  port- 
folio when  assets  hit  the  $200  million  to 
$250  million  range. 

Wilk  generally  sticks  to  market  caps 
of  $300  million  or  less  that  are  expected 
to  increase  annual  earnings  by  20%.  He 
is  a  fan  of  companies  with  rapidly  ex- 
panding earnings.  One  of  his  favorites  is 
Celadon  Group,  a  North  American 
trucking  service  with  a  fairly  new  man- 
agement team,  which  is  selling  at  a  deep 
discount  to  its  long-term  growth  rate. 
Earnings  are  expected  to  jump  42%  in 
2004,  and  the  stock  is  trading  at  a  price- 
earnings  ratio  of  17  for  the  fiscal  year 
ending  June  30.  That's  not  the  only  at- 
traction. Wilk  says  Celadon's  "wild 
card"  is  its  truck-parts  supply  business. 
"Nobody  knows  about  it  or  pays  atten- 
tion to  it,"  Wilk  says. 

NEEDHAM  SMALL  CAP  GROWTH 

THE  FUND  IS  up  some  77%  since  it 
launched  in  May,  2002.  But  what  really 
distinguishes  this  portfolio  from  its 
peers  is  that  its  manager  can  sell  stocks 
short  and  hedge  up  to  25%  of  the  fund. 
With  those  tools,  Vincent  Gallagher 
helped  the  fund  stay  buoyant  as  small 
caps  dipped  earlier  this  year.  He  has 
since  cut  short  positions  in  half,  to  3%. 

Gallagher  is  also  co-manager  of 
Needham  Growth,  a  mid-cap  growth 
fund  that  is  up  an  annualized  6%  in  the 
past  three  years.  Both  portfolios  special- 
ize in  growth  stocks,  but  Gallagher  tries 
to  buy  them  on  dips.  In  fact,  he  recently 
purchased  defibrillator-maker  Zoll 
Medical  after  it  missed  its  first- quarter 
earnings  estimates  and  fell  from  $43  to 
$31.  Gallagher  isn't  concerned  about  the 
shortfall.  Zoll  has  no  debt,  and  aging 
baby  boomers  are  driving  demand  for 
its  devices,  he  says. 

Another  reason  to  like  Needham 
Small  Cap  Growth:  Gallagher  is  one  of 
the  most  accessible  fund  managers 
around.  His  direct  phone  number  and  e- 
mail  address  appear  on  the  fund's  Web 
site.  At  a  time  when  most  fund  compa- 
nies restrict  manager  comments  to  offi- 
cial reports,  it's  refreshing  to  find  one 
who  actually  talks  to  shareholders.  ■ 


Personal  Banking 
For  the  Merely  Rich 

You  don't  have  to  be  ultrawealthy  to  enjoy  the 
services  of  a  private  bank.  BY  JOSEPH  WEBER 


CHICAGO  DEVELOPER  PAT- 
rick  F.  Daly  needed  a  loan 
to  buy  a  shopping  center 
early  last  year,  but  a  na- 
tional bank  he  regularly 
dealt  with  had  a  problem. 
The  bank  couldn't  track 
down  some  key  information  from  an  out- 
side source  quickly  enough,  and  his 
deal— which  would  have  expired  if  he 


such  as  PrivateBancorp,  Boston  Private 
Financial  Holdings,  and  Bryn  Mawr 
Trust  in  suburban  Philadelphia  are  mov- 
ing into  territory  traditionally  controlled 
by  far  bigger  banks.  Want  a  personal 
banker  who  is  almost  always  within 
reach,  and  may  even  make  house  calls? 
Need  to  cut  through  red  tape,  or  want 
help  with  trusts?  Increasingly,  you  can 
pop  into  boutiques  such  as  these— and 


couldn't  move  quickly— was  put  in  jeop- 
ardy. So  Daly  called  executives  at  Pri- 
vateBank  &  Trust,  a  tony  little  Chicago 
bank  he  used  for  his  personal  finances. 
Within  48  hours  he  had  a  short-term  sig- 
nature loan  for  "tens  of  thousands  of 
dollars,"  and  he  bought  the  property.  At 
PrivateBank,  he  says,  "they  make  it  their 
business  to  know  your  business.  They're 
just  very  responsive." 

Ah,  a  friendly  banker.  These  days,  for 
people  of  means— typically,  investable 
assets  topping  $1  million— such  friends 
are  becoming  more  available.  Boutiques 


you  don't  even  have  to  be  ultrawealthy: 
Some  of  these  banks  welcome  people 
with  household  incomes  of  $150,000  a 
year  as  long  as  there  is  room  for  their  in- 
come and  assets  to  grow. 

Lately,  small-fry  banks  are  gaining 
ground  as  mergers  spawn  megabanks 
that  are  hard-pressed  to  maintain  a  per- 
sonal touch.  Sure,  if  you  have  vineyards, 
ranches,  or  oil  wells  that  need  to  be  man- 
aged or  portfolios  in  the  hundreds  of  mil- 
lions of  dollars,  you're  probably  better 
served  at  Northern  Trust,  J.P.  Morgan 
Chase,  or  the  private-banking  offices  of 
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Personal  Business 


Bank  of  America  and  Citigroup.  Damian 
Kozlowski,  president  of  the  U.S.  region  of 
Citigroup  Private  Bank,  says  he  routinely 
puts  together  teams  of  bankers  to  address 
issues  about  investments  around  the 
world  for  clients.  "We  bring  together  re- 
sources that  small  firms  could  never  [of- 
fer]," he  says. 

But  for  family  trusts,  rapid  turnaround 
loans,  and  individually  managed  portfo- 
lios that  may  total  in  just  the  hundreds  of 
thousands  of  dollars,  smaller  might  be 
better— and  more  affordable.  The 
wealth-management  arm  of  Bryn  Mawr 
Trust,  for  instance,  serves  some  1,600 
clients,  most  bringing  at  least  $750,000 
to  bear,  for  a  total  of  $1.7  billion.  Execu- 
tives say  the  individual  attention  lost 
when  big  out-of-town  outfits  such  as  Wa- 
chovia gobbled  up  local  banks  has  drawn 
more  clients.  The  clients  have  stayed  in 
part  because  of  Bryn  Mawr's  relatively 
modest  fees:  a  sliding  scale  that  starts 


just  above  1%  for  trust  management  and 
declines  as  the  portfolio  size  rises.  "We're 
not  transferring  accounts  from  one  man- 
ager to  another,  as  some  of  qut  larger 
competitors  have  done,"  says  Invest- 
ment Director  F.  Peter  Brodie. 

IT'S  ALL  ABOUT  SERVICE 

SOME  SMALL  BANKS  are  reaching  more 
communities.  Boston  Private's  holdings 
include  six  bank  locations  in  the  Boston 
area  and  Borel  Private  Bank  &  Trust  in 
San  Mateo,  Calif.,  and  it  recently  acquired 
First  State  Bank  of  California  in  the  San 
Fernando  Valley.  It  also  boasts  a  string  of 
money  managers  and  advisers  stretching 
from  Bellevue,  Wash.,  to  New  York  City. 
Altogether,  it  runs  about  $11  billion  in 
client  assets.  "The  products  that  are  sold 
in  this  market  are  commodities,"  says 
Boston  Private  CEO  Timothy  Vaill.  "The 
difference  lies  in  the  area  of  service." 
PrivateBancorp  targets  attorneys,  sur- 


geons, and  "young  fast-trackers,"  says 
CEO  Ralph  Mandell.  He  and  his  staff 
make  them  feel  at  home  in  the  converted 
ballroom  of  a  former  social  club  in  down- 
town Chicago  that  serves  as  the  main 
bank's  lobby  or  in  plush  suburban  offices 
around  Chicago  and  St  Louis.  The  $2  bil- 
lion outfit's  "sweet  spot,"  he  says,  is  peo- 
ple with  a  net  worth  closer  to  $1  million 
than  $1  billion. 

These  customers  want  a  personal 
touch.  Years  ago,  Mary  Jane  Pollack 
served  on  the  board  of  a  Des  Moines 
bank  that  was  swallowed  up  in  mergers. 
She  switched  to  PrivateBank  because  her 
own  "changed  so  many  times  I  wasn't 
sure  who  was  watching  out  for  me."  Pol- 
lack, who  divides  her  time  between 
Boca  Raton,  Fla.,  and  Chicago,  says:  "It's 
very  personal.  I  can  call  any  time  to  find 
out  what  is  happening  with  my  ac- 
counts." And  when  she  calls,  the 
bankers  know  her  name.  ■ 


Banking  Where  They  Know  Your  Name 

NAME /PHONE/ WEB  SITE 

MINIMUM  ACCOUNT 

FEES 

COMMENT 

BOSTON  PRIVATE 
FINANCIAL  HOLDINGS 

617-912-1900 
bostonprivate.com 

»  Noninterest  checking 
account  free  with  a  $1,000 
minimum;  $2,500  for 
interest-bearing  checking. 
Free  ATM  if  minimum 
balances  maintained. 
For  trusts  and  investment 
management, 
$1  million;  fixed-income 
accounts,  $2  million. 

»  $8  per  month  if  checking  balances  fall  below 

minimum. 

»0n  first  $2  million  in  trusts  and  investment 

accounts,  cost  is  1%  annually. 

»  Fixed-income  accounts  require  $2  million, 

with  a  0.6%  annual  fee. 

»  Boston  Private's  banks 
are  in  Massachusetts  and 
California,  plus  asset- 
manager  affiliates  in 
New  Hampshire, 
Massachusetts,  New  York, 
California,  and  Washington 
state.  Also  has  financial 
planners  in  Califomia  and 
Massachusetts. 

BRYN  MAWR  TRUST 

610-525-1700 
bmtc.com 

»  $100  minimum 
for  noninterest  checking; 
$2,000  average  daily 
balance  for 

interest-bearing  checking 
accounts.  For  trusts, 
$750,000. 

»  None  on  noninterest-checking  accounts  unless 
balance  falls  below  $100;  then  fee  is  $15  a  month. 
Also,  a  $15  fee  on  interest-bearing  checking  if 
balance  drops  below  $2,000.  On  trusts,  fees  start 
at  1.05%  annually,  then  decline  as  balance  rises. 
Investment-management/advisory  accounts 
cost  1%  annually. 

»  Seven  full-service 
branches  along 
Philadelphia's  Main  Line. 
BMT  dates  back  to  1889  and 
offers  ordinary  community 
bank  service  along  with 
private-bank  amenities. 

PRIVATEBANCORP 

312-683-7100 
privatebancorp.com 

»  Net  worth  of  $750,000 
for  bank  accounts. 
Fortaists,  $1  million 

minimum,  or  individual  net 
worth  of  $5  million. 
Exceptions  possible. 

»  None  on  checking  accounts  with  balances 
greater  than  $25,000.  If  checking-account  balance 
dips  below  $25,000,  fee  is  $45  a  month,  at  a 
bank  officer's  discretion. 
»  Trust  fees  range  from  1%  to  1.2%  annually. 

»  PrivateBancorp  includes 
PrivateBank  &  Trust 
(Chicago),  with  seven  offices, 
and  PrivateBank  (St.  Louis).  A 
new  office  is  slated  for 
Milwaukee  by  yearend. 

THE  PRIVATE  BANK 

248-644-2301 
privatebank.com 

»  $5,000  on  checking 
accounts:  $250,000  for 
trusts  or  investment 
accounts. 

»  No  fee  on  checking  if  balance  tops  $5,000: 
otherwise  $35  a  month. 
»  No  fee  in  Grand  Money  Market  account  if 
balance  tops  $15,000,  $35  a  month  when  below. 
» Investment-management  fee  1.25%  annually; 
1.25%  administrative  fee  for  trusts. 

»  Clients  typically  have  net 
worths  topping  $1  million 
and  annual  income  above 
$250,000.  Michigan-based 
Private  Bank  family  includes 
Bank  of  Bloomfield  Hills, 
Bank  of  Grosse  Pointe,  and 
Bank  of  Rochester. 

Data:  Barks 
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Gifts 


Give  Mom  the  Gift 
Of  Relaxation 

A  spa  treatment  or,  better  yet,  a  day  of  indulgence,  is 
a  good  bet  for  Mother's  Day.  by  lauren  young 


IF  YOU'RE  THINKING  OF  GET- 
ing  mom  a  spa  gift  this  Mother's 
Day  but  don't  know  the  difference 
between  Shiatsu  and  watsu— or 
how  to  choose  from  among  the 
thousands  of  U.S.  spas— fear  not. 
Finding  the  right  place  to  pamper 
a  special  woman  doesn't  have  to  be  stress- 
ful. Here's  some  help  for  your  search: 

If  mom's  a  spa  junkie: 

She  will  probably  be  more  adventurous 
and  willing  to  try  some  of  the  newer 


treatments.  One  of  the  hottest  offer- 
ings—literally—is a  hot  stone  massage. 
Smooth  stones  are  heated  and  strategi- 
cally placed  on  the  body  to  soothe  mus- 
cles as  the  client  is  massaged  from  head 
to  toe  ($125  for  60  minutes  at  Grettacole 
spa  in  Boston). 

Unique  treatments  tend  to  take  longer 
and  cost  more.  The  "tsunami  water  mas- 
sage" at  the  Kohler  Waters  Spa  in  Kohler, 
Wis.,  uses  a  powerful  spray  to  invigorate 
muscles  and  stimulate  the  nervous  sys- 
tem ($185  for  75  minutes). 


Yummy  Skin  Smoothers 


Whipped 
Cocoa  Bath 

This  25-minute  soak 
($45)  at  the  spa  at 
Hotel  Hershey  in 
Hershey,  Pa.,  uses 
milk  and  chocolate 
to  soften  and  soothe 
the  skin. 


Personal  Best 
Facial 

At  $105  for 
50  minutes,  this 
customized  facial 
at  Lake  Austin  Spa 
Resort  in  Austin, 
Tex.,  may  feature  a 
pumpkin-peel 
masque. 


If  she  rarely  frequents  spas: 

Your  best  bet  is  a  Swedish  massage, 
which  is  designed  to  relax  muscles  by  ap- 
plying deep  pressure.  The  average  price  of 
a  massage  is  $70  an  hour,  according  to 
the  International  Spa  Assn.  (ISPA). 
Women  over  age  60  might  enjoy  a  more 
gentle  aromatherapy  massage  using 
warm,  scented  oils.  Another  option 
would  be  a  facial,  which  may  combine 
herbal  masks  with  deep-cleansing  proce- 
dures to  clean  pores  and  refresh  the  skin. 

If  mom  has  plenty  of  time  on  her  hands: 

Sign  her  up  for  a  day  of  indulgence  at  a 
hotel  spa.  More  high-end  hotels  are 
opening  their  facilities  to  outsiders.  In  ad- 
dition to  an  array  of  treatments,  mom  can 
take  an  exercise  class,  enjoy  lunch,  and 
use  the  pool,  sauna,  and  Jacuzzi.  A  full  day 
at  a  hotel  spa  could  cost  $400  and  up. 

If  she  likes  company: 

When  you're  giving  a  package  of  services, 
such  as  a  facial,  manicure,  pedicure,  and 
massage,  consider  buying  the  same  pack- 
age for  other  family  members.  "A  day  of 
beauty  is  fun,  but  it's  more  fun  with 
someone  else,"  says  Grettacole  owner 
Gretta  Monahan. 

If  she'd  like  to  choose  it  herself: 

Send  mom  a  spafinder.com  gift  certificate 
and  point  her  to  the  Web  site.  It  lists  1,500 
spas  nationwide  that  have  been  vetted  by 
Spafinder's  staff,  with  links  to  each  loca- 
tion, so  you  can  check  out  services,  treat- 
ments, and  prices.  The  gift  certificates  can 
be  used  at  any  affiliate.  (Late  shoppers 
can  even  e-mail  one  on  Mother's  Day.) 
ISPA's  Web  site,  experienceispa.com,  also 
has  good  tips  and  recommendations. 

If  she  likes  to  unwrap  presents: 

Most  spas  will  put  your  gift  certificate  in  a 
basket  with  a  few  of  its  body  products.  A 
scented  candle  or  a  salt  scrub  is  always  a 
nice  touch— and  they  help  make  mom's 
gift  of  relaxation  last  long  after  her  day  at 
the  spa  is  done.  ■ 


Desert 
Elements  Facial 

Fruits  and  flowers  are 
combined  in  a  rich 
masque  in  this  $125, 
50-minute  treatment 
offered  at  Arizona 
Biltmore  Resort  &  Spa 
in  Phoenix. 
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STRIKE  BACK 
AT  THE  PUMP 

THE  AVERAGE  GALLON  of 

regular  gas  costs  a  record 
$1.80,  and  that  figure 
could  reach  $3  this 
summer.  Here  are  a  few 
tricks  to  help  you  hold 
down  costs  at  the  pump. 
GO  ONLINE.  Sometimes 
there's  a  20%  price 
difference  among  gas 
stations  in  a  particular 
area.  Several  Web  sites  let 
you  comparison  shop. 
More  than  75,000 
"spotters'1  across  the  country  provide 
gaspricewatch.com  with  information  on 
cheap  gas  prices  in  your  neighborhood. 
Gasbuddy.com  is  a  portal  with  links  to 
more  than  170  sites  with  cheap  gas  info. 
And  fuelgaugereport.com  provides  data 
on  local  prices. 

REPLACE  FAULTY  PARTS.  A  dirty  air  filter 
increases  fuel  consumption  and  can 
cause  poor  performance— so  check  it 
twice  a  year.  A  new  one  can  enhance  gas 
mileage  by  as  much  as  10%.  Getting  rid 
of  a  faulty  oxygen  sensor  can  improve 
mileage  up  to  40%.  A  tune-up  can 
bolster  gas  mileage  by  4%. 
CHECK  TIRE  PRESSURE.  Underinflated 
tires  not  only  pose  a  safety  hazard  but 
can  cut  fuel  economy  by  as  much  as  2% 
per  pound  of  pressure  below  the 
recommended  level. 

GOLF 

HANDICAP  AID 

MOST  PRACTICE 

golf  balls  are  flimsy 

wiffle  balls  that 

don't  replicate  the 

feel  of  a  real  golf 

ball.  Now  there's 

BirdieBall,  a 

limited-flight 

practice  aid  that  comes  darn  close 

(birdieball.com;  $16.99  a  dozen,  or 

$26.50  with  hitting  pad).  BirdieBall's 

marshmallow-like  appearance  is  odd. 

But  it  offers  longer  distance— 40  yards 

on  average— than  other  balls,  as  well  as 

more  hang  time  and  a  truer  trajectory. 


MUTUAL  FUNDS 

Index  Funds,  Bah! 

THE  IDEA  THAT  INDEX  FUNDS  beat  actively  managed  funds  is  sacrosanct  in  academia. 
But  a  Duke  University  study,  to  be  published  in  the  Journal  of  Portfolio  Management 
this  summer,  challenges  that  belief  by  looking  at  the  Vanguard  Group.  In  "Index 
Fundamentalism  Revisited,"  co-authors  Kenneth  Reinker  and  Edward  Tower  found 
that  from  January,  1977,  through  January,  2004,  active  equity  managers  at  Vanguard 
beat  the  indexers  by  0.77  percentage  points  per  year.  They  garnered  an  8.67% 
average  annualized  real  return  (returns  adjusted  for  inflation).  International  funds 
beat  indexers,  too,  but  those  data  only  go  back  to  1991. 

Even  more  significant,  the  actively  managed  funds  produced  these  gains  with  less 
volatility,  indicating  they  didn't  goose  performance  by  making  riskier  bets.  While 
managers  beat  indexers  in  only  11  years  of  the  27,  that  rose  to  18  years  when  returns 
were  risk-adjusted.  But  the  study  is  not  a  ringing  endorsement  for  actively  managed 
funds.  According  to  the  text,  the  authors  chose  Vanguard's  active  funds  because  they 
wanted  to  see  if  managers  can  add  value  if  their  costs  are  low  enough.  Vanguard's 
managed  equity  funds  have  an  average  expense  ratio  of  0.42%,  compared  with  the 
1.58%  industry  average.  -Lewis  Braham 


RETIREMENT 

STARTING  WITH  $155  BILLION  LAST  YEAR,  inflows  from  401(k)s 

and  other  retirement  plans  into  rollover  individual  retirement 

accounts  are  expected  to  total  nearly  $3  trillion  by  2012.  That's 

less  than  what  it  could  be.  A 

recent  Hewitt  Associates  study 

found  that  42%  of  those  who 

left  their  companies  took  the 

cash  rather  than  roll  it  over  into 

a  tax-deferred  account.  Some 

had  other  uses  for  the  money 

but  others  may  not  have  known 

their  options,  t  Rowe  Price 

(800  401-1802)  offers  a  free 

uD-ROM  explaining  rollovers. 
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Personal  Business  The  Barker  Portfol 


BY  ROBERT  BARKER 


Why  Microsoft's  Cash 
Makes  It  a  Bargain 


Is  it  safe  to  buy  Microsoft  yet?  It's  certainly 
an  odd  thing  to  ask  about  a  stock  thaf  s  up 
34,186%  since  its  1986  debut.  And  if  it 
says  more  about  my  aversion  to  risk  than  it 
does  about  Microsoft,  so  be  it.  Cash  is  as 
easy  to  lose  on  Wall  Street  as  it  is  rare  to 
find  on  a  sidewalk:  Buyers  of  the  stock 
four  years  ago  have  504:  on  the  dollar  now. 

Still,  with  Microsoft  near  $25,  its  shares  are  getting  hard  to 
resist.  In  a  minute,  I'll  explain  my  reasons  why,  but  it's  not 
because  I  have  some  special  clue  about  Microsoft's  fiscal 
third- quarter  profit  report,  set  for  Apr.  22.  Nor  is  it  because 
the  next  version  of  Windows  is  sure  to  reignite  the  glory  of 
1996-2000,  when  net  income  quintupled.  I'm  simply  betting 
that  even  amid  such  clear  business  risks  as  Linux,  the  stock 
offers  a  rich  potential  reward  precisely  because  of  where  those 
wildly  profitable  years  have  put  Microsoft  today. 

IN  OTHER  WORDS,  it's  all  about  the  cash— specifically,  the  53 
billion  greenbacks,  give  or  take  a  few  hundred  million,  in 
Microsoft's  coffers,  plus  the  billion  or  more  that  its  operations 
mint  each  month.  This  financial  muscle  gives  Microsoft 
unprecedented  leeway  to  treat  shareholders  handsomely,  even 
in  an  expected  era  of  slower  growth  in  sales  and  profits. 

To  see  what  I  mean,  let's  walk  through  some  numbers.  In 
this  fiscal  year,  ending  June  30,  Microsoft  sees  sales  growing 
11%,  to  nearly  $36  billion.  Operating  income,  it  estimates,  will 
climb  10%,  to  perhaps  $10.5  billion,  which  should  be  good  for 

Discount  Time 


Recent  price  per  share 


$25.00 


Cash  and  short-term  investments,  per  share      4.84 
Total  liabilities,  per  share  -1.52 

Net  cash,  per  share 


3.32 


Adjusted  price  of  Microsoft's  underlying  business,  per  share    21.68 
Estimated  earnings  per  share,  fiscal  year  ending  on  June  30       1.18" 


Adjusted  price-earnings  ratio  (21.68+1.18) 


18.4 


Standard  &  Poor's  500  p-e  ratio,  year  ending  on  June  30  21.0 


Its  coffers 
could 
power 
the  stock 
if  growth 
slows 


Data: 


earnings  per  share  of  up  to  $1.18.  (Note:  This  excludes  the 
35<t  a  share  that  Microsoft,  famously  conservative  in  its 
accounting,  is  deducting  for  the  cost  of  options  and  other 
stock-based  pay.  Few  companies  do  this  yet,  so  to  compare 
Microsoft,  an  adjustment  is  necessary.) 

Now  assume  Microsoft's  growth  slows.  A  lot  Suppose  in  each 
of  the  next  three  fiscal  years,  net  income  grows  not  40%,  as  it 
did  last  year,  or  20%  as  it  might  this  year,  but  7%.  How  could 
investors  stand  for  that?  Because  of  Microsoft's  hoard  of  cash.  A 
comfort  when  it  was  besieged  by  rivals 
and  regulators,  the  cash  can  now  power 
the  stock  As  the  fearsome  monopolist 
makes  nice,  settling  lawsuit  after  lawsuit, 
look  for  it  also  to  convert  the  cash  that's 
left  over  after  legal  settlements  from  a 
low-earning  security  blanket  into  higher 
returns  for  investors. 

One  obvious  way  is  via  dividends. 
Microsoft  paid  its  first  in  March,  2003, 
and  doubled  it  in  November,  to  16$  a 
share,  when  it  noted  that  it  will  review 
its  dividend  policy  each  year.  It  could 
easily  triple  the  payout,  giving  the  stock 
a  middling  yield  of  1.9%,  and  at  current  operating  rates  still 
have  up  to  $10  billion  in  annual  cash  flow  even  after  spending 
on  research,  product  development,  and  capital  projects. 

A  more  potent  move  would  be  reducing  public  shares.  After 
rising  steadily,  the  tide  already  has  turned,  with  the  number 
of  fully  diluted  shares  outstanding  falling  2.5%,  to  10.9 
billion,  in  X/i  years.  Suppose  Microsoft  devoted  just  half  of  its 
$53  billion  in  cash  to  repurchases.  It  could  buy  back  a  billion 
shares  over,  say,  three  years,  lowering  the  total  by  over  9%. 
The  effect:  Even  if  net  income  rose  just  7%  a  year,  earnings 
per  share  could  grow  an  average  of  10.5%  annually.  With  an 
average  dividend  yield  of  1.7%,  a  buyer  of  Microsoft  at  $25 
could  reasonably  expect  a  12%  annual  return  at  low  risk. 

Will  Microsoft  precisely  adopt  my  shareholder-rewards 
program?  Doubtful.  But  the  point  is,  Microsoft  holds  the 
easily  realizable  potential  to  please  investors.  Another  way  to 
view  this  value  is  by  adjusting  Microsoft's  stock  price  for  the 
strength  of  its  balance  sheet  (table).  If  Microsoft  were  to  pay 
off  all  of  its  liabilities— every  last  penny— it  still  would  have 
$3.32  a  share  left  over  in  cash.  Subtract  that  from  its  recent 
$25  stock  price,  and  the  cost  of  Microsoft's  underlying 
businesses  is  closer  to  $21.68  a  share.  That's  18  times  fiscal 
2004  earnings,  when  the  Standard  &  Poor's  500-stock  index 
sells  for  21  times.  Mighty  Microsoft  is  selling  at  a  discount.  ■ 

E-mail:  rb@businessweek.com 
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LANIER 


RICOH      COMPANY 


Our  customers  stay  satisfied 

Find  out  why  for  the  second  year  in  a  row,  J.  D.  Power  and  Associates  ranked 
Lanier  "#1  Black  and  White  Copier/Multifunction  Product  in  Customer  Satisfaction 
among  Business  Users,"  this  year  in  a  tie.  Find  out  how  satisfying  document 
management  can  be.  Call  800-551-3087  or  visit  us  at  www.lanier.com. 

J.D.  Power  and  Associates  2002-2003  Copier  Customer  Satisfaction  Studies5".  2003  study  based  on  responses  from  2,963 
small,  medium  and  large  business  users  of  copiers  and  multifunction  products  in  the  first  18  months  of  ownership. 
Multifunction  products  include  print,  copy,  scan  and/or  fax  functionality. 


Wharton 
Executive  Education 

Wharton  Executive  Education  offers 
results-oriented  executive  programs 
with  sharply  denned  takeaways 
that  benefit  both  individuals  and 
companies  looking  to  build  and 
deliver  organizational  value.  For 
additional  information,  visit 
execed.wharton.upenn.edu/4092. 


Get  to  know  Aetna 

How  can  a  benefits  company  add 
value  to  your  business?  By  putting 
information  to  work  for  you.  Aetna 
harnesses  the  power  of  information 
to  help  you  and  your  employees 
make  better,  more  informed  deci- 
sions. That  helps  you  control  costs 
and  keep  your  employees  healthy 
and  productive.  For  additional 
information,  call  1-800-872-3862. 

15  2004  Aetna  inc.  Plans  are  offered  by  Aetna  Life 
Insurance  Company.  Plans  contain  exclusions  and 
limitations. 


Hilton  HHonors 

Hilton  HHonors®  members  can 
Double  Dip®  by  earning  hotel 
points  and  airline  miles  for  each 
stay  at  over  2,500  Hilton  Family 
hotels  worldwide.  To  find  out 
more  visit  www.HittonHHonors.com. 


Wharton 

University  of  Pennsylvania 

Aresty  Institute  of  Executive  Education 


We  want  you  to  know 
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Lending  and  leasing 

solutions  for  companies  big  and  small 

CIT  is  a  leading  commercial  and  consumer  finance  company,  providing  clients 
with  financing  and  leasing  products  and  advisory  services.  Founded  in  1908,  CIT 
has  nearly  $50  billion  in  assets  with  offices  worldwide  and  approximately  6,000 
employees.  Learn  more  at  www.cit.com.  We  see  what  you  see. 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

DORAL  DOES  A  ROARING  TRADE  IN  PUERTO  RICAN  MORTGAGES. 
ROLLING  OUT  THE  CARPET-AND  TILE-AT  MOHAWK  INDUSTRIES. 
IMATION  IS  IN  SYNC  WITH  YOUNG  AUDIENCES'  VIDEOS  AND  MUSIC. 
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Doral:  Robust  in  San  Juan 

PUERTO  RICO  IS  A  PLACE  not  only  for  sun  but  also  for 
stock  winners.  So  says  Donald  Gimbel  of  investment 
bank  Carret,  which  has  accumulated  shares  of  San 
Juan's  Doral  Financial  (DLR).  Among  Puerto  Rican  banks, 
Doral  is  No.  4  in  assets  but  No.  1  in 
home  mortgage  originations.  A  chro- 
nic housing  shortage  on  the  island 
during  a  strong  economy  is  fueling 
steady  demand  for  mortgages.  Doral's 
stock  climbed  from  26  last  August  to 
38  in  early  April— before  investor  fears 
of  a  rise  in  interest  rates  pulled  it  down 
to  32.74  "This  is  a  chance  to  buy 
before  the  stock  resumes  its  upward 
spiral,  driven  by  Doral's  dynamic  30% 
growth,"  says  Gimbel.  He  argues  that 
even  if  rates  edge  higher,  Doral's 

growth  won't  wilt.  He  sees  the  stock  hitting  60  in  a  year.  The 
stock  is  cheap,  he  says— at  8.8  times  projected  2004  earnings 
and  75  times  2005  estimates.  Audrey  Snell  of  Brean  Murray, 
which  has  done  banking  for  Doral,  rates  the  stock  a  buy  and 
expects  it  will  earn  $3.65  a  share  in  2004  and  $4.25  in  2005, 
up  from  $2.72  in  2003.  Doral  posted  record  first-quarter 
results  in  all  sectors  of  its  banking  business.  Snell  expects  all 
of  them  to  continue  to  accelerate.  Like  Gimbel,  she  believes 
that  the  brisk  demand  for  homes  should  continue.  Any  hike  in 
rates  will  be  offset  by  the  housing  shortage,  she  says. 

Well-Dressed  Floors 
Are  Sporting  Mohawk 

MOHAWK  INDUSTRIES  (MHK)  doesn't  make  magic 
carpets,  but  the  No.  1  publicly  traded  floor-covering 
producer  is  flying  high.  Now  at  80.75— up  from  65  in 
August— its  shares  are  bound  to  go  higher,  says  Ed  Walczak  of 
Vontobel  Asset  Management,  which  owns  stock.  He  sees  it 
reaching  100  in  a  year,  thanks  to  the  wide  swaths  it  holds  in 
the  carpet  and  tile  markets.  Its  2001  buyout  of  Dai-Tile 
International  made  Mohawk  the  largest  supplier  of  ceramic 
tile,  the  fastest-growing  and  most  lucrative  thing  on  the  floor. 
The  business  is  so  enticing  that  Warren  Buffett's  Berkshire 
Hathaway  bought  the  other  biggie,  Shaw  Industries,  in  2001. 
Even  if  the  demand  from  new  homes  tapered  off,  the 
replacement  business— 65%  of  home  carpet  sales— should 
offset  the  drop,  says  Walczak.  And  the  commercial  market 
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also  adds  nicely  to  overall  demand,  he 

notes.  Unlike  many  companies  that 

moved  production  overseas,  Mohawk 

stayed  onshore  and  became  a  more 

efficient  producer,  he  says.  And  instead 

of  buying  the  nylon  and  propylene 

fiber  it  needs  from  DuPont,  Mohawk 

built  its  own  fiber  plants.  Analyst  Greg 

Herr  of  Vontobel  expects  earnings  of 

$4.98  in  2004  on  sales  of  $5.2  billion 

and  $5.40  in  2005  on  $5.7  billion. 

Keith  Hughes  of  SunTrust  Robinson 

Humphrey  is  impressed  by  Mohawk's  yearly  growth  of  16.9% 

in  the  past  five  years,  and  return  on  assets  averaging  19.1%. 

He  rates  Mohawk  a  buy. 

Imation's  Storage  Gear 
Is  Clicking 

THE  RISING  POPULARITY  of  recording  videos  and 
music,  including  downloading  music  from  the  Web,  is 
firing  up  sales  at  Imation  (IMN).  A  maker  of 
"removable  data  storage"  products,  ranging  from  tape 
cartridges  and  diskettes  to  blank  CDs  and  DVDs,  Imation  has 
just  announced  better-than-expected 
first-quarter  results.  "The  explosion  in 
data  that  enterprises  and  consumers 
want  to  store  is  pushing  up  demand 
for  these  devices,"  says  Rodney 
Hathaway,  portfolio  manager  at 
Heartland  Value  Plus  Fund,  which 
owns  stock.  Imation's  clean  balance 
sheet— with  $411  million  in  cash,  or 
$11  a  share,  and  no  debt— is  adding  to 
the  stock's  luster,  he  says.  Hathaway 
sees  the  stock,  now  at  39.81,  at  58  in  a 
year.  He  figures  Imation  will  earn 

$2.45  a  share  in  2004  and  $2.70  in  2005.  Richard  Stice  of 
Standard  &  Poor's  says  that  Imation  is  rated  "accumulate," 
based  on  the  "intrinsic  value  calculation  using  discounted 
cash  flow  analysis."  II 


Biisiiit'ssWock  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 


ALONG 
CRESCENDO 


DOLLARS 


AUG.  18. '03       APR.21.04 

Data  Bioomtxrg  Ftna<icu;  Marte-s 


128    BusinessWeek  I  May  3.  2004 


/rust fund 

}<7  uu/Uty  aoouj  // 

fooes 

na/es 


Aa/es 

cvan/s  a  oe//e/- 
/  *e  fa./ ions/2  ip 

W1//2  monei 


•  Tap  into  Phoenix's  better  results  philosophy — the  thinking  behind 
the  intelligent,  easily  customized  wealth  strategies  available  to  advisors  today  for  affluent  and  high-net-worth 
clients.  Because,  in  addition  to  innovative  products  and  services,  Phoenix  offers  insightful  ways  for  advisors  to 
use  them.  It's  all  part  of  a  commitment  we've  had  for  more  than  150  years — to  help  advisors  make  sure  their 
clients  always  feel  understood. 


add  value  to  wealth.     PHOENIX 


1 
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Personal  Business  Figures  of  the  Week 


STOCKS 


S4.P500 

APR.     OCT.     APR.  APR.  15-21 


1160 


112*1 


1080 


COMMENTARY 

Equities  initially  rose  on  news  of 
better-than-expected  profits  from 
the  likes  of  Motorola  and  3M.  But 
on  Apr.  20,  Fed  Chairman 
Greenspan  weighed  in  with  some 
positive  words  on  deflation  and 
the  economy.  Stocks  took  a  dive 
as  buyers  read  his  remarks  as  a 
sign  the  Fed  was  set  to  shut  off  the 
money  spigot.  The  market 
steadied  the  next  day,  but  still 
ended  the  week  in  the  red. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  20 

■  S4P500  ■  U.S.  DIVERSIFIED  «W  ALL  EQUITY 


m 


SI  2  3  4  5  6 

52-WEEK  TOTAL  RETURN     ' 

WEEK  ENDED  APR.  20 

■i  SiP  500  ■  US  DIVERSIFIED  M  ALL  EQUITY 


%  7  14         21         28  35  42 

Data:  Standard  &  Poor's 


U.S.  MARKETS  APR21  week 

S&P  500  1124.1  -0.4 

Dow  Jones  Industrials  10,317.3  -0.6 

NASDAQ  Composite  1995.6  -1.4 

S&P  MidCap  400  599.9  0.2 

S4PSmallCap600  285.6  0.7 

Wilshire  5000  10394.4  -0.3 

SECTORS 


%  CHANGE 

YEAR  TO    LAST  12 

DATE      MONTHS 


LI 
-L3 
-0.4 
4.1 
5.6 
1.8 


26.0 
23.9 
40.1 
■  41.5 
47.7 
30.0 


BusinessWeek  50* 

634.0 

-1.0 

L9 

15.5 

BW  Info  Tech  100" 

344.8 

-1.0 

-1.6 

25.5 

S&P/BARRA  Growth 

559.3 

-0.2 

0.6 

21.1 

S&P/BARRA  Value 

560.6 

-0.5 

1.6 

31.2 

S&P  Energy 

239.0 

-0.7 

6.6 

30.8 

S&P  Financials 

380.7 

-1.5 

0.2 

24.5 

S&P  REIT 

110.0 

0.3 

-5.0 

16.8 

S&P  Transportation 

192.5 

0.4 

-4.7 

16.8 

S&P  Utilities 
GSTI  Internet 

1179 
152.7  ' 

-0.2 
-3.4 

-0.4 
5.5 

20.4 
60.8 

PSE  Technology 

718.0 

-1.7 

3.0 

48.2 

GLOBAL  MARKETS  apr.21  week 

S&P  Euro  Plus  (U.S.  Dollar)  1168.0  -0.6 

London  (FT-SE 100)  4539.9  1.2 

Paris  (CAC  40)  3743.2  0.3 

Frankfurt  (DAX)  4026.2  0.3 

Tokyo  (NIKKEI  225)  11.944.3  -1.3 

Hong  Kong  (Hang  Seng)  12,227.3  -3.5 

Toronto  (S&P/TSX  Composite)   8573.1  -0.8 

Mexico  City  (IPC)  10,539.4  -0.7 


%  CHANGE 
YEAR  TO      LAST  12 
DATE        MONTHS 


-03 
L4 
5.2 
L5 

1L9 

-2.8 
4.3 

19.8 


37.6 
16.7 
29.1 
38.8 
53.3 
42.6 
30.5 
66.6 


•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


FUNDAMENTALS                       apr20  weekago    yearago 

S&P500  Dividend  Yield                      139%  1.58%       1.77% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    22.0  22.5         3L3 

S&P  500  P/E  Ratio  (Next  12  mos.)'        17.2  17.6         16.3 

First  Call  Earnings  Surprise*                5.73%  6.42%      539% 

•First  Call  Corp. 

TECHNICAL  INDICATORS          apr20  weekago     reading 

S&P  500  200-day  average               1068.4  1064.7       Positive 

Stocks  above  200-day  average             72.0%  76.0%  Negative 

Options:  Put/call  ratio                          0.70  0.74       Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    4.78  5.59      Negative 


BEST-PERFORMING 
GROUPS 

Internet  Software 
Employment  Services 
Trading  Cos.  &  Distribs. 
Tires  &  Rubber 
Health-Care  Distributors 


LAST  LAST  12 

MONTH  %  MONTHS  % 

19.5  Fertilizers  &  Ag.  Chems.  122.8 

19.4  Internet  Software  114.6 

19.2  Wireless  Services  104.9 
18.7  Casinos  100.8 

11.3  Employment  Services  96.2 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN  % 


LEADERS 

LEADERS 

Japan 

5.5 

Japan 

73.4 

Health 

5.2 

Diversified  Emerg.  Mkts. 

67.6 

Technology 

4.3 

Pacific/Asia  ex-Japan 

66.5 

Small-cap  Growth 

LAGGARDS 

4.2 

Diversified  Pacific/Asia 

LAGSARDS 

60.6 

Real  Estate 

-10.9 

Domestic  Hybrid 

17.7 

Precious  Metals 

-9.8 

Large-cap  Growth 

22.5 

Financial 

-2.4 

Large-cap  Blend 

23.2 

Utilities 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-0.7 
% 

Miscellaneous 

52-WEEKTOTAL  RETURN 
LEADERS 

24.2 
% 

Amerindo  Technology  D 

16.0 

Eaton  Vance  Grtr.  India  A 
ProFds.  Wrlss.  Ultsr.  Inv. 

133.2 

ProFds.  Intnet.  Ultsr.  Inv. 

14.9 

127.7 

American  Heritage  Growth  14.3 

Pacific  Advs.  Sm.  Cap  A 

121.5 

Grand  Prix  A 

LAGGARDS 

13.4 

ProFunds  Ultra  Japan  Inv. 

LAGGARDS 

111.7 

ProFds.  Rl.  Est.  Usr.  Inv. 

-19.8 

ProFunds  UKSh.OTC  Inv. 

-48.4 

PFds.  Pr.  Mtls.  Usr.  Inv. 

-17.9 

Rydex  Dynam.  Vent.  100 

-48.2 

Rydex  Precious  Metals 

-14.9 

Potomac  Sm.  Cap/Sh.  Inv. 

-38.0 

Brazos  Rl.  Est.  Securts.  Y 

-13.8 

ProFunds  UltraBear  Inv. 

-38.0 

WORST-PERFORMING 
GROUPS 


LAST 
MONTH  K 


LAST  12 
MONTHS  % 


Divsfd.  Metals  &  Mining 
REITs 

-20.1 

-12.1 

Photographic  Products 
Airlines 

-17.9 
-6.9 

Homebuilding 

-11.6 

Broadcasting 

2.7 

Gold  Mining 

-10.1 

Insurance  Brokers 

5.4 

Aluminum 

-9.0 

Biotechnology 

5.7 

INTEREST  RATES 

KEY  RATES 

APR  21 

WEEKAGO 

YEARAGO 

Money  Market  Funds 

038% 

0.58% 

031% 

90-Day  Treasury  Bills 

038 

0.95 

1.16 

2-Year  Treasury  Notes 

2-17 

2.08 

L64 

10-Year  Treasury  Notes 

4.42 

4.37 

339 

30-Year  Treasury  Bonds 

5.23 

5.17 

439 

30-Year  Fixed  Mortgage  f 

533 

5.88 

5.81 

tBanxQuote.  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR  BOND 


30-VR  BOND 


Taxable  Equivalent 

5.46 

6.89 

Insured  Revenue  Bonds 

334 

5.01 

Taxable  Equivalent 

5.63 

7.16 

THE  WEEK  AHEAD 


NEW  RESIDENTIAL  SALES 

Monday,  Apr.  26, 10  a.m. 
EDT  »  New  single-family  home 
sales  in  March  are  forecast  to  have 
held  virtually  unchanged  at  an 
annual  pace  of  1.16  million.  That's 
based  on  the  median  forecast  of 
economists  surveyed  by  Action 
Economics. 

CONSUMER  CONFIDENCE 
Tuesday,  Apr.  27, 10  a.m. 
EDT  »  The  Conference  Board's 
April  confidence  index  probably 


inched  up  to  88.5,  after  slipping  to 

88.3  in  March. 

GROSS  DOMESTIC  PRODUCT 

Thursday,  Apr.  29,  8:30  a.m. 
EDT  »  The  economy  most  likely 
expanded  by  an  annual  rate  of 
4.8%  during  the  first  quarter,  after 
growing  by  4.1%  in  the  last  quarter 
of  2003. 

EMPLOYMENT  COST  INDEX 
Thursday,  Apr.  29,  8:30  a.m. 
EDT  »  Compensation  in  the  first 
quarter  of  2004  probably  rose 


0.9%,  after  a  0.7%  gain  in  the 
fourth  quarter.  With  plenty  of  slack 
still  left  in  the  labor  market,  benefit 
costs  should  continue  to  outpace 
wage  gains. 

PERSONAL  INCOME  Fn  day,  Apr. 
30,  8:30  a.m.  EDT  »  Personal 
income  in  March  is  expected  to 
have  risen  by  0.4%,  for  a  second 
straight  month.  Consumer 
expenditures  probably  grew  by 
0.6%  in  March,  after  climbing 
0.2%  during  February. 


The  BusinessWeek  production  index 
improved  to  217.4  for  the  week  ended 
Apr.  10,  an  11.4%  increase  from  the 
year  before.  Before  calculation  of  the 
four-week  moving  average,  the  index 
slipped  to  218.3. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/tnagazine/fextra.htm 


130  !  BusinessWeek  I  May  3.  2004 


Advertisement 


The  McGraw-Hill  Companies 


COngratlllatiOnS  to  the  winners  of 

the  Nineteenth  Annual  BusinessWeek  Awards 
for  Excellence  in  Corporate  Advertising 


BllSineSSWeek  readers  have  recognized  twelve 
distinguished  advertisers  for  creating  the  best  remembered 
corporate  campaigns  of  2003. 

The  winners  were  determined  based  on  2003  advertising 
readership  scores  compiled  for  SusinessWeek  by  Roper 
Starch,  an  independent  research  firm  and  the  acknowledged 
readership  measurement  standard  for  the  print  industry. 

BusinessWeek  is  proud  to  recognize  these  companies  for 
excellence  in  corporate  advertising  and  award  them  with  a 
symbol  of  excellence,  the  Steuben  crystal  eagle. 

Representative  ads  of  the  winning  campaigns  are  shown  on  the 
following  pages. 


CELEBRATING! 


BusinessWeek 
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vertisement 


Accentur 

Joe  W.  Forehand  I  Chairman  an 
YOUNG  &  RUBICAM  I  NEW  YORK.  NY 


/•       C  It  wow. 

r 
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c  it  blitz. 
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1  ciT 

Albert  R.  Gamper,  Jr.  I  CEO 
ML  ROGERS  AGENCY  I  NEW  YORK,  NY 


m 


v.  ! 


FUIITSU 


Fujitsu  Limited 

Hiroaki  Kurokawa  I  President  and  Representative  Director 
ASIAN  ADVERTISERS,  INC.  I  TOYKO,  JAPAN 
FOOTE,  CONE  &  BELDING  I  NEW  YORK,  NY 


Hitachi,  Ltd. 

Etsuhiko  Shoyama  I  President  and 

Chief  Executive  Officer.  Director 

McCANN-ERICKSON  I  TOKYO. JAPAN 


f7 


MCI 

Michael  Capellas  I  CEO 

EURO  RSCG  MVBMS  PARTNERS  I  NEW  YORK,  NY 


Microsoft 

Steve  Ballmer !  CEO 
McCANN-ERICKSON  I  SAN  FRANCISCO.  CA 


Advertisement 
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<|Pttney  Bowes 


SCS"  •  PttneyBowas 


Pitney  Bowes,  Inc. 

Michael  J.  Critelli  I  CEO 
Arun  Sinha  I  CMO 
OGILVYONE  I  NEW  YORK,  NY 


Shell  Oil  Company 

Lynn  Elsenhans  I  CEO 
J  WALTER  THOMPSON  I  HOUSTON,  TX 


We've  added  20 

3 ir  members  whiV 
[wait  times  2 


Siebel  Systems,  Inc. 

Thomas  M.  Siebel  I  Chairman  and  CEO 
PUBLICIS  &  HAL  RINEY  I  SAN  FRANCISCO,  CA 


fecJef  i 


Siemens  Corporation 

George  C.  Nolen  I  President  and  CEO 
PUBLICIS  USA  I  NEW  YORK,  NY 


Introducing 

high  performance  technology 

that's  also 

good 

for  the  environment , 


9  TOYOTA 

Toyota  Motor  North  America,  Inc. 

Toshiaki  "Tag"  Taguchi  I  President  and  CEO 
OASIS  ADVERTISING  I  NEW  YORK,  NY 
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Xerox  Corporation 

Anne  Mulcahy  I  CEO 
YOUNG  &  RUBICAM  I  NEW  YORK,  NY 


Index 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Abbott  Laboratories 

(ABT)58,102 
ABC(DIS)56,58 
Advanced  Micro 

Devices  (AMD)  48, 76 
Aerospatiale  Matra  26 
Air  Products  & 

Chemicals  46 
Alltel  (AT)  58 
Amazon.com  (AMZN) 

82 
Amerada  Hess  (AHC) 

51 
American  Airlines 

(AMR)  14, 136 
American  Technology 

Research  78 
America  Online  (TWX) 

82 

Apple  (AAPL)  48 
Ariel  Capital  92 
Associated 

Press/lpsos61 
Aux36 
Avis  (CD)  92 


B 

Bank  of  America  (BAC) 
121 

Bank  of  China  36 
Baxter  International 
(BAX)58 

Bear  Stearns  (BSC)  50 
Berkshire  Hathaway 
(BRK)128 
Best  Buy  (BBY)  56 
Binney  &  Smith  94 
Boeing  (BA)  18 
Borel  Private  Bank  & 
Trust  121 
Boston  Private 
Financially 
BRC  Imagination  Arts 
94 
Brean  Murray  128 


Bridgeway  Small-Cap 

Growth  Fund  120 
Bridgeway  Small-Cap 

Value  Fund  120 
BrynMawr  Trust  121 
Budget  Rent  A  Car  (CD) 

92 
Buffalo  Small-Cap  Fund 

120 


Cambridge  Energy  51 
Canadameds.com  52 
Celadon  Group  120 
Cendant  (CD)  46, 92 
Century  21  (CD)  92 
Chanel  105 
Charles  Schwab  (SCH) 

58 
Charter 

Communications 

(CHTR)96 

Cheap  Tickets  (CD)  92 
China  Bright  View  36 
China  Merchants  Bank 

36 
China  Unicom  (CHU) 

78 

Cingular  Wireless  58 
Citigroup  (C)  48, 121 
Coldwell  Banker  (CD) 

92 
Computer  Associates 

(CA)50 
ConocoPhilllips  (COP) 

51 

Craft  118 
Cushman&  Wakefield 

45 


DaimlerChrysler(DCX) 
94 

Dana  Investment  82 
Dassault  (DASTY)  26 


Delta  Air  Lines  (DAL) 

136 
Deutsche  Bank  (DB) 

82 

Digeo96 
Dominion  Resources 

(D)18 
Doral  Financial  (DRL) 

128 

DreamWorks  SKG  96 
DuPont(DD)128 


F 

Fandango  56 
Fidelity  Low-Priced 

Stock  Fund  120 
FlipStart96 
Ford  (F)  14, 48, 94 
Forrester  (F0RR)  92 
Fox  (FOX)  56 
Fulcrum  Global 

Partners  53 


GlaxoSmithKline(GSK) 

102 
Goldman  Sachs  (GS) 

48,58,96 
Google  30, 82 
Greenbridge  Capital  96 
Grettacole  123 
Gucci  Group  (GUC)  63 


Eastman  Kodak  (EK) 
36 

eBay  (EBAY)  82 
Elyion  Technologies  16 
Empagran  76 
ENI(E)51 
Enron  16 
ESPN  96 

Exhibitor  Relations  56 
Expedia(IACI)92 


Galileo  International 

(CD)  92 
Gartmore  Micro-Cap 

Equity  Fund  120 
Gasbuddy.com  124 
GE  Capital  (GE)  103 
General  Electric  (GE) 

13,24 
General  Motors  (GM) 

36,48 

G4  Media  (CMCSK)  56 
Giat  Industries  26 


H 

HCA(HCA)53 
Heartland  Value  Plus 

Fund  128 

Heidrick  &  Struggles  78 
Heights  Chateau  118 
Hermes  International 

105 

Hewitt  Associates  124 
Hewlett-Packard  (HPQ) 

50 
Hoffmann-La  Roche 

(RHHVF)76 
Honeywell  (HON)  96 


This  is  just  a  fraction  of 
what  we  have  to  offer. 
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I 

IBM  (IBM)  48, 50,82, 
% 
iFly  AirTaxi  14 

lmation(IMN)128 
Intel  (INTC)  48, 76 
InteractiveCorp  (IACI) 
92 

International  Strategy 
&  Investment  46 
Intuit  (INTU)  82 
iProspect82 


Leap  Wireless  (LWIQE) 
78 

Lehman  Brothers 
(LEH)48,92 
Leucadia  National 
(LUK)96 

LVMH  Moet  Hennessy 
Louis  Vuitton  105 


Janus  Capital  (JNS)  58 
JetBlue  Airways  (JBLU) 

136 
J.R  Morgan  Chase 

(JPM)  33, 36, 105, 121 


K 

Kleiner  Perkins  82 
Kohler  Waters  Spa  123 
Kyocera(KYO)78 


M 

Macroeconomic 

Advisers  46 
Magis  Networks  96 
Marathon  Oil  (MRO)  51 
Mattel  (MAT)  94 
McDonald's  (MCD)  58 
McGraw-Hill  (MHP)  103 
Merck  (MRK)  96 
Merrill  Lynch  (MER)  48 
Metricom  % 
Metro-Goldwyn-Mayer 

(MGM)58 


Microsoft  (MSFT)  16, 
30,96,82,126 

MinshengBank45 
Mohawk  Industries 

(MHK)128 
Morgan  Keegan  51 
Morgan  Stanley  (MWD) 

13,36,96 

Motorola  (MOT)  58, 78 
Munder  Micro-Cap 

Equity  Fund  120 


Northwest  Airlines 
(NWAQ13 
Novell  (NOVL)  82 


O 

Oasis  Group  51 
Occidental  Petroleum 
(0XY)51 

Oracle  (ORCL)  36 
Orbitz  (ORBZ)  92 
Oxygen  Media  96 


N 

Napa  Rose  118 
National 
Semiconductor 
(NSM)48 

Needham  Small-Cap 
Growth  Fund  120 
New  Choice  Mortgage 
Services  45 
Nextel(NXTL)58 
NextWave58,78 
Northern  Trust  121 


P 

Pfizer  (PFE)  102 
Pinault-Printemps- 
Redoute  63 
Piper  Jaffray  82 
Plains  Resources  (PLX) 
96 

Pop.com  96 
Priceline(PCLN)92, 
96 

PrivateBancorp  121 
PrivateBank&  Trust  121 


Sit  back  and  relax  knowing  Flight  Options  has  your 
options  covered  in  the  fractional  jet  industry.  With  the 
most  extensive  fleet  of  factory-new  and  pre-owned 
aircraft  we  make  it  easy  to  find  the  one  that  best 
fits  all  of  your  traveling  needs.  Every  Flight  Options 
jet  offers  the  highest  level  of  luxury,  comfort  and 
functionality  whether  it's  for  business,  pleasure  or  both. 
So  if  you've  been  exploring  your  options  in  fractional 
jet  ownership,  call  us  at  877.703.2348  or  visit  us  at 
www.flightoptions.com. 


Procter&  Gamble  (PG) 

13 

Providence  Equity  58 
Providian  Financial 

(PVN)18 
Prudential  Equity 

Group  48, 120 


Qualcomm(QCOM)78 


R 

Ramada(CD)92 
RepsolYPF(REP)51 
Rolls-Royce  (RYCEY)  24 
Royal  Bank  of  Scotland 
46 

Royal  Dutch/Shell  (RD) 
51 

Royce  Opportunity 
Fund  120 
RS  Investments  82 


Salesforce.com  58 
Sanyo  (SANYY)  96 
Schering-Plough  (SGP) 
102 

Seagram  (V)  13 
Sequoia  82 
Shosteck  Group  78 
Silver  Lake  Partners  82 
SkyPix  96 

Sony  (SNE)  56, 58, 78 
Southwest  Airlines 
(LUV)46,136 
Sprint  PCS  (PCS)  58, 
78 

Standard  &  Poor's 
(MHP)  36, 48, 58, 
103,126,128 
Starwave96 
Strategic  Horizons  94 
Sun  Microsystems 
(SUNW)82 
SunTrust  Robinson 
Humphrey  128 
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FixingChina's 
Financial  System 


CHINA'S  GROWTH  SPURT  over  the  past 
two  decades  is  a  marvel.  Rapid 
development  has  lifted  millions  of 
Chinese  out  of  poverty  while  stoking  the 
economies  of  China's  trading  partners  in 
East  Asia  and  around  the  world.  J  But  China  faces  a 
crisis  because  its  bullet  train  of  an  economy  is 
running  on  the  rails  of  a  primitive,  often  corrupt 
financial  system.  There  are  no  market  mechanisms  in  place  to 
prevent  runaway  overinvestment  and  the  misallocation  of 
capital.  Stock  and  bond  markets  are  untrustworthy. 
Government  banks  that  supply  most  of  the  nation's  credit 
direct  it  to  well-connected  party  officials  and  others  who 
know  how  to  work  the  system. 

Overinvestment  in  such  sectors  as  steel,  cement,  autos,  and 
residential  real  estate  is  rampant.  Huge  bailouts  of  the  banks 
by  Beijing  are  going  to  waste  because  as  soon  as  the  old  bad 
loans  are  taken  off  their  books,  the  banks  go  out  and  make 
what  may  well  become  new  bad  loans. 

These  aren't  easy  problems  to  fix.  Decades  of  Communist 
rule  have  resulted  in  an  entrenched  bureaucratic  class  that 
benefits  from  cronyism  and  outright  corruption.  And 
inefficient  state-owned  enterprises  can't  be  shut  down 


abruptly  because  they  employ  tens  of  millions  of  people. 
Fortunately,  China's  leaders  understand  the  challenges. 
President  Hu  Jintao,  Premier  Wen  Jiabao,  and  People's  Bank 
of  China  Governor  Zhou  Xiaochuan  are  well-informed  and 
capable  reformers. 

For  starters,  China's  leaders  intend  to  restructure  the  bank' 
so  that  their  interest  rates  are  set 
by  market  forces  instead  of  fiat. 
Freely  floating  rates  will  help  curb  I 
the  economy-wide  overinvestment! 
that  occurs  when  rates  are  too  low. 

Beyond  that,  they  want  the 
banks  to  assess  borrowers  on  the 
basis  of  profit  potential,  not 
politics  or  personal  gain.  Doing  so 
will  direct  credit  toward  the 
dynamic  new  companies  that  are 
China's  future.  Properly 
functioning  stock  and  bond 
markets  will  help  as  well. 
In  the  meantime,  though,  China  is  in  danger  of 
overheating.  So  as  a  stopgap,  Beijing  will  need  to  resort  to 
old-style  command  and  control— and  impose  stem  penalties 
on  those  who  persist  in  imprudent  lending.  The  reward  for 
the  banks  that  whip  themselves  into  shape  will  be  the 
opportunity  to  list  their  shares  on  Western  stock  exchanges. 

China  also  may  need  to  revalue  its  currency,  which  is 
pegged  to  the  dollar.  A  modestly  stronger  yuan  could  help 
tame  inflation  by  lowering  the  cost  of  oil  and  other  essential 
imported  commodities. 

This  is  a  crucial  moment  in  China's  transition  to  a  market 
economy.  With  wisdom  and  political  fortitude,  the  nation's 
leaders  can  keep  the  economic  miracle  alive. 


Its  lack  of 
market 
mechanisms 
has  resulted 
in  misuse 
of  capital 


Airlines:  New 
Thinkings  Please 


IS  THERE  NO  END  TO  the  red  ink  in  the  airline 
industry?  The  CEO  of  once-healthy  Delta 
Airlines  Inc.  says  its  balance  sheet  is  "severely 
damaged  to  the  point  of  exhaustion,"  while 
US  Airways  Group  Inc.  is  struggling  to  comply 
with  the  terms  of  a  $900  million  federal  loan 
guarantee.  Other  carriers  are  gasping  as  well.  J  A 
huge  part  of  the  problem  is  that  the  big  carriers  still 
haven't  fully  faced  up  to  their  core  dilemma.  Even  if  they  cut 
labor  costs,  they  simply  can't  charge  enough  for  their  far- 
flung  route  networks  to  be  competitive  with  the  new  breed  of 
carriers  such  as  Southwest  Airlines  Co.  and  JetBlue  Airways 
Corp.  that  keep  costs  low  with  point-to-point  service. 

The  older  carriers  offer  frequent  service  to  many  cities  with 
short  layovers.  They  do  so  by  serving  dozens  of  "spoke"  cities 
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through  a  handful  of  hub  airports.  They  can  fill  flights  out  of 
smaller  cities  because  their  planes  carry  passengers  bound  for 
anywhere  in  the  world— not  just  to  one  destination,  as  with  a 
point-to-point  airline.  But  hub-and-spoke  systems  are 
enormously  expensive  to  run.  To  minimize  layover  times,  they 
need  lots  of  gates  and  ground  crew,  which  boosts  labor  costs. 
And  planes  spend  more  time  on  the  ground,  expensively 
idling  as  they  wait  for  connections. 

It's  inevitable  that  the  traditional  hub-and-spoke  carriers 
such  as  Delta  and  US  Air  must  either  consolidate  or  cut 
service  dramatically.  Spreading  out  departure  times  from 
hubs  would  save  a  bundle,  albeit  at  the  cost  of  increasing  the 
length  of  layovers.  American  Airlines  has  done  that 
successfully  at  Chicago's  O'Hare  International  Airport 
Carriers  will  also  have  to  close  some  hubs  entirely  and  drop 
service  to  more  unprofitable  destinations.  They're  beginning 
to  do  so,  but  at  a  glacial  pace. 

In  the  end,  this  is  part  of  the  long  process  of  the  air  travel 
system  readjusting  to  reflect  the  true  cost  of  providing  the 
service.  Larger  cities  will  have  more  service  at  a  lower  price 
than  smaller  cities.  Regions  that  invest  in  new  airport 
facilities— and  open  them  up  to  all  comers— will  have  a 
marked  advantage  over  those  that  do  not.  And  the  airline 
carriers  that  survive,  whether  discount  or  hub-and-spoke,  will 
be  on  a  firmer  financial  footing. 
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Eat  more  apples, 


No,  we're  not  a  company  that  sells  apples  —  we're  one  of  the 
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Company  for  six  years  running*-  and  drop  the  jelly  donut. 
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company's  bid  to  buy  Disney 
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HALL  OF  SHAME 

THE DOUBLE 
LIFE  OF 
BARRY  Win 

THE  WEB  SITE  OF  THE  Securities 

&  Exchange  Commission 

Historical  Society  lists  Barry 

Witz  as  one  of  42 

"distinguished 

representatives  of 

the  financial 

community"  who 

serve  on  its 

advisory  council. 

But  that's  not  the 

only  recognition 

bestowed  upon  the 

63-year-old  Beverly 

Hills  lawyer,  a 

longtime  stock 

promoter.  On  Apr. 

19,  Witz  pleaded 

guilty  to  securities 

fraud  conspiracy  for 

scamming  investors 

in  an  Internet  stock. 

If  s  a  bit  murky  how  an 
admitted  pump-and-dump 


THE  BIG  PICTURE 


WITZ  Historian— 
and  admitted 
scamster 


microcap  fraudster,  a  subject 
of  bad  publicity  and  lawsuits 
since  the  early  1990s,  wound 
up  alongside  such  luminaries 
as  Robert  Glauber,  chief 
executive  of  the  NASD,  and 
Richard  Ketchum,  chief 
regulator  at  the  New  York 
Stock  Exchange.  "It  was  a 
group  process"  at  the  society, 
says  Carla  Rosati,  its 
executive  director.  Witz,  she 
says,  was  a  "donor 
and  supporter" 
since  the  group  was 
founded  in  1999. 
Witz's  lawyer, 
Lawrence  Feld,  says 
he  will  cite  Witz's 
council  service  in 
pleading  for  a  light- 
er sentence.  But 
he'll  have  to  hurry. 
After  learning  of 
Witz's  recent  fate 
from  a  reporter, 
Rosati  says  that 
while  the  society's 
leaders  "wish  him  well,"  they 
decided  his  services  are  no 
longer  needed.  -Gary  Weiss 


COLOSSAL  CLOUT  The  players  who  senior 
executives  think  are  the  most  influential  when 
it  comes  to  reforming  markets: 


SOFTWARE  SAGAS 


Data:  Christian  &  Timbers. 
April  2004  survey  of  126  execs 


Cisco's  Code  War 
Widens 


CISCO  SYSTEMS  MAY  HAVE  FOUND  that  Huawei  Technologies  copied 
more  of  its  software  than  it  thought.  On  Apr.  27,  Cisco  filed  a 
sealed  motion  asking  the  U.S.  District  Court  in  Marshall,  Tex.,  to 
enforce  a  deal  it  struck  with  the  Chinese  networking  company 
to  stop  using  its  intellectual  property,  BusinessWeek  has  learned. 

It's  the  latest  twist  in  a  closely  watched  legal  spat.  In  early 
2003,  Cisco  sued  Huawei,  accusing  it  of  stealing  software  for 
use  in  its  Quidway  routers,  which  manage  corporate  networks. 
Huawei  pulled  the  products  off  the  market  and  promised  not  to 
copy  more  Cisco  code.  In  October,  Cisco  agreed  to  drop  the  suit, 
pending  a  six-month  review  of  Huawei's  products. 

The  new  motion  could  mean  Huawei  didn't  pass  the  review, 
says  a  source  close  to  the  proceedings.  But  Cisco  is  still  willing 
to  drop  the  suit.  On  Apr.  1,  it  extended  the  deal  with  Huawei  by 
six  months.  Huawei's  outside  attorney  Robert  Haslam  says, 
"Huawei  believes  it  has  abided  by  both  the  terms  and  spirit  of 
the  agreement."  Cisco's  lawyers  declined  to  comment. 

The  U.S.  has  long  accused  Chinese  companies  of  not  doing 
enough  to  stop  intellectual-property  violations.  If  Cisco's  claims 
stand,  those  concerns  may  grow.  -Peter  Burrows 
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THE  FUND  BIZ 

PUTNAM 
ASPIRES 
TO  PURITY 

AS  PART  OF  his  continuing 
cleanup  of  troubled  Putnam 
Investments,  ceo  Ed 
Haldeman  has  quiedy  killed 
efforts  to  get  into  the  hedge- 
fund  business.  In  March, 
Haldeman  scuttled  a  unit  that 
was  testing  several 
hedge  funds. 

The  issue  of  one 
fund  company 
housing  two  types 
of  funds  is  contro- 
versial because  of 
the  potential  for 
conflicts  of  inter-est. 
If  a  fund  man-ager 
has  a  good 
investment  idea, 
where  will  it  go— to 

HALDEMAN  Just  said 

no  to  hedge  funds 


the  hedge  fund,  which  gets 
20%  of  any  capital  gain,  or  a 
mutual  fund,  which  earns 
much  smaller  management 
fees?  Congress  is  considering 
ways  to  address  the  potential 
for  abuse.  "We  just  want  to  be 
as  pure  as  one  can  be  in  this 
area,"  Haldeman  says. 

Several  firms  that  offer 
mutual  funds,  including 
Merrill  Lynch  and  Gabelli  Asset 
Management,  also  run  hedge 
funds.  They  claim  that  if  they 
didn't,  good 
managers  would 
bolt  since  hedge 
funds  are  more 
lucrative.  Putnam 
parent  Marsh  & 
McLennan  may 
offer  hedge  funds. 
If  it  does,  they 
would  be  run  by 
MMC  Capital,  a 
private-equity 
subsidiary, 
steering  clear  of 
Putnam. 

-Faith  Arner, 
with  Amy  Borrus 


FOR  THE  BIRDS 

LASER  GUIDANCE  Why  didn't  the  chicken  cross 
the  runway?  At  France's  Montpellier  airport 
near  Marseilles,  you  can  credit  the  world's  first 
laser  designed  to  keep  birds  from  straying  ontc 
the  tarmac  and  flying  into  planes.  The  robot- 
guided  beam  scans  the  l.b-mile  landing  strip, 
painlessly  disturbing  the  birds  by  vibrating 
water  molecules  in  trie  air.  It's  helpful  in 
preventing  nighttime  accidents,  when  birds  are 
harder  to  spot.  At  $120,000,  the  laser  isn't 
cheap,  but  it's  preventing  some  of  the  airport's 
usual  70  bird  collisions  a  year,  each  of  which 
can  cost  far  more  in  engine  repairs.  Airports  in 
the  U.S.  and  Switzerland  are  now  hankering  for 
their  own  laser  frangais.         -Rachel  Tiplady 
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REVERSALS 

THE SECOND 

COMING 

OFIMCLONE 

FROM  THE  schadenfreude 
department:  On  Apr.  27, 
shares  of  ImClone  Systems 

briefly  broke  the  $80  mark, 
before  settling  around  $70. 
The  biotech  outfit's  first- 
quarter  revenues  quintupled 
on  the  arrival  of  its  cancer 
drug  Erbitux. 

That's  the  same  Erbitux 
that,  in  late  2001,  sparked 
insider  trading  ahead  of  a 
negative  FDA  report.  As  a 
result,  ImClone  founder  Sam 
Waksal  received  a  seven-year 
prison  term  and  pal  Martha 
Stewart  was  found  guilty  of 
lying.  Stewart  sold  her  3,928 
shares  at  $60.  It  pavs  to  buy 
and  hold.  Hindo 
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DRAWN  &  QUARTERED 


"CAN  SWteONS  FlHD  OUT  W&\  TvWH I  ReR£T  is  D*  OUT? " 


ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 


Ariba  Impacts: 

Temp  Labor 
IT  Consulting 
Facilities 
Print 

Marketing 
Construction 
Housekeeping 
and  more... 


STRATEGY 


ANALYSIS 


SOURCING 


PROCUREMENT 


SUPPLIERS 
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A  BOOK 
YOU  CAN 
BENCH-PRESS 

It's  one  of  the  biggest  gambles 
in  publishing  history.  On  Apr. 
15,  German  entrepreneur  Ben- 
edikt  Taschen  released  GOAT: 
A  Tribute  to  Muhammad  Ali,  a 
limited-edition  photo  book 
about  the  boxing  legend-with 
a  $3,000  price 
tag.  (The  title 
stands  for 
"Greatest  of  All 
Time.")  At  75 
pounds,  it's  so 
heavy  that  picking  it  up  gave 
Taschen  a  hernia  that  required 
surgery  in  mid-March.  "We're 
including  a  note  inside  that 
says  always  have  two  people 
lift  it,"  he  says. 

Taschen,  43,  prides  himself 
on  shaking  up  the  stuffy  world 
of  coffee-table  books.  Sumo, 
his  four-year-old  photo  book 
by  the  late  Helmut  Newton, 
weighed  66  lb. 

GOAT  took  four  years  and 
$12  million  to  produce.  Tasch- 
en, who  used  to  get  up  in  the 
middle  of  the  night  to  watch  Ali 
fights,  figures  he  needs  to  sell 
two-thirds  of  the  10,000 
copies  to  turn  a  profit.  That's  a 
feat  some  compare  with  going 
12  rounds  with  Ali  in  his  prime. 
-Chhsioph°r  Palmeri 
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WIRED  LIFE 

AND THE 
CHAMPION 
CODERS  ARE... 

IN  SOFTWARE,  no  country  is 
hotter  than  India.  But  at  the 
Apr.  16  TopCoder  Collegiate 
Challenge,  software's  world 
championship  in  Boston,  the 
programming  powerhouse 
was  all  but  invisible.  A  22- 
year-old  Pole,  Tomasz  Czajka, 
won  the  $25,000  prize  for  the 
second  year  in  a  row,  edging 
out  rivals  from  the  U.S., 
Canada,  and  Australia. 

Indians  barely  ranked  as 
also-rans:  58  Indian  students 
were  among  705  competitors 
in  the  early  rounds,  but  none 
made  it  into  the  24-person 
programming  final. 

The  country  consistently 
trails.  Officials  at  TopCoder, 
the  Glastonbury  (Conn.) 
company  that  runs  the 
contests,  have  ranked 
competition  results  of  36,000 


CHURCH  &  STATE 

THEY'D 
RATHER  PAY 
THAN  PRAY 

THERE  ARE  FEW  more  popular 
ways  to  catch  a  tax-time 
break  than  taking  a  deduct- 
ion for  charitable  giving. 
Almost  40  million 
people  did  so  in 
2001,  according  to 
the  latest  data 
from  the  Internal 
Revenue  Service. 
But  as  a  more 
liberal  tax  policy 
has  increased 
giving,  religious  attendance 
has  fallen.  In  a  National 
Bureau  of  Economic  Research 
paper,  economist  Jonathan 
Gruber  of  Massachusetts 
Institute  of  Technology  finds 


programmers  over  three 
years.  University  of  Warsaw 
ranks  highest,  with  its 
students  in  the  97th 
percentile.  Massachusetts 
Institute  of  Technology  students 
finish,  on  average,  in  the  86th. 
Indian  Institute  of  Technology  is 
far  behind,  in  the  56th 
percentile.  Topcoder  officials 
say  the  contests  reflect  pure 
math  skills.  But  G.  Sivakumar, 
head  of  computer  science  at 
IIT  Bombay,  says  students 


that  Americans  view 
donations  as  a  substitute— if 
you  can't  pray,  pay. 
Gruber  analyzed 
government  surveys  on 
donations  and  religious 
attitudes  over  30  years.  The 
data  show  that  for  every  1% 
rise  in  giving  spurred  by  tax 
subsidies,  attendance  at 
services  drops  1.1%,  implying 
a  "strong 
substitutabuity." 

Religious  leaders 
say  the  biggest 
donors  are  regular 
attendees,  but 
Gruber  says  tax 
changes  most 
affect  those  who 
aren't  regulars.  Does  having 
people  in  the  pews  outweigh 
the  benefits  of  more 
cold,  hard  cash?  On  that 
point,  Gruber  remains 
agnostic.  -Brian  Hindo 


need  training  for  the  contests 
because  they're  races  against 
the  clock.  He  says  the  Chinese 
already  provide  courses,  and 
that  India  will  likely  follow. 

Companies  such  as  Yahoo! 
and  Intel  sponsor  the  contest 
and  use  it  as  a  recruiting  tool. 
While  India  is  sure  to  keep 
landing  its  share  of  software 
jobs,  look  for  recruiters  to 
keep  banging  on  doors  in 
places  such  as  Boston  and 
Warsaw,  too.  -Stephen  Baker 


THE  STAT 


The  percentage 
decline  in  the  United 
Auto  Workers' 
membership  rolls  in 
2003.  At  624,585, 
the  union's  member- 
ship level  is  the 
lowest  since  1942 
and  down  from  a 
peak  of  1.53  million 
members  in  1969. 


Data:  Labor  Dept. 
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We 

want 

you  to 

know 


Aetna's  Range  of  Businesses 


Think  we  play 
oniy  one  note? 

Get  ready  for  a 
whole  symphony. 

You  know  Aetna  as  a  leader  in  health 
insurance.  But  Aetna  also  offers  a  full 
range  of  other  products  including 
Dental,  Pharmacy,  Disability,  Long-Term 
Care,  and  Group  Life,  each  of  which 
provides  the  high  level  of  quality  and 
service  you  demand.  And  whether 
taken  individually  or  as  a  complete 
package,  they  allow  us  to  enhance  your 
coverage.  Aetna  harnesses  the  power 
of  information  to  help  you  and  your 
employees  make  better,  more  informed 
decisions.  That  helps  you  control  costs, 
and  keep  your  employees  healthy  and 
productive.  If  this  strikes  a  chord  with 
you,  it's  easy  to  find  out  more.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know5" 


>: 


XAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2004  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Plans  contain  exclusions 

and  limitations. 
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Can  your  network 
carry  it  all? 


GAIN  ADAPTABILITY.  Can  your  network  carry  both  voice  and  data  throughout  the  world?  Can 
ease  you  into  IP  telephony  at  your  own  pace,  while  still  giving  you  the  reliability  and  security  yc 
expect?  Can  it  deliver  new  business  applications  that  provide  greater  return  on  investment  than  yoi 
may  have  thought  possible?  AT&T  has  the  networking  expertise  to  deliver  VoIP  services  anc 
applications  that  interoperate  with  the  industry's  leading  VoIP  equipment  providers.  Plus,  the  capacity 
to  carry  all  your  applications  forward-no  matter  how  heavy  the  load.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company5" 


For  a  network  that  can,  call  1-888-889-0234 

att.com/networking 
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Readers  Report 


All  I  really  need  is  a 
version  oFWindows  that... 
runs  any  application  I 
choose— simply  reliably, 
and  quickly." 


-Indrqjit  Rajeev  Gajendran 
Saratoga,  Calif. 
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ItsMdtfe 
Crisis? 


HEY,  MICROSOFT:  TRY  LISTENING 
TO  YOUR  CUSTOMERS  MORE 

RE  "MICROSOFT'S  midlife  crisis"  (Cover 
Story,  Apr.  19):  As  a  Microsoft  Corp.  cus- 
tomer, all  I  really  need  is  a  version  of  Win- 
dows that  doesn't  take  five  minutes  to 
boot  and  runs  any  application  I  choose- 
simply,  reliably,  and  quickly— whether  my 
data  are  local  to  my  laptop  or  on  a  server 
on  a  different  continent.  I  don't  need  my 
operating  system  to  talk  to  me,  read  me 
my  e-mail,  make  phone  calls,  guess 
whose  e-mail  I  might  want  to  read  next, 
or  choose  a  Web  browser  for  me. 

In  the  interview  with  William  H.  Gates 
III  and  Steve  Ballmer,  if  s  very  clear  that 
Microsoft  chooses  not  to  listen  to  this  ba- 
sic input  from  customers.  This  is  a  cul- 
tural problem  that  originates  at  the  top, 
since  Gates  openly  confesses  to  spending 
significant  time  sitting  around  visualizing 
more  "neat"  stuff  that  his  bloated  and 
corrupt  operating  system  could  do  for  me. 
Thanks,  but  no  thanks. 

Microsoft  needs  to  concede  that  its 
strength  lies  in  identifying  and  develop- 
ing applications  that  corporations  need. 
After  30  years,  the  company  still  has  no 
clue  as  to  whaf  s  required  of  a  robust,  in- 
dustrial strength  operating  system.  If  it 


tossed  Windows  into  the  garbage  and  just 
ported  Office  to  Linux,  the  world  would 
be  a  better  place. 

-Indrajit  Rajeev  Gajendran 
Saratoga,  Calif. 

THE  BIGGEST  THREAT  to  Microsoft's 
growth  is  its  inability  to  penetrate  markets 
in  China  and,  to  a  lesser  extent,  Korea  and 
Japan.  These  countries  have  joined  forces 
to  develop  open-source  alternatives  to 
Windows.  The  Chinese  in  particular  pres- 
ent a  barrier.  There  is  abiding  mistrust  of 
foreigners  in  China.  That  mistrust  is  espe- 
cially strong  among  government  minis- 
ters who  view  dependence  on  Microsoft  as 
a  liability.  They  do  not  want  an  American 
vendor  dictating  terms  and  functionality 
to  them.  They  also  do  not  trust  Microsoft's 
software,  which  is  known  to  be  full  of  se- 
curity holes  and  "back  doors." 

-Lynn  Moyers 
Portland,  Ore. 

"MICROSOFT'S  MIDLIFE  CRISIS"  de- 
scribes the  company  as  an  American  icon, 
but  its  modus  operandi  is  pure  Japanese: 
Watch  what  others  do  and  imitate,  exe- 
cuting ruthlessly  in  marketing  and  opera- 
tions to  drive  innovators  out  of  the  mar- 
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Ask  your  doctor  what  CRESTOR*  can  provide. 
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Surprise!  It's  true.  Most  of  the  cholesterol  inside  you  doesn't  come  from  the  food  you  eat, 

but  from  your  body's  own  natural  processes.  Diet  and  exercise  are  an  excellent  first  step 

to  lower  cholesterol.  But  the  fact  is,  most  people  with  high  cholesterol  just  plain  need 

more  help.  That's  why  you  should  ask  your  doctor  about  CRESTOR.  Adding  CRESTOR  to 

a  healthy  diet  has  been  proven  to  cut  bad  cholesterol  about  half  (52%  at  10  mg  versus 

7%  with  placebo;  your  results  may  vary).  CRESTOR  can  even  raise  good  cholesterol. 

That's  a  step  in  the  right  direction. 

For  more  information  on  good  cholesterol,  bad  cholesterol,  and  how  CRESTOR  can 
help,  ask  your  doctor  and  visit  CRESTOR.COM  or  call  800-CRESTOR. 

Important   information:   CRESTOR  is  prescribed  along  with  diet  for  lowering 

cholesterol  and  is  not  for  everyone,  including  people  with  liver  disease,  and  women 

who  are  nursing,  pregnant  or  may  become  pregnant.  Tell  your  doctor  promptly  if  you 

experience  unexplained  muscle  pain  or  weakness,  as  they  may  be  a  sign  of  serious  side 

effects.  Be  sure  to  tell  your  doctor  about  other  medications  you  are  taking.  Simple 

blood  tests  are  needed  to  check  for  liver  problems  before  and  12  weeks  after  start  of 

therapy  or  change  of  dose,  and  periodically  thereafter.  Side  effects  occur  infrequently 

and  include  muscle  aches,  constipation,  weakness,  abdominal  pain  and  nausea.  They 

are  usually  mild  and  tend  to  go  away.  CRESTOR  has  not  been  shown  to  prevent  heart 

disease  or  heart  attacks.  See  adjacent  page  for  additional  important  information. 


CRESTOR 

rosuvastatin  calcium 


Now  you're  getting  somewhere. 


CRESTOR.COM 
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Please  read  this  summary  carefully  and  then  ask  your  doctor  about  CRESTOR.  No  advertisement  can  provide  all  the  inlormation  needed  to  determine  it  a  drug  is  right  for  you. 
This  advertisement  does  not  take  the  place  ol  careful  discussions  with  your  doctor.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a  prescription  drug. 

BRIEF  SUMMARY:  For  full  Prescribing  Information,  see  package  insert  compared  with  healthy  volunteers  These  increases  are  considered  to  be  clinically  signifi-  rosuvastatjn.  3,159  (31%)  were  65  years  and  older,  and  698  (6.8%)  were  75  years  and 

INDICATIONS  AND  USAGE  CRESTOR  is  indicated  1  as  an  adjunct  to  diet  to  cant  and  require  special  consideration  in  the  dosing  of  rosuvastatin  to  patients  taking  older.  The  overall  fiequency  ol  adverse  events  and  types  of  adverse  events  were  similar  in 

jl.c  lol-C  ApoB  nonHDL-C  and  TG  levels  and  to  increase  HDL-C  in  concomitant  cyclosponne  (see  WARNINGS,  Myopathy/Rhabdomyolysis,  and  DOSAGE  AND  patients  above  and  below  65  years  of  age  (See  WARNINGS,  Myorjattry/Wubdomyolysis.) 

patients  with  primary  hypercholesterolemia  (heterozygous  familial  and  nonfamilial)  and  ADMINISTRATION).  Warfarin:  Coadministration  of  rosuvastatin  to  patients  on  stable  The  efficacy  of  rosuvastatjn  m  the  genatnc  population  (>65  years  ol  age)  was  comparable 

mixed  dyslipidemia  iFrednckson  Tvpe  lla  and  lib)-  2  as  an  adjunct  to  diet  for  the  treatment  warfann  therapy  resulted  in  clinically  significant  nses  in  INR  (>4,  baseline  2-3).  In  patients  to  the  efficacy  observed  in  the  non-elderly.  ADVERSE  REACTIONS  Rosuvastatin  is 

ol  patients  with  elevated  serum  TGIevels  (Fredrickson  Type  IV)  3  to  reduce  LDL-C,  total-C,  taking  coumann  anti-coagulants  and  rosuvastatin  concomitantly,  INR  should  be  determined  generally  well  tolerated.  Adverse  reactions  have  usually  been  mild  and  transient  In  clinical 

and  ApoB  in  patients  witti  homozygous  familial  hypercholesterolemia  as  an  adjunctto  other  before  starting  rosuvastatin  and  frequently  enough  during  early  therapy  to  ensure  that  no  studies  of  10,275  patients,  3.7%  were  discontinued  due  to  adverse  experiences  attributable 

lipid-lowering  treatments  (e  g   LDL  apheresis)  or  if  such  treatments  are  unavailable,  significant  alteration  of  INR  occurs.  Once  a  stable  INR  time  has  been  documented.  INR  can  to  rosuvastatin.  The  most  frequent  adverse  events  thought  to  be  related  to  rosuvastatin 

CONTRAINDICATIONS  CRESTOR  is  contramdicated  in  patients  with  a  known  be  monitored  at  the  intervals  usually  recommended  for  patients  on  cotimarin  anticoagu-  were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Adverse 

....  .     Ms  product  RoBwastitin      rtrs   lated  it   **  '  "'•  **<  ■■' '::-  -,3tir  5  ;i  a  '"■>-  "''■ iini  v~-r-'"-"- snc-" ]-  repeated  E-Mieneime*  Adverse  aqwtencK,  rcqanfcss  of  craiy  assessment,  reported  in 

patients  with  active  liver  disease  or  with  unexplained  persistent  elevations  of  serum  Rosuvastatin  therapy  has  not  been  associated  with  bleeding  or  with  changes  in  INR  in  >2%  of  patients  in  placebo-controiled  clinical  studies  of  rosuvastatin  are  shown  in  Table  1 ; 

transaminases  (see  WARNINGS  Liver  Enzymes)  Pregnancy  and  Lactation  patients  not  taking  anti-coagulants.  Gemfibrozil:  Coadministration  of  a  single  rosuvastatin  discontinuations  due  to  adverse  events  in  these  studiesof  up  to  12  weeks  durabon  occurred 

Atherosclerosis  is  a  chronic  piocess  and  discontinuation  of  lipid-lowering  drugs  dunng  dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice  daily)  resulted  in  a  2.2-  and  1.9-  in  3%  of  patients  on  rosuvastatin  and  5%  on  placebo. 

pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hyper-  (old.  respectively,  increase  in  mean  C™  and  mean  AUC  of  rosuvastatin  (see  DOSAGE  AND  Table  1.  Adverse  Events  in  Placebo-Controlled  Studies 

chotesterolemia  Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  ADMINISTRATION)  Endocrine  Function  Although  clinical  studies  have  shown  that  "  Rosuvastatin  Piacrto 

components  lor  fetal  development  (including  synthesis  of  steroids  and  cell  membranes),  rosuvastatin  alone  does  not  red-jce  basal  plasma  Cortisol  concentration  or  impair  adrenal  Adverse  event N=744 N=382 

Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol  synthesis  and  possibly  the  reserve,  caution  should  be  exercised  if  any  HMG-CoA  reductase  inhibitor  or  other  agent  pj^j^  90  75 
synthesis  of  other  biologicalty  active  substances  derived  from  cholesterol,  they  may  cause  usee!  to  tower  cholesterol  levels  is  administered  concomitantly  with  drugs  that  may  Headache  55  50 
fetal  harm  when  administered  to  pregnant  women.  Therefore,  HMG-CoA  reductase  decrease  the  levels  or  activity  of  endogenous  steroid  hormones  such  as  ketoconazole,  Diarrtlea  34  29 
inhibitors  are  contramdicated  during  pregnancy  and  in  nursing  mothers.  ROSUVASTATIN  spironolactone,  and  cimetidme.  CNS  Toxicity  CNS  vascular  lesions,  characterized  by  nyspeps,,  3  4 
SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILDBEARING  AGE  ONLY  WHEN  SUCH  perivascular  ><emorrt!ages.  edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces,  Nausea  3  4  3 , 
PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN  INFORMED  OF  THE  nave  been  observed  in  dogs  treated  with  several  other  members  of  this  drug  class.  A  chem-  y^  28  13 
POTENTIAL  HAZARDS.  If  the  patient  becomes  pregnant  while  taking  this  drug,  therapy  ically  similar  drug  in  this  class  produced  dose-dependent  optic  nerve  degeneration  Astnenla  27  26 
should  be  discontinued  immediately  and  the  patient  appnsed  of  the  potential  hazard  to  the  (Wallenan  degeneration  of  retinogemculate  fibers)  in  dogs,  at  a  dose  that  produced  plasma  ^  p^  26  24 
fetus  WARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans  taking  the  highest  Ru  syndronle  23  18 
lipid-lowering  therapies,  have  been  associated  with  biochemical  abnormalities  of  liver  func-  recommended  dose.  Edema,  hemorrhage,  and  partial  necrosis  in  the  interstitium  of  the  Unnary  tract  |nfectj0n  23  16 
tion.  The  incidence  of  persistent  elevations  (>3  times  the  upper  limit  of  normal  [ULN]  occur-  choroid  plexus  was  observed  in  a  female  dog  sacrificed  moribund  at  day  24  at  90  mo/kg/day  Rhinjt)s  22  21 
ring  on  2  or  more  consecutive  occasions)  in  serum  transaminases  in  fixed  dose  studies  was  by  oral  gavage  (systemic  exposures  100  times  the  human  exposure  at  40  mg/day  based  on  Sjnusjtjs  2.0  18 
04, 0. 0.  and  0.1%  in  patients  who  received  rosuvastatin  5. 10, 20.  and  40  mg,  respectively.  AUC  comparisons).  Corneal  opacity  was  seen  in  dogs  treated  for  52  weeks  at  6  mg/kg/day  ,n  addjtl0n  u  foitowitMi  adverse  events  were'reported  regardless  of  causality  assessment 
in  most  cases,  the  elevations  were  transient  and  resolved  or  improved  on  continued  therapy  by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at  40  mg/day  based  on  ,„  >1%  „,  10275  paints  treated  with  rosuvastatin  in  clinical  studies  The  events  in 
or  after  a  brief  interruption  in  therapy.  There  were  two  cases  of  jaundice,  for  which  a  rela-  AUC  comparisons).  Cataracts  were  seen  in  dogs  treated  for  12  weeks  by  oral  gavage  at  ma  occufred  in  n%  0,  tnese  ^^  Body  as ,  Wh0|e.  /UxtomM/  m  asdema/ 
tionship  to  rosuvastatin  therapy  could  not  be  determined,  which  resolved  after  discontinu-  30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  on  inm  chest  m  jnlKtJon  m  ^  and  nKk  Cardiovascular 
ation  of  therapy  There  were  no  cases  of  liver  failure  or  irreversible  liver  disease  in  these  AUC  comparisons).  Retinal  dysolasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks  s^.  ty^^ion  angiI,a  pectons  vasodilatation  and  palpitation  Digestive 
tnais  It  is  recommended  that  liver  function  tests  be  performed  belore  and  a!  12  weeks  by  oral  gavage  at  90  mgAg/day  (systemic  exposures  100  times  the  human  exposure  at  ^^^  constipation  gastroenteritis  vomiting  flatulence  periodomaJ  abscess  and 
following  both  the  initiation  ol  therapy  and  any  elevation  ol  dose,  and  periodically  (e.g.,  40  mg/day  based  on  AUC).  Doses  <30  mg/kg/day  (systemic  exposures  <60  times  the  g^,^  r.„docri„e:  0Bbetes  meMliS  Hemlc  and  Lymphatic  System:  Anemia  and  ecchy- 
semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  in  the  first  3  months  of  ^^^^^^^^^  _  mosis  Metabolic  and  Nutritional  Disorders:  Peripheral  edema.  Musculoskeletal 
treatment  with  rosuvastatin  Patients  who  develop  increased  transaminase  levels  should  be  jfjffe  *m  |fteJk  ML  System:  Arthritis,  arthralgia,  and  pathological  fracture.  Nervous  System:  Dizziness. 
monitored  until  the  abnormalities  have  resolved.  Should  an  increase  in  ALT  or  AST  of  _,  ^^^^^B  ^m  insomnia,  hypertonia,  paresthesia,  depression,  anxiety,  vertigo,  and  neuralgia.  Respiratory 
>3  times  ULN  persist,  reduction  of  dose  or  withdrawal  of  rosuvastatin  is  recommended.  Lm^  Lw  ^H  V  *■  s*"em:  Bronchitis.  C0"Sn  '"creased,  dyspnea,  pneumonia,  and  asthma.  Skin  and 
Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  of  '  ,  V  ValVj  Appendages:  teftand  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  trial 
alcohol  and/or  have  a  history  of  Irver  disease  (see  CLINICAL  PHARMACOLOGY,  Special  LV^HL»^LV  J^^m  A  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  among 
Populations.  Hepatic  Insufficiency).  Active  Irver  disease  or  unexplained  persistent  transam-  tm"fl  .  ^bj^^^ffl  VA  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommended 
mase  elevations  are  contraindications  to  the  use  of  rosuvastatin  (see  CONTRAINDICA-  ^P  '^Pjwjbjj^»«j»jbjbp»ibj«jw'  ejw  ^  ^  ^  M  ^  However,  mis  (jndjng  ^  more  teqm\  in  patients  taking  rosuva- 
0NS  i  Myoporhy/Rhabdomyorysis  Rate  cases  ol  rhabdomyolysis  with  acute  ^m  —^  _  ^m  g_  ^^  —^  @  statin  40  mg,  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  though 
renal  failure  secondary  lo  myoglobinuria  have  been  reported  with  rosuvastatin  and  with  W  mj  L  W  |  (  J  WJ  it  was  generally  transient  and  was  not  associated  with  worsening  renal  function.  (See 
other  drugs  in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatin-treated  ViIIwbm/  I  %•»▼■»  PRECAUTIONS,  Laboratory  Tests.)  Other  abnormal  laboratory  values  reported  were 
set  ADVERSE  REACTIONS)  Creatine  kinase  (CK)  elevations  (>10  times  upper  -,-*«#.!—  ..I  •  .„  elevated  creatinine  phosphokinase,  transaminases,  hyperglycemia,  glutamyl  transpepti- 
limrt  of  normal)  occurred  in  0.2%  to  0.4%  of  patients  taking  rosuvastatin  at  doses  of  up  to  [OSU  VdStdLlrl  CdlCIUlTl  dase.  alkaline  phosphatase,  bilirubin,  and  thyroid  function  abnormalities.  Other  adverse 
40  mg  in  clinical  studies  Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle  events  reported  less  frequently  than  1  %  in  the  rosuvastatin  clinical  study  program  regard- 
weakness  in  conjunction  with  increases  in  CK  values  >10  times  upper  limit  of  normal,  was  numan  exposure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one  ^  of  ausaiity  assessment  included  arrhythmia  hepatitis  hypersensitivity  reactions 
reported  in  up  to  0.1%  of  patients  taking  rosuvastatin  doses  of  up  to  40  mg  in  clinical  year,  did  not  reveal  retinal  findings.  Carcinogenesis,  Mutagenesis,  (ie  |ace  edema  thrombocytopenia  leukopenia  vesiculobullous  rash  urticaria,  and 
studies.  Rare  cases  of  rhabdomyolysis  were  seen  with  higher  than  recommended  doses  Impairment  or  Fertility  In  a  104-week  carcinogenicity  study  in  rats  at  dose  levels  angioedema)  kidney  failure  syncope  myasthenia  myositis  pancreatitis  photosensitivity 
(80  mg)  of  rosuvastatin  in  clinical  trials.  Factors  that  may  predispose  patients  to  myopathy  of  2, 20, 60,  or  80  mg/kg/day  by  oral  gavage.  the  incidence  of  uterine  stromal  polyps  was  reactj0„  myopathy  and  rhabdomyolysis  OVERDOSAGE  There  is  no  specific  treat- 
with  HMG-CoA  reductase  inhibitors  include  advanced  age  (>65  years),  hypothyroidism,  and  significantly  increased  in  females  at  80  mg/kg/day  at  systemic  exposure  20  times  the  mn[  in'the  event  of  overdose  In  the  event  of  overdose  the  patient  should  be  treated 
renal  insufficiency.  The  incidence  of  myopathy  increased  at  doses  of  rosuvastatin  above  the  Human  exposure  at  40  mg/day  based  on  AUC.  Increased  incidence  of  polyps  was  not  seen  symptomatically  and  supportive  measures  instituted  as  required  Hemodialysis  does  not 
recommended  dosage  range  Consequently:  1.  Rosuvastatin  should  be  prescribed  with  at  lower  doses.  In  a  1 07-week  carcinogenicity  study  in  mice  given  10. 60. 200  mg/Vg/day  by  Sjgnrficantty  enhance  clearance  of  rosuvastatin  DOSAGE  AND  ADMINISTRA 
caution  in  patients  with  predisposing  factors  for  myopathy,  such  as.  renal  impairment  (see  oral Qavage.  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  observed  at  jjom  n^  patient  should  be  placed  on  a  standard  cholesteroHowenng  diet  before 
DOSAGE  AND  ADMINISTRATION),  advanced  age,  and  hypothyroidism.  2.  Patients  should  200  mg/Vg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  on  receivjng  CREST0R  and  snoiJid  continue  on  this  diet  during  treatment  CRESTOR  can  be 
be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  weakness,  particu-  AUC.  An  increased  incidence  ol  hepatocellular  tumors  was  not  seen  at  lower  doses,  administered  as  a  single  dose  at  any  time  of  day  with  or  without  food  Hypercholes- 
larty  il  accompanied  by  malaise  or  lever.  Rosuvastatin  therapy  should  be  discontinued  if  Rosuvastatin  was  not  mutagenic  or  clastogenic  with  or  without  metabolic  activation  in  the  terolemia  (Heterozygous  Familial  and  Nonfamilial)  and  Mixed 
markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  3.  The  risk  of  Ames  test  with  Salmonella  typhimuriumwA  Escherichia  coli.  the  mouse  lymphoma  assay.  Dyslipidemia  (Fredrickson  Type  lla  and  lib)  Tne  dose  range  for  CRESTOR 
myopathy  during  treatment  with  rosuvastatin  may  be  increased  with  concurrent  adminis-  2nd  the  chromosomal  aberration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was  is  5 ,0  4q  mg  once  dai|tf  Therapy  with  CRESTOR  should  be  individualized  according  to  goal 
Iration  of  other  liptd-iowering  therapies  or  cyclosponne.  (see  CLINICAL  PHARMACOLOGY,  negative  in  the  in  vivo  mouse  micronucleus  test  In  rat  fertility  studies  with  oral  gavage  0f  therapy  and  response  The  usual  recommended  starting  dose  of  CRESTOR  is  10  mg  once 
Drug  Interactions.  PRECAUTIONS.  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRA-  doses  of  5. 15,  50  mg/kg/day.  males  were  treated  for  9  weeks  prior  to  and  throughout  m  initiation  ol  therapy  with  5  mg  once  daily  may  be  considered  for  pabents  requinng  less 
TI0N)  The  benefit  ol  further  alterations  in  lipid  levels  by  the  combined  use  of  rosuva-  mating  and  females  were  treated  2  weeks  pnor  to  mating  and  throughout  mating  until  aggressive  LDL-C  reductions  or  who  have  predisposing  factors  for  myopathy  (see  WARN- 
statin  with  fibrates  or  niacin  should  be  carefully  weighed  against  the  potential  risks  ol  gestation  day  7.  No  adverse  effect  on  fertility  was  observed  at  50  mo/kg/day  (systemic  ,NGS  Myopathy/Rhabdomyolysis)  For  patients  with  marked  hypercholesterolemia  (LDL-C 
this  combination.  Combination  therapy  with  rosuvastatin  and  gemfibrozil  should  exposures  up  to  10  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons)  In  >  tgo  mg/dL)  and  aggressive  lipid  targets  a  20-mg  starting  dose  may  be  considered  The 
generally  be  avoided.  (See  DOSAGE  AND  ADMINISTRATION  and  PRECAUTIONS.  Drag  testicles  of  dogs  treated  with  rosuvastatin  at  30  mg/kg/day  for  one  month,  spermatidic  giant  40-mg  dose  of  CRESTOR  should  be  reserved  for  those  patients  who  have  not  achieved  goal 
Interactions).  4  The  risk  ol  myopathy  during  treatment  with  rosuvastatin  may  be  cells  were  seen.  Spermatidic  giant  cells  were  observed  in  monkeys  after  6-month  treatment  LDL-C  at  20  mg  (see  WARNINGS  Myopathy/Rhabdomyolysis)  After  initiation  and/or  upon 
increased  in  circumstances  which  increase  rosuvastatin  drug  levels  (see  CLINICAL  at  30  mg/kg/day  in  addition  to  vacuolation  of  seminiferous  tubular  epithelium.  Exposures  in  titration  of  CRESTOR  lipid  levels  should  be  analyzed  within  2  to  4  weeks  and  dosage 
PHARMACOLOGY.  Special  Populations,  Race  and  Renal  Insufficiency,  and  PRECAU-  the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day  based  on  adjuste(]  accordingly  Homozygous  Familial  Hypercholesterolemia  The 
TI0NS,  General).  5  Rosuvastatin  therapy  should  also  be  temporarily  withheld  in  any  body  surface  area  compansons.  Similar  findings  have  been  seen  with  other  drugs  in  this  recommended  starting  dose  of  CRESTOR  is  20  mg  once  daSyin  patients  with  homozygous 
patient  with  an  acute,  serious  condition  suggestive  ol  myopathy  or  predisposing  to  the  class  Pregnancy  Pregnancy  Category  X See  CONTRAINDICATIONS.  Rosuvastatin  may  m  t^  maximum  recommended  dairy  dose  is  40  mg  CRESTOR  should  be  used  in  these 
development  ol  renal  failure  secondary  to  rhabdomyolysis  (e.g.,  sepsis,  hypotension,  cause  fetal  harm  when  administered  to  a  pregnant  woman.  Rosuvastatin  is  contramdicated  ^^  as  an  adjunct  to  other  lipid-lowenng  treatments  (e  g  LDL  apheresis)  or  if  such 
major  surgery,  trauma,  severe  metabolic,  endocrine,  and  electrolyte  disorders,  or  in  women  who  are  or  may  become  pregnant.  Safety  in  pregnant  women  has  not  been  estab-  treatments  are  unavailable  Response  to  therapy  should  be  estimated  from  pre-apheresrs 
uncontrolled  seizures).  PRECAUTIONS  General  Beiore  instituting  therapy  with  hshed.  There  are  no  adequate  and  well-controlled  studies  of  rosuvastatin  in  pregnant  LnL.c  |eve|S  Dosoge  jn  Patients  Taking  Cyclosporine  In  patients  taking 
rosuvastatin.  an  attempt  should  be  made  to  control  hypercholesterolemia  with  appropnate  women.  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  at  cyclosponne  tnerapvsnouid  De  limited  to  CRESTOR  5  mg  once  daily  (see  WARNINGS 
diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical  3%  and  20%,  respectively,  of  the  maternal  plasma  concentration  following  a  single  Myopathy/Rhabdomyolysis  and  PRECAUTIONS  Drug  Interactions)  Concomitant 
problems  (see  INDICATIONS  AND  USAGE).  Administration  ol  rosuvastatin  20  mg  to  25  mg/kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution  Lipid-Lowering  Therapy  The  effect  of  CRESTOR  on  LDL-C  and  total-C  may  be 
patients  with  severe  renal  impairment  (CLc  <30  mL/min/1 73  ntf)  resulted  in  a  3-fold  (25%  maternal  plasma  concentration)  was  observed  in  rabbits  after  a  single  oral  gavage  enlSncecl  when  used  in  combination  with  a  bile  acid  binding  resin  If  CRESTOR  is  used  in 
increase  in  plasma  concentrations  of  rosuvastatin  compared  with  healthy  volunteers  (see  dose  of  1  mg/kg  on  gestation  day  18.  If  this  drug  is  administered  to  a  woman  with  repro-  combination  with  gemfibrozil  the  dose  of  CRESTOR  should  be  limited  to  10  mg  once  daily 
WARNINGS.  Myopathy/Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION),  ductive  potential,  the  patient  should  be  appnsed  of  the  potenhal  hazard  to  a  letus.  In  female  )see  WARNINGS  Myopathy/  Rhabdomyolysis  and  PRECAUTIONS  Drug  Interactions) 
Pharmacokinetic  studies  show  an  approximate  2-fold  elevation  m  median  exposure  in  rats  given  oral  gavage  doses  of  5. 15. 50  mg/kg/day  rosuvastatin  before  mating  and  contin-  posoge  jn  Patients  With  Renal  insufficiency  No  modification  of  dosage  is 
Japanese  sublets  residing  m  Japan  and  in  Chinese  subjects  residing  in  Singapore  uing  through  day  7  postcoitus  results  in  decreased  fetal  body  weight  (female  pups)  and  neCeVsary  for  patients  with  mild  to  moderate  renal  insufficiency  For  patients  with  severe 
compared  with  Caucasians  residing  in  North  America  and  Europe.  The  contribution  of  delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at  renal  impairment  (CU,  <30  mL/min/1 73  rtf)  not  on  hemodialysis  dosing  of  CRESTOR 
environmental  and  genetic  factors  to  the  difference  observed  has  not  been  40  mg/day  based  on  AUC  comparisons).  In  pregnant  rats  given  oral  gavage  doses  of  2, 20.  shou|d  ^  miM  at  5  mg  onCe  daily  and  not  to  exceed  10  mg  once  daily  (see 
determined  However,  these  increases  should  be  considered  when  making  rosuvastatin  50  mg/kg/day  from  gestation  day  7  through  lactation  day  21  (meaning),  decreased  pup  precautions  General  and  CLINICAL  PHARMACOLOGY,  Special  Populations  Renal 
dosing  decisions  for  patients  ol  Japanese  and  Chinese  ancestry.  (See  WARNINGS,  survival  occurred  in  groups  given  50  mg/kg/day.  systemic  exposures  >12  times  human  insufficiencv) 

•.thy/  Rhabdomyolysis;  CLINICAL  PHARMACOLOGY,  Special  Populations.  Race)  exposure  at  40  mg/day  based  on  body  surface  area  comparisons.  In  pregnant  rabbits  given 

Information  for  Patients  Patients  should  be  advised  to  report  promptly  unex-  oral  gavage  doses  of  0.3, 1.3  mg/ko/day  from  gestation  day  6  to  lactation  day  18  (weaning).  „_„.  .    .      .  ...      ,.      ,.  JMcm,B  t_        u. 

luemess,  or  weakness,  particularly  if  accompanied  by  malaise  or  exposures  equivalent  lo  human  exposure  at  40  mo/day  based  on  body  surface  area  compar-  N0TJ:  m* summa/'  *"»'*"  important  information  about  CRESTOR  For  more  infor- 

fever  When  taking  rosuvastatin  wrth  an  aluminum  and  magnesium  hydroxide  combination  isons.  decreased  fetal  viability  and  maternal  mortality  was  observed.  Rosuvastatin  was  not  mation,  please  ask  your  doctor  or  health  care  professional  about  the  full  Prescnbmg 

.  antacid,  the  antacid  should  be  taken  a!  least  2  hours  after  rosuvastatin  administration  (see  teratogenic  in  rats  at  <25  mg/kg/day  or  in  rabbits  <3  mp/xg/day  (systemic  exposures  ll,,(lrmalll)n  m  <"scuss  "  wrai  mem 

CLINICAL  PHARMACOLOGY,  Drug  Interactions!  Laboratory  Tests  In  the  rosuvastatin  equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  comparison.  Rx  only 

!  clinical  trial  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  respectively)  Nursing  Mothers  It  is  not  known  whether  rosuvastatin  is  excreted  in  CRESTOR  is  a  trademark  of  the  AstraZeneca  group  of  companies 

observed  among  rosuvastatin-treated  patients,  prec i  -  its  dosed  above  the  human  milk  Studies  in  lactating  rats  have  demonstrated  that  rosuvastatin  is  secreted  into  ©AstraZeneca  2004 

recommended  dose  range  (i.e.,  80  mg).  However,  this  finding  was  more  frequent  in  patients  breast  milk  at  levels  3  times  higher  than  that  obtained  in  the  plasma  following  oral  gavage  ^^  from  SHI0NOGI  &  CO  LTD  Osaka  Japan 

taking  rosuvastatin  40  mg,  when  compared  to  lower  doses  c  .  .-parator  dosing.  Because  many  drugs  are  excreted  in  human  milk  and  because  of  the  potential  for 

]  statins,  though  it  was  generally  transient  and  was  not  associated  with  worsening  renal  tunc-  serious  adverse  reactions  in  nursing  infants  from  rosuvastatin.  a  decision  should  be  made  Manufactured  for:  AstraZeneca  Pharmaceuticals  LP 

1  lion  Although  the  clinical  significance  of  this  finding  is  unknown,  a  dose  reduction  should  whether  to  discontinue  nursing  or  administration  of  rosuvastatin  taking  into  account  the  Wilmington,  DE  19850 

lsidered  for  patients  on  rosuvastatin  40  mg  therapy  with  unexplained  persistent  importance  of  the  drug  to  the  lactating  woman.  Pediatric  Use  The  safety  and  effective  fy  IPR  Ptiarmaceuticals,  Inc. 

protemuna  dunng  routine  unnatysis  testing  Drug  Interactions  Cyclosporine:  When  "ess  in  pediatric  patients  have  not  been  established.  Treatment  expenence  with  rosuvastatin  Carolina,  PR  00984 

rosuvastatin  10  mg  wa;  coadministered  with  cyclosporine  m  cardiac  transplant  patients,  m  a  pediatnc  population  is  limited  to  8  patients  with  homoiygous  FH  None  of  these  patients  PCC  630100  A  cfnTonoro 

rosuvastatin  mean  C™  and  mean  AUC  wen  11  fold  and  7-foW  respectively,  was  below  8  years  ol  age  Geriatric  Use  Of  the  10,275  patients  in  clinical  studies  with  Rev  08/03    217017  ASIl  aZ.GnGCa 
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CORRECTIONS  &  CLARIFICATIONS 

"Shussing  without  shuddering" 
(Developments  to  Watch,  Apr.  26)  confused 
downhill  ski  racing  with  speed  skiing. 
In  the  latter  sport,  the  speed  record  is 
250.7  kilometers  per  hour,  or  156  mph. 


ket.  Compilers  (where  Microsoft  began), 
word-processors,  spreadsheets,  operating 
systems,  and  game  consoles  are  all  big 
businesses  for  Microsoft  now,  but  there  is 
no  noticeable  original  thought  from  the 
company  in  any  of  them.  This  does  not 
bode  well  for  its  future. 

Second,  achieving  the  growth  shown  in 
your  charts  is  implausible.  The  Western 
world,  particularly  the  U.S.,  is  saturated 
with  information  technology.  To  keep 
growing  means  stealing  considerable 
market  share  and  moving  to  similar  levels 
of  adoption  in  developing  countries, 
which  frankly  can't  afford  Windows. 

-Philip  Carnelley 
London 

CAP  ONE:  SEVEN-YEAR  GROWTH 
BOOSTED  THE  CHIEF'S  PAYCHECK 

RE  "EXECUTIVE  PAY"  (Special  Report, 
Apr.  19):  At  Capital  One  Financial  Corp., 
100%  of  our  chairman  and  chief  executive 
officer's  salary  and  incentives  since  1998 
have  been  in  the  form  of  long-term  equi- 
ty compensation.  Richard  D.  Fairbank  is 
compensated  only  to  the  extent  that 
stockholders  see  their  investment  in  Cap- 
ital One  appreciate.  BusinessWeek's  inter- 
est in  comparing  shareholder  returns 
with  executive  compensation  is  entirely 
appropriate.  The  difficulty  is  in  selecting 
the  appropriate  time  frame  for  making 
this  comparison.  Mr.  Fan-bank's  compen- 
sation for  2001-2003  was  derived  solely 
from  the  exercise  of  stock  options  granted 
to  him  in  1994  and  1995.  By  2001,  when 
these  options  were  exercised,  Capital 
One's  stock  price  had  risen  by  over 
1,000%.  Mr.  Fairbanks  compensation  in 
2001  was  his  reward  for  Capital  One's 
performance  over  the  prior  seven  years, 
not  the  three  years  covered  in  your  survey. 
-Richard  Woods 
Senior  Vice-President 
Capital  One  Financial  Corp. 
McLean,  Va. 

NOVARTIS'  VERSION 
OF  THE  GLEEVEC  STORY 

YOUR  REVIEW  OF  The  $800  Million  Pill 
("Drugs:  Is  something  rotten?"  Books, 
Apr.  19)  quotes  author  Merrill  Goozner  al- 
leging that  "it  took  a  dedicated  research- 
er...before  a  reluctant  drug  company 


[Novartis  International]  delivered  on  the 
promise  of  its  proprietary  product 
[Gleevec]."  That  comment  misrepresents 
the  development  of  Gleevec.  More  impor- 
tant, Goozner  belittles  the  contributions 
of  thousands  of  people  at  Novartis  and  in 
the  oncology  community  who  had  some 
role  in  the  discovery  and  development  of 
Gleevec.  Novartis  invested  aggressively 
once  the  medical  promise  of  Gleevec  be- 
came apparent— scaling  up  production 
and  expediting  clinical  development  to  al- 
low far  more  patients  than  initially 
planned  to  enter  clinical  studies.  The 
Food  &  Drug  Administration  also  rose  to 
the  occasion,  completing  its  regulatory  re- 
view of  Gleevec  in  record  time. 

-Paul  Herrling 

Head  of  Corporate  Research 

Novartis  International 

Basel,  Switzerland 

MORE  FUEL  FOR  THE  DEBATE 
OVER  MBA  ALUMNI  DATA 

HARVARD  BUSINESS  school  and  the 
Wharton  School  recently  announced  that 
they  will  no  longer  provide  names  of  stu- 
dents and  alumni  for  use  in  ranking  busi- 
ness schools  ("Why  Harvard  and  Whar- 
ton are  wrong,"  Editorials,  Apr.  19). 
While  they  cite  privacy  concerns,  their 
fundamental  argument  is  that  rankings 
don't  reflect  the  quality  of  academic  pro- 
grams. It  could  reasonably  be  argued  that 
rankings  may  actually  serve  to  drive  up 
the  cost  of  education.  As  schools  struggle 
to  improve  their  standing  in  the  rankings, 
they  bid  up  the  cost  of  faculty  and  staff, 
increase  marketing  expenses,  and  expand 
financial  aid  budgets.  We  know  of  no  evi- 
dence that  these  increased  costs  have  im- 
proved the  quality  of  MBA  education. 

On  the  other  hand,  there  are  more  than 
700  U.S.  schools  offering  MBA  programs, 
and  the  number  of  annual  MBA  degrees 
has  ballooned  from  4,000  in  the  early 
1960s  to  more  than  110,000  today.  In 
such  a  crowded  market,  recruiters  and 
students  seek  some  kind  of  shorthand  to 
distinguish  among  the  many  offerings. 
Rankings  serve  as  that  shorthand. 

Withholding    student    and    alumni 

names,  therefore,  will  weaken  the  quality 

of  rankings  data,  resulting  in  even  poorer 

service  to  recruiters  and  students.  We  will 

continue  to  supply  student  and  alumni 

names,  but  only  with  their  permission. 

-Louis  E.  Lataif,  Dean 

Boston  University 

School  of  Management 

Boston 

WHARTON  AND  HARVARD'S  decision  to 
no  longer  provide  access  to  student  and 


alumni  for  the  purposes  of  rankings  is 
not  wrong.  They  are  part  of  a  growing 
list  of  more  than  150  B-schools  that  are 
working  with  us  to  refine  a  searchable 
database  we  have  been  developing  over 
several  years.  All  of  the  schools  involved 
are  committed  to  providing  reliable  in- 
formation that  is  independently  audited. 
Such  information  lets  prospective 
students  make  an  informed  decision 
based  on  their  educational  needs  and  ca- 
reer objectives.  The  proliferation  of 
rankings,  which  are  rife  with  opinions 
and  questionable  data,  has  only  made 
prospective  students'  decisions  more 
difficult,  not  less. 

-David  A.  Wilson 
President  and  CEO 
Graduate  Management 
Admission  Council 
McLean,  Va. 
Editor's  note:  GMAC  is  a  membership  or- 
ganization of  business  schools. 
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The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


Thinking  Up 
Computers 


THE  RAREFIED  WORLD  OF  early  20th- 
century  mathematics  seems  light  years 
away  from  today's  PCs  and  virtual-reality 
video  games.  Yet  it  was  a  1936  paper  by 
Cambridge  University  mathematician 
Alan  M.  Turing  that  laid  the  foundation 
for  the  electronic  wonders  now  crowding 
into  every  corner  of  modern  life.  In  a 

short  and  eventful  life,  Turing  also  played  a  vi- 
tal role  in  World  War  II  by  helping  crack  Ger- 
many's secret  codes— only  to  be  persecuted  lat- 
er for  his  homosexuality. 

A  shy,  awkward  man  born  into  the  British 
upper  middle  class  in  1912,  Turing  played  a 
seminal  role  in  the  creation  of  computers.  To  be 
sure,  many  other  people  contributed,  from 
mathematicians  Charles  Babbage  and  Ada 
Lovelace  in  the  1830s  to  Herman  Hollerith— 
whose  tabulating  company  became  IBM— at  the 
turn  of  the  century.  But  it  was  Turing  who  made 
the  critical  conceptual  breakthrough,  almost  as 
an  aside  in  a  paper  he  wrote  while  in  his  20s.  Attempting  to 
resolve  a  long-standing  debate  over  whether  any  one  method 
could  prove  or  disprove  all  mathematical  statements,  Turing 
invoked  the  notion  of  a  "universal  machine"  that  could  be 
given  instructions  to  perform  a  variety  of  tasks.  Turing  spoke 
of  a  "machine"  only  abstractly,  as  a  sequence  of  steps  to  be 
executed.  But  his  realization  that  the  data  fed  into  a  system 
also  could  function  as  its  directions  opened  the  door  to  the  in- 
vention of  software.  "He  is  the  one  who  found  the  underlying 
reason  why  an  automatic  calculating  device  can  do  so  many 
things,"  says  Martin  Davis,  professor  emeritus  of  computer 
science  at  New  York  University  and  a  visiting  scholar  at  the 
University  of  California  at  Berkeley. 

As  basic  as  Turing's  notion  seems  today,  it  was  radical  in 
the  mid-1930s.  But  before  the  first  programmable  computers 
were  built,  Turing  got  diverted  into  the  war  effort.  He  worked 
for  five  years  at  Bletchley  Park,  north  of  London,  with  dozens 


Alan  Turing 
laid  the 
foundation 
for  the 
invention 
of  software 


of  Britain's  brightest  minds.  Through  endless 
hours  and  logical  deduction,  they  unraveled  the 
Enigma  code  used  by  the  Germans  to  send  mes- 
sages to  field  commanders  and  U-boats. 

Turing  was  himself  an  enigma.  He  adored 
maps  and  chess  as  a  child  and  survived  the  bru- 
tal boarding  school  system  by  withdrawing  into 
eccentricity.  Later  he  found  solace  in  distance 
running.  Turing  realized  young  that  he  was  at- 
tracted to  other  men,  but  homosexuality  was 
oudawed.  So  he  lived  a  secret  life,  torn  by  inner 
battles  between  the  mind  and  body.  As  long  as 
he  was  useful  to  the  government,  officials  over- 
looked his  sexuality,  says  his  biographer,  Oxford  mathematics 
research  fellow  Andrew  Hodges.  After  the  war,  Turing  became 
more  overt  in  his  relationships  and  was  convicted  in  1952  of 
"gross  indecency."  He  was  subjected  to  injections  of  female 
hormones,  ostensibly  to  quell  sexual  desires,  and  shunned  as 
a  security  risk.  In  1954,  at  41,  he  died  suddenly,  almost  cer- 
tainly by  suicide  from  eating  a  cyanide-laced  apple. 

Turing  didn't  live  to  see  the  revolution  he  unleashed.  But 
he  left  an  enormous  legacy.  In  1950  he  proposed  a  bold  meas- 
ure for  machine  intelligence:  If  a  person  could  hold  a  typed 
conversation  with  "somebody"  else,  not  realizing  that  a  com- 
puter was  on  the  other  end  of  the  wire,  then  the  machine 
could  be  deemed  intelligent.  Since  1990  an  annual  contest  has 
sought  a  computer  that  can  pass  this  "Turing  Test."  Nobody 
has  yet  taken  the  $100,000  purse.  Turing  would  no  doubt  be 
delighted  that  engineers  the  world  over  are  still  trying.  ■ 

-By  Andy  Reinhardt  in  Paris 
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Heart  attacks  should  be  treated  early. 
Say,  50  years  before  they  happen. 

Introducing  GE  Healthcare.  We've  combined  our  medical  systems  business  with  Amersham  pic,  a  leader  in 
molecular  technologies  and  biomolecular  manufacturing  systems.  Together,  we're  creating  revolutionary 
new  ways  to  predict  medical  conditions  like  heart  disease  years  in  advance.  After  all,  the  best  time  to  solve 
a  problem  is  before  it  even  becomes  one.  To  learn  more,  visit  www.ge.com. 

imagination  at  work 


GE  Healthcare 
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Trashing  CEO  Tomcats 


TESTOSTERONE  INC.  Tales  of  CEOs  Gone  Wild 

By  Christopher  Byron;  Wiley;  402pp;  $27.95 


The  first  thing  one  notices  about  Chris- 
topher Byron's  new  book  is,  of  course, 
the  cover.  There's  Jack  Welch  with  a 
demented  grin,  a  lipstick  kiss  on  his 
forehead,  and  a  cigar- chomping  blonde 
perched  on  his  head.  Joining  him  on 
this  modern-day  Mount  Rushmore  is 
Dennis  L.  Kozlowski,  Al  Dunlap,  and  Ron 

Perelman.  But  is  it  fair  to  include  a  man  who's  still  seen  as 
one  of  the  top  CEOs  in  history  in  a  group  that  also  includes 
an  alleged  crook,  a  blustering  has-been  who  sucked  the  life 
out  of  companies,  and  a  billionaire  who's  better  known  for 
his  glamorous  wives  than  for  his  business 
acumen?  Yes,  Byron  would  say,  since  all  these 
"celebrity  CEOs"  have  proven  excessively  prone 
to  vanity,  greed,  and  sexual  indulgence.  The  case 
against  Welch  rests  on  Byron's  plentiful,  if  often 
anonymously  sourced,  evidence  of  lustful,  bad 
behavior  toward  women.  Of  course,  this  is  a 
writer  who  loves  to  snag  the  biggest  fish  he  can 
find  and  serve  them  up  as  unfamiliar  and 
sometimes  unappealing  entrees.  This  time,  the 
result  is  the  cheeky,  mesmerizing,  and 
sometimes  out-of-bounds  Testosterone  Inc.:  Tales 
of  CEOs  Gone  Wild. 

Think  of  it  as  less  a  sober  look  into  the  lives  o: 
business  titans  than  a  giddy  read  for  the  beach,  a 
book  that's  likely  to  be  a  best-seller.  Only  one  of 
this  gang— Revlon  Chairman  Perelman— is  still  at  the  helm  of 
a  major  company,  and  none  of  them,  of  course,  talked  to  the 
author.  Such  setbacks  would  never  stop  Byron,  who  dissected 
Martha  Stewart's  life  with  equal  glee  in  2002's  Martha  Inc.  As 
with  the  Stewart  book,  he  seems  to  get  more  access  to  foes 
than  friends  of  his  protagonists,  which  spawns  a  one-sided, 
nothing-but-the-warts  narrative.  But  neither  that,  nor  the  fact 
that  much  of  what  Byron  details  has  been  reported  elsewhere, 
detracts  from  Testosterone's  trashy  appeal. 

After  all,  Byron  set  out  to  build  a  juicy  group  portrait  of 
guys  driven  by  their  primal  urges  and,  it  seems,  a  surfeit  of 
male  hormones.  That,  he  implies,  is  what  compels  powerful 
men  to  climb  to  the  top  and  to  bully  and  humiliate 
underlings.  If  s  why  some  will  chuck  it  all  for  a  sexy  new 
mate— even  if  it  means  losing  a  fortune  since  the  pre-nup 
with  the  previous  gal  has  expired.  As  Byron  puts  it:  "The 
answer  lies  not  in  their  stars  but  in  their  skivvies." 

His  characters  could  be  straight  out  of  pulp  fiction. 
Dunlap,  perhaps  best  known  for  destroying  Sunbeam  Corp. 
while  egregiously  enriching  himself,  is  cast  as  an  abusive 
boor  who  played  up  his  penchant  for  corporate  carnage  by 
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donning  war  paint  and  machine  guns  for  a  photo  session. 
Perelman,  who  boasts  the  most  wives  and  photos  in  the 
book,  almost  elicits  sympathy  as  the  tales  of  his  compulsive 
skirt-chasing  and  desperate  social  climbing  accumulate.  No 
so  Kozlowski:  The  former  Tyco  International  Ltd.  chiefs 
recent  criminal  trial,  on  charges  of  stealing  from  his 
company,  has  already  alerted  the  world  to  his  weakness  for 
$6,000  shower  curtains  and  birthday  parties  featuring  ice 
sculptures  of  Michelangelo's  David  peeing  vodka.  Byron 
portrays  the  infamous  party  in  Sardinia  as  a  $2  million 
bore— an  assertion  that's  tantamount  to  kicking  the  image- 
obsessed  Kozlowski  right  between  the  legs. 

That  leaves  Jack,  who  gets  the  most  attention  and,  in 
some  ways,  the  most  venom  from  Byron.  The  author 
characterizes  the  former  General  Electric  Co.  chairman  as  "s 
crude  bully"  prone  to  getting  "purple  with  fury"  and  tripped 
up  by  an  "out  of  control  stammer."  Among  mam 
episodes,  Byron  recounts  Welch's  1960s  bar- 
hopping  with  members  of  the  "Jack  Pack"  and 
his  recent  affair  with  "brilliant,  sassy,  and 
infinitely  manipulative"  Suzy  Wetlaufer,  the 
former  Harvard  Business  Review  editor  who  is 
now  his  third  wife.  Even  his  second  wife's 
reported  infidelity  with  a  tall,  handsome  limo 
driver  is  linked  to  Welch's  apparent  lack  of 
interest  in  helping  to  solve  her  father's  murder. 
Byron  is  also  not  enamored  of  Welch's  widely 
lauded  management  style,  which  he  describes  as 
attention-grabbing  and  terrorizing.  However, 
nothing  Byron  offers  really  challenges  Welch's 
acknowledged  record  of  accomplishment  at  GE. 
Moreover,  Byron  tests  the 
rules  of  fair  play— and 
relevance— by  folding  in 
scandalous  details  about  the 
sexual  behavior  of  Neutron 
Jack's  associates,  including  a 
£1  Tl  f\    Q  t"  t~l  TYl  P^        "business  soul  mate"  who  was 
J.U.,  <Xl  I  J)*      busted  during  a  homosexual 

liaison  at  a  roadside  rest  area 
and  an  allegedly  promiscuous 
^^^^^^^^  former  GE  Plastics  secretary 

who  later  killed  herself.  Such 
material  is  meant  to  imply  something  about  GE's  culture— or 
perhaps  it  just  helps  in  selling  books. 

Either  way,  Byron  will  have  you  shaking  your  head  in 
amazement  by  the  time  you  finish  Testosterone  Inc.  And  could  it 
be  that  his  zest  for  investigating  tomcat  behavior  derives  from 
his  own  deep  wellspring  of  male  hormones?  When,  as  a  young 
journalism  student,  this  reviewer  went  to  interview  Byron 
more  than  a  decade  ago,  he  was  proudly  sporting  suspenders 
decorated  with  images  of  naked  women.  Ah,  men.  ■ 

-By  Diane  Brady 
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^  TRUMP:  HOW  TO  GET  RICH  Donald  J.  Trump  with 
J_  Meredith  Mclver  (Random  House  •  $21.95)  Don't  forget  to 
impress  the  boss. 

2  THE  AUTOMATIC  MILLIONAIRE  David  Bach  (Broadway  •  1         3 

19.95)  Putting  your  investment  program  on  autopilot. 

3  THE  PRESENT  Spencer  Johnson  (Doubleday  •  $19.95)  2         6 

The  pursuit  of  happiness  and  success,  described  in  a  fable. 

4  NICE  GIRLS  DON'T  GET  THE  CORNER  OFFICE  Lois  P.  Frankel,    8         2 
PhD  (Warner  Business  •  $19.95)  Avoid  the  lifelong  habits  that 
may  block  promotion. 

5  EXECUTION  Larry  Bossidy,  Ram  Charan  (Crown  3        22 

Business  •  $27.50)  Translating  business  strategies 
into  results. 

6  THE  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni  7        21 

(Jossey-Bass  •  $22)  Overcoming  behavior  that 
blocks  teamwork. 

7  THE  SMARTEST  GUYS  IN  THE  ROOM  Bethany  McLean,  9         6 

Peter  Elkind  (Portfolio  •  $26.95)  An  adept  account  of 
Enron's  implosion,  by  two  writers  from  Fortune. 

DEATH  BY  MEETING  Patrick  Lencioni  (Jossey-Bass  •  -        1 

$22.95)  A  fable  illustrates  how  time  flies  when  you're 
doing  constructive  work. 

THE  GREAT  UNRAVELING  Paul  Krugman  (Norton  •  4         7 

$25.95)  A  Princeton  University  economist  vs.  the  Bush 
Administration. 

IN  AN  UNCERTAIN  WORLD  Robert  E.Rubin,  Jacob  Weisberg      6         4 
(Random  House  •  $35)  Why  Clintonomics  worked. 

PURPLE  COW  Seth  Godin  (Portfolio  •  $19.95)  10       10 

Astonish  your  customers. 

THE  FIRST  90  DAYS  Michael  Watkins  (Harvard  Business  -        2 

School  •  $24.95)  Coping  with  career  transitions. 

CALL  OF  THE  MALL  Paco  Underhill  (Simon  &  Schuster-  14        2 

$24.95)  An  examination  of  the  contemporary  temple  of 
consumerism. 

THE  21  INDISPENSABLE  QUALITIES  OF  A  LEADER  -         8 

John  C.  Maxwell  (Thomas  Nelson  •  $17.99)  The  personal  traits 
necessary  to  inspire  the  rank  and  file. 

HOW  TO  BECOME  A  RAINMAKER  Jeffrey  J.  Fox  (Hyperion  •      -        11 
$16.95)  Any  salesperson  can  become  a  money  machine,  says 
this  marketing  consultant. 
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TRUMP:  THE  ART  OF  THE  DEAL  Donald  J.  Trump  with  3 

Tony  Schwartz  (Warner  •  $6.99)  Tax  abatements  and 
celebrity-schmoozing. 

NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  Books  •  1 

$13)  How  the  working  poor  struggle  to  make  ends  meet. 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  •  6 

$14.95)  A  nine-step  program. 

THE  ERNST  &  YOUNG  TAX  GUIDE  2004  Ernst  &  Young  LLP       2 
(Wiley  •  $16.95)  Get  out  the  W2s  and  1099  forms-and  the 
calculator. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard  Nelson  Bolles     5 
(Ten  Speed  •  $17.95)  The  2004  edition  of  the  enduring 
job-search  bible. 

SMART  COUPLES  FINISH  RICH  David  Bach  7 

(Broadway  •  $14.95)  Manage  your  money  after  you  have 
walked  down  the  aisle. 

J.K.  LASSER'S  YOUR  INCOME  TAX  2004  The  J.K.  Lasser  4 

Institute  (Wiley  •  $16.95)  Home-office  deductions,  marriage 
penalties,  etc. 
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THE  INTELLIGENT  INVESTOR,  REVISED  EDITION 

Benjamin  Graham,  with  Jason  Zweig  (HarperBusiness 
$19.95)  The  classic  explanation  of  "value  investing." 

REAL  ESTATE  LOOPHOLES  Diane  Kennedy,  C.P.A., 
Garrett  Sutton,  Esq.  (Warner  •  $16.95)  Tax  and  legal 
knowhow. 


a  p.  STARTING  AN  EBAY  BUSINESS  FOR  DUMMIES  Marsha 

lAJ  Collier  (Wiley  •  $24.99)  Structuring  an  auction,  etc. 


11 
12 
13 

14 


RICH  DAD'S  GUIDE  TO  BECOMING  RICH  WITHOUT 
CUTTING  UP  YOUR  CREDIT  CARDS  Robert  T  Kiyosaki  with 
Sharon  L.  Lechter,  C.P.A.  (Warner  •  $10)  Understanding  debt. 

EFFECTIVE  PHRASES  FOR  PERFORMANCE  APPRAISALS 

James  E.  Neal  Jr.  (Neal  Publications  •  $10.95) 
How  about  "attaboy"? 


*  £  THE  ROAD  TO  WEALTH  SuzeOrman 
JlO  (Riverhead  •  $17)  The  revised  edition,  by  the  queen 
of  personal  finance. 


12 


Press  •  $14.99)  Count  to  10-then  sidestep  or  manipulate. 

INVESTING  FOR  DUMMIES  Eric  Tyson,  MBA  (Wiley  •  $21.99)     - 
Stocks,  bonds,  real  estate,  small  business-you  name  it. 
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LONG-RUNNING  BEST-SELLERS 


HARDCOVER  BUSINESS  BOOKS 

GOOD  TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50 

WHO  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 


RAVING  FANS  Ken  Blanchard,  Sheldon  Bowles 
(Morrow  •  $20) 

21  IRREFUTABLE  LAWS  OF  LEADERSHIP  John  C.  Maxwell 
(Thomas  Nelson  •  $22.99) 

PAPERBACK  BUSINESS  BOOKS 

RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki,  with  Sharon  L. 

Lechter  (Warner  •  $15.95) 

FAST  FOOD  NATION  Eric  Schlosser  (HarperCollins  •  $13.95) 
THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 
on  a  weighted  analysis  of  unit  sales  in  March.  Titles  that  have  been  on  the  Best-Seller  List  tor  more  than  two  years  appear  as  Long-Running  Best-Sellers. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 

May  10.  2004  I  BusinessWeek  I  27 


NOW,  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 
Donald  0.  Clifton  (Free  Press  •  $27) 

FISH!  Stephen  C.  Lundin,  Harry  Paul,  John  Christensen 
(Hyperion  •  $19.95) 

FIRST,  BREAK  ALL  THE  RULES  Marcus  Buckingham, 
Curt  Coffman  (Simon  &  Schuster  •  $27) 


Stephen  R.  Covey  (Fireside  •  $15) 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness 
•$16) 

GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton 
(Penguin  •  $14) 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki, 
with  Sharon  L.  Lechter  (Warner  •  $17.95) 

REAL  ESTATE  RICHES  Dolf  de  Roos  (Warner  Business-  $17.95) 


(?)  Uranium  mining 

(2)  Uranium  enrichment  and  nuclear  fuel  fabrication 

(3)  Reactor  design  and  construction 
(5)  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 

(6)  Transmission 

(7)  Distribution 


The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit  ai 

AREVA,  with  75,000  employees  in  over  100  countries,  offers  its  clients  technological 
solutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Honey, 1  Shrunk 
The  Keyboard 


As  the  use  of  wireless  phones  for  e-mail  and  other  text  messaging  has 
grown,  buyers  have  faced  a  tough  choice.  They  could  choose  a  small 
handset  and  put  up  with  triple-tapping  the  phone  keypad  to  enter  text.  Or 
they  could  go  for  a  Treo  or  BlackBerry  and  get  a  keyboard  and,  along  with 
it,  a  much  larger  and  heavier  device.  Now  there  are  a  couple  of  new 
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products  that  try  to  bridge  the  gap  by 
squeezing  a  keyboard  into  the  confines 
of  a  traditional  phone  handset  design. 

The  Nokia  6820  ($200  after  a  $150 
rebate  with  activation  from  AT&T 
Wireless  Services)  is  a  tiny,  3.6-oz. 
handset  with  the  bells  and  whistles 
typical  of  a  high-end  phone.  My  only 
complaint  about  it  for  voice  use  is  that 
while  the  rectangular  phone  keys  look 
good,  the  nearly  flat  surface  makes 
them  harder  to  use  than  raised  buttons. 

But  the  phone  becomes  more 
interesting  when  you  lift  the  keypad. 
The  unit  pivots  on  two  arms  that 
straddle  the  screen  to  lie  flat,  revealing  a  true  keyboard- 
split  in  half  with  the  screen  in  the  middle.  Now  you  can 
write  e-mail.  Lots  of  practice  with  palmOne's  Treo  600  and 
Research  in  Motion  BlackBerrys  has  made  me  a  good  thumb 
typist,  but  the  split  keyboard  took  some  getting  used  to.  It 
has  much  larger  keys  than  a  Treo  or  BlackBerry,  and  this 
turns  out  to  be  a  mixed  blessing.  Big  keys  are  nice,  but  the 
keyboard  is  6  inches  wide,  making  keys  on  the  extreme  left 
and  right  hard  to  reach. 

BUTTONS  AND  MENUS  POSE  ANOTHER  ISSUE.  You  control  the 
phone's  menus  and  options  with  two  buttons  and  a  mini- 
joystick,  whose  changing  functions  are  described  on  labels  at 
the  bottom  of  the  screen.  These  work  fine  with  the  keyboard 
closed,  but  become  a  bit  awkward  when  the  phone  is  opened 
and  the  display  rotates  90  degrees.  You  can  use  the  Nokia  as  a 
phone  with  the  keyboard  open  if  you  use  a  headset,  but  it  is 
clumsy.  Following  the  lead  of  Treo  and  BlackBerry  and 
putting  number  keys  in  a  standard  four-row  arrangement 
within  the  keyboard,  instead  of  in  a  row  across  the  top,  would 
help.  So  would  lighting  the  keys. 

The  Voq  Professional  Phone  (available  in  Europe  this 
summer)  is  a  first  try  at  a  handset  by  Sierra  Wireless,  a 
Vancouver  maker  of  radio  modules  for  laptops  and 
handholds.  It's  an  ugly  but  interesting  bar-type  phone  built 
on  Microsoft  Windows  Srr.artphone  software.  Smartphones 
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handle  e-mail  messages  well,  and 
Sierra  has  added  its  own  VoqMail 
program  to  provide  access  to  corporate 
mail.  The  importance  of  text  makes  this 
phone  scream  for  a  keyboard. 

The  solution:  A  hinge  on  the  left  side 
allows  the  keypad  to  flip  open,  revealing 
a  keyboard  spread  across  the  back  of  the 
dial  pad  and  the  lower  part  of  the 
handset.  Having  the  full  weight  of  the 
handset  over  the  right  half  of  the  opened 
keyboard  creates  some  balance 
problems  while  the  user  is  typing.  But 
the  two  halves  are  much  closer  together 
than  on  the  Nokia,  and  better  key 
spacing  and  rounded  buttons 
make  typing  easier,  although 
lighted  keys  would  be  nice.  The 
basic  phone  buttons,  including 
the  mini-joystick,  remain 
accessible  when  the  keyboard  is 
open,  making  it  much  easier  to 
combine  voice  and  data  functions 
on  the  Voq,  say  entering  an 
appointment  while  chatting. 
Customers  of  Telus  Mobility  in 
Canada  will  soon  get  another  option:  an  LG  Electronics 
handset  with  technology  from  Digit  Wireless  that  puts  little 
alphabetic  keys  between  the  buttons  of  a  standard  phone 
keyoad.  It's  not  as  natural  as  a  regular  text  keyboard,  but  it's 
more  efficient  than  triple-tapping  the  phone  keys. 

None  of  these  products  is  close  to  a  perfect  solution  for 
data  entry.  As  someone  who  uses  a  phone  more  for  e-mail 
than  voice,  I'm  willing  to  accept  a  bigger  handset  for  better 
performance,  so  I'm  sticking  with  my  Treo.  But  these  are 
useful  experiments  that  promise  better  things  to  come.  ■ 

E-mail:  techandyou@businessweek.com 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
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Budget  Friendly. 


"It's  simple.  Lowest  cost  of  ownership  in  the  industry. 
That's  Budget  Friendly." 

Any  way  I  look  at  it,  Kyocera  printers  and  copiers  win: 
reduced  consumable  expense  and  unparalleled  performance 
that  results  in  an  extremely  low  total  cost  of  ownership. 
I  face  enough  tough  decisions,  this  one  is  easy.  For 
document  solutions  that  deliver  a  clear  ROI, 
choose  Kyocera. 


Chief  Financial  Officer 
Northwest 

kyoceramita.com/us 


Budget  Friendly  because: 

•  Flexible  Financing  Options 

1  Rated  #1  in  Performance/Reliability' 

•  Industry's  Best  Warranty 

•  Lowest  Total  Cost  of  Ownership2 

•  Reduced  Waste/Less  Expense 


The  simple  idea  that's  making  it  big  everywhere. 
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Document  Solutions 


KYOCERA  MITA  CORPORATION     KYOCERA  MITA  AMERICA.  INC..  a  group  company  of  Kyocera  Corporation 
1  KYOCERA  MITA  CORPORATION  AND  KYOCERA  MITA  AMERICA.  INC..  'PEOPLE  FRIENDLY'.  THE  KYOCERA  'SMILE'  ANO  THE  KYOCERA  LOGO  ARE  TRADEMARKS  OF  KYOCERA  2003  Source:  'ARS.  Inc;  'Industry  Analyst].  Inc. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


The  Tea  Leaves  That 
Matter  to  the  Fed 


The  monthly  report  by  the  Bureau  of  Labor  Statistics  (BLS)  on  payroll  em- 
ployment has  become  one  of  the  most  watched  statistics.  Thus,  the  increase 
by  308,000  jobs  in  the  March  report,  the  best  one-month  performance  since 
April,  2000,  caused  a  stir.  Stocks  rose,  and  bond  prices  fell  sharply.  The  higher 
interest  rates  reversed  the  declines  that  followed  February's  weak  report. 


One  reason  for  the  focus  on  the  payroll  numbers  is  the 
political  as  well  as  economic  concern  over  the  sluggish  labor 
market.  Despite  the  strong  recent  performance  of  real  gross 
domestic  product  (GDP),  payroll  employment  growth  has 
been  weak.  Since  the  start  of  the  recession  in  March,  2001, 
payroll  employment  has  fallen  by  2  million  jobs,  even  after 
the  surge  last  month  and  the  upward  adjustments  for 
previous  months. 

The  BLS'  other  survey  of  national  employment- 
household  employment— provides  a  brighter  picture  of  the 
labor  market  over  the  past  three  years.  From  March,  2001,  to 
March,  2004,  it  rose  by  0.6  million.  The  discrepancy 
between  the  two  surveys,  2.6  million  jobs  over  the  last  three 
years,  is  not  well  understood,  despite  considerable  research. 
The  two  surveys  have  different  pluses  and  minuses  and,  in 
my  analysis  of  the  labor  market,  I  give  weight  to  both. 

BUT  IN  SETTING  INTEREST  RATES  the  Federal  Reserve  clearly 
puts  a  lot  more  weight  on  the  payroll  survey.  This  connection 
with  rates  is  another  reason  the  payroll  employment  number 
gets  so  much  attention.  When  I  examine  changes  in  the 
federal  funds  rate  over  the  Greenspan  era  since  August,  1987, 
I  find  that  two  factors  are  critical:  the  strength  of  the  labor 
market  and  the  inflation  rate. 

As  regards  the  labor  market,  increases  in  the  federal 
funds  rate  are  predicted  by  higher  payroll  employment 
growth  over  the  previous  three  months  and  by  a  reduction 
in  the  unemployment  rate  in  the  previous  month.  Interest 
rates  do  not  respond  significantly  to  the  actual  growth  rate 
of  real  GDP.  To  put  it  another  way,  the  Fed  tends  to  raise 
rates  when  an  increase  in  real  GDP  reflects  higher 
employment  but  not  when  the  increase  reflects  higher 
labor  productivity. 

The  second  key  determinant  of  the  federal  funds  rate  is 
the  inflation  rate.  I  find  that  the  Fed  raises  rates  in  response 
to  an  increase  in  a  broad  measure  of  inflation— the  GDP 
deflator,  the  price  index  used  to  calculate  real  GDP  on  a 
quarterly  basis.  But  the  Fed  also  reacts  to  recent  inflation  as 
gauged  by  the  consumer  price  index  (CPI). 

My  analysis  shows  that  the  recent  increases  in  payroll 
employment  gi;  wth  and  in  CPI  inflation  make  it  likely  that 


the  Fed  will  raise  the  rate  in  the  near  term.  A  continuation 
of  March's  strong  payroll  employment  growth  for  another 
month  or  two  would  likely  trigger  a  rise  in  the  funds  rate  by 
at  least  one-quarter  point.  Similarly,  if  the  inflation  rate 
shown  by  the  GDP  deflator  were  to  increase  from  today's 
iv2%  to  2V2%,  the  funds  rate  would  rise. 

I  have  also  used  a  simple  statistical  model  to  forecast 
changes  in  payroll  employment.  Month-to-month  changes 
can  be  predicted  from  recent  unemployment  insurance 
claims  and  from  the  history  of  employment  growth.  My 
prediction  for  April  payrolls  (to  be  released  on  May  7)  is  for 
a  rise  of  109,000  jobs.  But  a  reasonable  error  range  for  this 
forecast  is  from  -65,000  to  +283,000.  Thus  my  forecast, 

along  with  those  of  others,  is 
subject  to  a  large  margin  of  error. 

I  can  also  use  the  model  to 
project  payroll  employment 
growth  over  the  longer  term,  say, 
the  next  12  months.  These 
changes  can  again  be  predicted 
from  unemployment  insurance 
claims,  past  employment  growth, 
and,  in  this  case,  from  prior 
growth  rates  of  real  GDP.  The 
prediction  is  that  payroll 
employment  will  grow  at  an 
annual  rate  of  1.5%,  implying  that 
the  number  employed  will  rise  by  1.9  million  jobs  from 
March,  2004,  to  March,  2005.  But  there's  again  a 
considerable  range  of  error— this  time  from  +0.2  million  to 
+3.6  million. 

Now  that  I  have  my  forecasts,  the  only  thing  left  for  me  to 
do  is  to  sit  down  with  the  rest  of  the  world  for  the 
employment  report  Friday  morning  and  wait  for  the  payroll 
announcement  at  8:30  a.m  on  May  7  Will  it  be  another 
strong  report  or  something  disappointing?  Quite  a  bit 
economically  and  politically  rides  on  the  number.  ■ 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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The  average  employee  stays  with  you 

The  moral?  Employees  who  feel  well  taken  care  of  are  more  likely  to  be  loyal.  And  our  new  benefit  packages 

for  3.7  years.*  Our  members  stay  with 

give  them  more  reasons  than  ever  to  stay  with  you.  Your  employees  can  choose  a  personal  physician,  and  you 

us  for  an  average  of  14.1  years." 


can  offer  a  whole  spectrum  of  extra  services,  from  dental  to  chiropractic.  To  know  more,  visit  us  online,  or  call. 
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U.S.  Dept.  of  Labor.  USDL  02-531 

National  average,  2001  Satisfaction  Tracking 
&  Reporting  Program.  Market  Facts.  Inc. 


KAISER  PERMANENTE® 

www.kaiserpermanente.org  Call  your  broker  or  1-800-298-9618 


As  you  expand  overseas,  you're  going  to  want  a  financial  services  partner  who  knows  all  the  right  people -peod 
who'll  make  things  happen  and  keep  vour  plans  on  track.  You'll  want  a  partner  who  has  been  focused  sin 
inception  on  the  unique  challenges  technology  and  life  science  companies  face  when  doing  global  busineJ 
A  partner  whose  business  network  stretches  to  every  corner  of  the  world.  And  a  partner  with  a  comprehensi 
set  of  services  that  can  be  tailored  to  meet  your  specific  financial  needs.  In  other  words,  you're  going  to  wan 
partner  like  Silicor  .  y  Bank.  It's  fair  to  say  no  one  is  as  wholly  committed  to  the  needs  of  companies  li 
yours  as  we  are.  Please  call  866.svB.4svB  or  visit  svb.com. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Higher  Rates  Won't 
Hammer  Housing 

The  market  may  cool  a  bit,  but  a  robust  economy  should  keep  sales  up 


U.S.  ECONOMY 


The  end  of  cheap  money  is  rapidly  drawing  near. 
Improving  labor  markets  and  pricing  power  are  moving  the  Federal 
Reserve  ever  closer  to  a  series  of  interest-rate  hikes  that  will  affect  the 
entire  maturity  spectrum  of  fixed-income  securities.  With  long-term 
rates  already  up  sharply  in  recent  weeks,  the  focus  has  been  put 


squarely  on  the  outlook  for  housing,  the  economy's  most 
interest-sensitive  sector.  How  will  housing  demand, 
homebuilding,  and  home  prices  hold  up? 

Much  depends  on  the  speed  with  which  the  Fed  acts  in 
coming  months.  Surprisingly  strong  data  on  job  growth, 
inflation,  and  durable  goods  orders  in  recent  weeks  have 
pushed  up  the  benchmark  yield  on  10 -year  Treasury 
bonds  by  75  basis  points  since  Mar.  23,  to  4.44%,  as  the 
bond  market  builds  in  expectations  of  Fed  tightening.  As 
a  result,  the  national  average  rate  on  a  30-year  fixed 
mortgage  rose  from  5.38%  in  mid-March  to  just  shy  of 
6%  in  late  April  (chart). 

Consumers  rushed  to  lock  in  the  first- quarter  drop  in 
mortgage  rates.  New  home  sales  in  March  jumped  8.9% 
to  a  record  annual  rate  of  1.23  million.  Existing  home 
sales  rose  5.7%  to  a  6.48  million  pace,  second  only  to 
November's  record  of  6.68  million.  And  mortgage 
demand  in  April  was  robust,  even  with  the  runup  in  rates. 
Applications  to  purchase  a  home  in  the  first  four  weeks 
were  running  higher  than  March  or  February  levels. 

History  shows  that  mortgage  rates  have  to  go  over  8% 
before  a  large  number  of  prospective  buyers  are  shut  out 
of  the  market  And  unless  inflation  spikes,  which  seems 
unlikely,  the  rise  in  interest  rates  in  general— and 
mortgage  rates  in  particular— will  be  slow.  As  a  result, 
housing  activity  undoubtedly  will  cool  off  from  March's 
superheated  pace,  but  home  demand  and  new 
construction  are  unlikely  to  crumble  this  year. 

THE  BEST  ARGUMENT  against  a  collapse  is  the  fact  that 
rates  are  up  mainly  because  the  recovery  is  finally  gaining 
traction  and  broadening  out.  Rates  were  historically  low 
in  recent  years  as  a  result  of  economic  distress,  mainly 
the  threat  of  deflation  and  huge  job  losses.  As  prospective 
rates  of  return  on  investments  rise  within  an  improving 
economy,  it's  only  natural  for  higher  borrowing  costs  to 
reflect  those  brighter  prospects.  A  stronger  economy  will 
offset  some  of  the  impact  of  higher  interest  rates. 
Indeed,  businesses  are  increasingly  optimistic 
(page  36).  They  are  expanding  operations  and  beefing 
up  inventories.  They  also  are  lifting  payrolls,  which 
will  ultimately  generate  more  income  for  consumers. 
Plus,  consumer  confidence  is  on  the  rise  again.  All  this 


will  provide  a  solid  underpinning  for  housing. 

Besides,  based  on  statements  by  Fed  Chairman  Alan 
Greenspan,  the  bond  market  may  well  be  getting  ahead  of 
itself.  So  far,  Fed  officials  see  no  urgent  inflation  threat 
that  would  force  them  to  jack  up  rates  sharply.  That's 
because  productivity  gains  are  still  strong  through  the 
first  quarter,  and  plenty  of  slack  remains  in  the  labor 

markets  and  in  industrial 
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capacity  As  a  result, 
recent  inflation  worries 
may  be  overblown. 

True,  the  surge  in 
prices  of  raw  materials, 
excluding  energy  and 
food,  is  beginning  to  lift 
prices  in  the  intermediate 
stages  of  industrial 
production.  That  sector, 
including  processed 
goods  that  go  into 
finished  products,  is 
where  many  of  the  reports  of  increased  pricing  power  are 
coming  from.  But  through  March,  prices  of  finished 
goods  outside  of  energy  and  food,  while  no  longer  flat  or 
falling,  are  up  only  0.7%  from  the  previous  year,  and  core 
consumer  prices  are  up  1.6%.  Even  if  the  inflation  rate 
were  to  rise  by  one  percentage  point  by  yearend— an 
unlikely  proposition— the  spread  between  core  inflation 
and  long-term  rates  over  the  past  decade  suggests  that 
mortgage  rates  would  remain  below  7.5%. 

EVEN  AT  THAT  RATE,  homeownership  is  affordable  for 
most  families.  Consider  a  new  home  with  the  current 
median  price  of  $201,000  and  a  downpayment  of  20%. 
The  latest  75  basis-point  increase  in  rates  boosts  a 
monthly  mortgage  payment  by  only  $61.  Given  the  U.S. 
median  annual  salary  of  about  $54,000,  the  mortgage 
payment  still  captures  only  21%  of  the  household  budget. 
At  75%,  the  payment  is  $1,118,  or  24.9%  of  income. 

But  at  8%,  the  payment  for  that  same  house  rises  to 
$1,174,  or  26%  of  the  monthly  budget  Since  most  lenders 
want  borrowers  to  devote  no  more  than  25%  of  their 
gross  income  to  the  mortgage,  any  rate  above  8%  pushes 
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homeownership  out  of  the  reach  of  many  families.  That's 
why  8%  is  seen  as  the  demarcation  between  housing 
doing  well  and  demand  starting  to  dry  up.  Since 
mortgage  rates  are  unlikely  to  go  that  high  in  2004,  home 
sales  and  construction  should  be  a  positive  contributor  to 
gross  domestic  product  growth  in  coming  quarters. 

That's  especially  true  given  the  mix  of  new  homes  sold. 
According  to  Commerce  Dept.  data,  the  number  of  new 
homes  sold  but  not  yet  started  hit  a  record  in  March,  or 
more  than  40%  of  all  homes  sold.  Homes  already 
completed  accounted  for  just  25.8%  of  sales.  Those 
shares  are  a  huge  switch  from  the  early  1980s,  when 
completed  homes  were  45%  of  sales  and  unstarted 
houses  captured  only  20%  of  the  market. 

WHAT'S  BEHIND  THE  SHIFT  is  twofold.  First,  in  an  era 
of  Trading  Spaces  and  HGTV,  buyers  prefer  more  of  a  say 
in  what  goes  into  their  new  homes,  from  the  tile  color  in 
the  master  bath  to  the  flooring  in  the  family  room. 

Second,  and  more  important,  builders  have  learned 
their  lesson  from  the  1980s,  when  developers  put  up  too 
many  new  homes  on  speculation.  When  sky-high 
mortgage  rates  and  the  twin  recessions  caused  demand 
to  collapse,  builders  were  left  with  a  huge  overhang  of 
inventor.".  Prices  were  slashed  in  some  parts  of  the 
country,  and  many  builders  went  bankrupt. 

Having  been  burned  once,  developers  now  wait  for 
demand  to  generate  supply.  This  caution  will  be  a  big 
plus  for  the  economy.  As  builders  put  up  the  new 
homes  already  sold  in  March,  the  construction  activity 


should  add  to  GDP  growth  for  the  next  two  quarters. 
In  addition,  that  approach  to  building  will  provide  a 
safeguard  against  falling  home  prices  even  when  sales 
begin  to  weaken  toward  the  end  of  2004  or  in  2005. 
Builders  won't  have  to  hold  fire  sales  to  move  excess 
inventory,  which  would  tend  to  push  down  all  home 

prices  in  a  region. 
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APPLICATIONS  TO 
REFINANCE  A  MORTGAGE 


But  rising  rates  do 
mean  the  end  of  the  price 
surges  in  some  parts  of 
the  U.S.  It  all  comes  back 
to  affordability.  Higher 
mortgage  costs  limit  the 
amount  buyers  can  bid 
up  home  prices. 

Higher  rates  have  also 
effectively  turned  off  the 
refinancing  spigot  Refi 
applications  have  fallen  by 
nearly  half  from  mid- 
March  to  mid-April  (chart).  Consumers  will  have  less 
money  from  refi  cash-outs.  Luckily,  income  gained  from  the 
rebound  in  the  job  market  should  offset  some  of  that  loss. 

Of  course,  the  improving  job  situation  is  one  trend 
scaring  the  bond  market.  But  for  consumers  and 
potential  new  homeowners,  better  hiring  always  is  a  good 
thing.  So  is  stronger  income  growth.  And  if  you  look 
beyond  the  skittishness  in  the  bond  market  and  examine 
the  reasons  for  the  jitters,  it's  easy  to  remain  optimistic 
about  housing's  performance  in  2004.  ■ 
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A  Li ttle  More  Pressure  on  the  Brakes 


THE  BANK  OF  ENGLAND  faces  a 

delicate  task  in  the  coming  year:  It 
must  raise  interest  rates  enough  to 
rein  in  runaway  consumer  borrowing 
and  housing  prices  without  bringing 
the  economy  to  a  dead  stop.  Judging 
by  the  latest  data,  the  BOE  has  plenty 
ofworktodo. 

First,  the  slowdown  in  first-quarter 
growth  in  real  gross  domestic  product 
appears  to  be  misleading.  Real  GDP 
expanded  a  much 
lower  than  expected 
0.6%  from  the  fourth 
quarter,  or  2.4%  at  an 
annual  rate,  following 
that  quarter's  gain  of 
0.9%.  But  the  Office 
of  National  Statistics 
noted  that  the 
response  rate  to  its 
questionnaire 
unusually  low 
because  of  the  Easter 
^gesting 
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that  next  month's  revised  numbers 
will  look  stronger. 

The  GDP  data  show  that  industrial 
output  actually  fell  0.5%  last  quarter, 
and  the  huge  service  sector  posted  a 
0.8%  advance.  Both  gains  were  well 
below  expectations,  given  healthy- 
looking  survey  data  from  the  nation's 
purchasing  managers,  the 
Confederation  of  British  Industry, 
and  the  British  Chambers  of 
Commerce. 

When  more  sector 
detaf  becomes 
available  with  the 
May  revised  data, 
consumer  spending  is 
almost  certain  to 
maintain  its  lead  role 
in  growth.  Retail  sales 
in  March  rose  a  sturdy 
0.6%  from  February, 
after  adjusting  for 
inflation,  capping  a 
robust  first-quarter 


showing.  Reflecting  the  relentless 
strength  in  housing,  March  sales  of 
home -related  items  were  especially 
healthy. 

So  far,  the  BOE's  quarter-point  rate 
hikes  in  November  and  February,  to 
4%  from  a  48-year  low  of  3.5%,  have 
done  little  to  curb  consumers' 
enthusiasm.  Rates  remain  historically 
low  and  employment  is  at  a  high, 
with  real  wages  accelerating.  Plus,  the 
stock  market  is  rising,  and  house 
prices  last  quarter  were  up  18.5% 
from  the  year  before. 

The  markets  expect  another  rate 
hike  at  the  BOE's  May  6  policy 
meeting  and  that  rates  will  have  to 
climb  to  the  5%  to  5-5%  range  in  the 
coming  year.  But  as  a  result  of  the 
attempt  to  cool  housing  and 
consumer  demand,  the  trade- 
weighted  pound  already  has  gained 
some  3-5%  this  year.  The  fear: 
Manufacturing  could  suffer  collateral 
damage  as  rates  rise  further.  ■ 
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Microsoft 


Welcome  to  the  meeting 
at's  nothing  like  a  meeting. 


It's  as  simple  as  a  phone,  a  PC  and  an  Internet  connection.  It's  Microsoft  Office  Live  Meeting,  the  service  that  lets 
you  collaborate  with  groups  of  two  to  thousands,  without  leaving  your  desk.  Just  log  in,  select  your  presentation  and 
go.  Share  applications,  mark  up  documents,  illustrate  ideas,  create  flowcharts,  all  in  real  time.  All  without  the  cost 
and  hassle  of  business  travel. 

Plus,  it's  a  hosted  service  so  there  are  no  costly  infrastructure  changes  or  headaches  for  your  IT  department.  It's  a 
big  part  of  what  makes  the  new  Microsoft  Office  System  so  different.  See  for  yourself.  You'll  save  time,  save  money 
and  maybe  even  earn  yourself  the  title  of  office  superhero. 


ays  ot  service,  on  us.  visit  www.microsoTt.com/nvemee 


Microsoft  Office 


Live  Meeting 


A  PlaceWare  Service 

©  2004  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  the  Office  logo,  and  PlaceWare  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  or  PlaceWare.  Inc.  in  the  United  States  and/or  other  countries. 
PlaceWare.  Inc.  is  a  wholly-owned  subsidiary  of  Microsoft  Corporation. 
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JLSO  IN  THIS  SECTION: 

After  three  years,  tech 

is  finally  hiring  again 


• 


How  Mitsubishi's 
woes  hurt  Chrysler 


Microsoft's  Xbox  could 
really  zap  PlayStation 


Rewriting  the  rule 
book  on  drug  prices 


CEOs  are  back 
in  a  betting  mood, 
buoyed  by  rising 
sales  and  renewed 
pricing  power 


/ 


FTER  SUFFERING 

through  their  gloomiest 
four-year  stretch  in 
decades,  executives  at 
Caterpillar  Inc.  couldn't 
be  more  upbeat  than 
they  are  today.  Demand 
for  construction  gear  is  surging,  helping 
drive  the  Peoria  equipment  maker's  sales 
up  34%,  to  $6.47  billion,  in  the  first  quar- 
ter. What's  more,  Cat  is  raising  prices  and 
—an  important  harbinger  in  this  seem- 
ingly jobless  rebound— it  has  even  hung 
out  the  "help  wanted"  sign.  "This  is  a 
broad-based  recovery,"  says  Chief  Finan- 
cial Officer  F.  Lynn  McPheeters.  "Virtual- 
ly every  sector  of  the  business  and  every 
area  geographically  is  coming  back." 

Cat  is  far  from  alone.  Across  a  wide 
swath  of  Corporate  America,  optimism  is 
breaking  out  again,  and  the  shift  in  out- 
look couldn't  be  more  dramatic.  A  year 
ago,  CEOs  of  all  stripes  complained  about 
having  "no  visibility"  about  the  future  of 
the  economy  and  their  businesses.  Faced 
with  so  much  uncertainty,  execs  shunned 
expansion.  Instead,  with  the  bursting  of 
the  stock  market  bubble,  continued  fears 
of  terrorism,  a  spate  of  corporate  scan- 
dals, and,  finally,  the  war  in  Iraq,  compa- 
ny honchos  hunkered  down  to  concen- 
trate on  cutting  costs  and  hoarding  cash 
as  they  hacked  away  at  capital-spending 
budgets  and  payrolls. 

PARTY  TIME 

NOT  ANYMORE.  From  high-tech  power- 
houses and  Wall  Street  brokerages  to 
manufacturers  in  the  industrial  heart- 
land, companies  across  Corporate  Amer- 
ica are  cheering  their  brightening 
prospects.  Thanks  to  super-easy  mone- 
tary and  fiscal  policies,  demand  for  their 
products  and  services  is  soaring.  Govern- 
ment data  due  out  on  Apr.  29  were  ex- 
pected to  show  that  the  economy  grew  at 
roughly  a  5%  annual  clip  in  the  first  quar- 
ter, after  expanding  at  about  a  6%  rate  in 
the  second  half  of  last  year. 

But  corporate  execs  haven't  had  to  wait 
for  the  gross  domestic  product  numbers 
to  know  there's  increasingly  something  to 
celebrate.  A  strong  pick- 
up in  demand,  com- 
bined with  cost-cutting 
and  newfound  pricing 
power,  have  results 
soaring.  Sales  of  compa- 


CATERPtLLAR 

With  sales  up 
34%,  it's 
raising  prices 
—and  hiring 
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nies  in  the  Standard  &  Poor's  500-stock 
index  are  expected  to  rise  10.4%  in  the 
first  quarter,  with  profits  up  25.1%,  ac- 
cording to  Thomson  First  Call. 

All  that  good  news  has  finally  con- 
vinced reluctant  CEOs  that  a  major  ex- 
pansion is  under  way.  Although  a  surge  in 
inflation  or  a  sharp  rise  in  interest  rates 
could  eventually  slow  the  party,  for  now 
they're  jumping  in  with  both  feet.  Newly 
emboldened,  they  have  finally  stepped  up 
capital  spending  in  a  big  way.  Durable- 
goods  orders  in  March,  reported  on  Apr. 
23,  rose  3.4%— nearly  five  times  the  ex- 
pected increase.  That  came  on  top  of  Feb- 
ruary's 3.8%  gain.  Capital-goods  ship- 
ments, at  $59.1  billion  in  March,  hit  their 
highest  level  since  early  2001.  For  the 
year,  Economy.com  Inc.  expects  capital 
spending  to  grow  a  robust  12%.  "Cus- 
tomers are  coming  out  of  the  foxholes," 
says  James  V.  Gelly,  CFO  of  Rockwell  Au- 
tomation Inc.,  a  Milwaukee  maker  of 
computerized  manufacturing  gear. 

STRAIGHT  TO  TECH 

BRISK  CORPORATE  spending  stretches 
from  small  to  large  companies  and 
across  industrial  sectors.  Indeed,  despite 
capacity  utilization  rates  that  remain 
low,  many  companies  that  are  keen  to 
modernize  are  leapfrogging  old  technol- 
ogy to  meet  lively  demand.  Owens  Corn- 
ing, a  Toledo  maker  of  insulation  prod- 
ucts used  in  housing,  is  spending  $30 
million  to  expand  capacity  25%  at  a  39- 
year-old  Jackson  (Tenn.)  plant  that 
makes  fiberglass  for  roofing  shingles. 
And  even  as  older  jets  languish  in  moth- 
balls, low-cost  AirTran  Airways  Inc.  is 
buying  new  Boeing  737s  that  are  more 
efficient  than  its  current  717s. 

As  companies  open  their  wallets, 
much  of  the  cash  is  flowing  straight  to  the 
tech  sector.  Tech  shipments,  which  have 
been  accelerating  for  three  months,  grew 
16.5%  in  March  from  a  year  ago,  accord- 


HEALTHYAPPETI 

Consumers  are 
more  accepting 
of  price  hikes 


ing  to  Merrill  Lynch    HEALTHY  APPETITE 
&   Co.   Meanwhile, 
inventories  continue 
to  decline,  boding    ^^^^ 
well  for  new  orders 

in  coming  months.  The  uptick  has  bol- 
stered the  chip  industry:  Global  sales  in 
February  jumped  nearly  31%  from  a  year 
ago,  according  to  the  latest  data  from  the 
Semiconductor  Industry  Assn.— the 
largest  rise  since  October,  2000.  And 
computers  are  gaining  momentum,  too: 
Hardware  shipments  have  topped  20% 
growth  in  four  of  the  past  five  months. 

While  tech  is  key,  this  turnaround  is 
about  more  than  tech  spending.  It's 
broad  and  deep— and  that  means  more 
jobs  across  industries.  Nowhere  has  the 
mood  improved  more  than  in  the  hard- 
pressed  heartland.  Cummins  Inc.,  a 
Columbus  (Ind.)  engine  maker,  is  churn- 
ing out  340  a  day  for  long-haul  trucks  at 
its  Jamestown  (N.Y.)  plant.  That's  up  from 
240  just  six  months  ago.  To  keep  the  line 
humming,  the  plant  added  a  second  shift 
on  Apr.  25  and  now  employs  some  1,090 
workers,  up  20%  from  the  beginning  of 
2003.  "We  are  seeing  improved  demand 
in  almost  all  of  our  end  markets,"  says 
CEO  Theodore  M.  Solso. 

Many  more  such  jobs  could  soon  ap- 
pear if  CEOs  carry  through  on  their  fresh- 
ly minted  expansion  plans.  Fully  50%  of 
executives  polled  by  the  Conference 
Board  in  an  Apr.  5  survey  expect  hiring  to 
rise  in  their  industries,  up  sharply  from 
15.8%  in  a  survey  in  April,  2003.  That's 
the  highest  share  of  CEOs  who  foresee  job 
growth  in  their  industries  since  the 
Board  started  its  luring  survey  in  1991. 

Another  sign  of  strength:  Newspaper 
help-wanted  advertising  is  up  in  many 
cities.  At  Tribune  Co.,  parent  of  the  Los  An- 
geles Times,  the  Chicago  Tribune,  New  York 
Newsday,  and  other  papers  around  the 
country,  help-wanted  advertising  revenue 
climbed  10%  in  the  opening  quarter,  in- 
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eluding  a  14%  rise  in  March.  Says  Tribune 
CEO  Dennis  J.  FitzSimons:  "We're  finally 
seeing  the  great  economic  stats  that  have 
been  reported  translate  into  job  creation." 

And  after  years  of  consumer  resistance 
to  price  hikes,  shoppers  seem  willing  to 
pay  more.  Nearly  a  third  of  the  members 
of  the  National  Association  for  Business 
Economics  surveyed  for  an  Apr.  20  report 
say  prices  at  their  companies  are  rising, 
with  only  8%  pointing  to  declines.  And 
they're  not  just  talking  about  commodity 
prices.  Consumers  are  paying  more  for 
everything  from  milk,  toothpaste,  and 
laundry  detergent  to  razors  and  cell 
phones;  all  told,  prices  on  an  array  of  42 
widely  used  product  categories  rose  some 
2%  in  the  12  weeks  ending  on  Mar.  20,  ac- 
cording to  a  survey  by  Banc  of  America. 

"People  feel  more  comfortable  going  out 
and  spending  money,"  says  Thomas  J. 
Lynch,  head  of  Motorola's  cell-phone  divi- 
sion, which  saw  prices  jump  16%  in  the  first 
quarter  compared  with  last  year's  level. 


A  HAPPY  DOMINO  EFFECT 


As  pricing  power  ...and  profits 

strengthens...  take  off... 
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Still,  for  all  the  newfound  optimism, 
today's  economy  is  hardly  risk-free.  A 
continued  stretch  of  high  oil  prices  or  a 
renewed  terrorist  attack  could  zap  con- 
fidence. And  today's  pricing  power 
could  quickly  turn  into  tomorrow's  in- 
flation. That  worry  came  into  focus 
when  the  government  reported  that  its 
Producer  Price  Index  climbed  0.5%  in 
March,  much  higher  than  expected.  The 
price  hikes  "suggest  an  uptick  in  infla- 
tion for  the  first  time  in  years,"  says 
BofA  analyst  William  Steele.  That's  why 
execs  are  closely  monitoring  the  Feder- 
al Reserve's  next  move  on  interest  rates. 
If  it  delays  too  long  in  raising  rates,  in- 
flation could  loom.  But  if  the  Fed  moves 
too  soon  or  raises  rates  too  quickly  or 
sharply,  a  lot  of  the  wind  could  get 
knocked  out  of  the  economy's  sails. 

Given  the  weekly  drumbeat  of  strong 
economic  data  and  the  outlook  for  con- 
tinued strong  corporate  profits,  howev- 
er, there's  clearly  more  reason  to  feel 
good  than  to  worry.  Forget  all  that  talk 
about  lack  of  "visibility"  from  a  year  or 
two  ago.  From  tech  to  heavy  industry, 
from  apparel  to  hotels,  CEOs  say  the  fog 
has  lifted.  Says  Hyatt  Hotels  Corp.  Vice- 
President  for  revenue  management 
Christopher  Elam:  "We're  the  most  op- 
timistic we've  been  in  three  years." 

Too  upbeat?  Maybe.  But  after  the 
long,  tough  slog  of  the  last  few  years,  a 
healthy  dose  of  optimism  can  only  help 
propel  the  strong  recovery  that  is  clear- 
ly under  way.  ■ 

-By  Joseph  Weber,  with  Michael 

Arndt  and  Robert  Berner,  in  Chicago; 
Dean  Foust  in  Atlanta;  Cliff  Edwards  in 

San  Mateo,  Calif.;  and  bureau  reports 
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TECH  JOBS  ARE 
SPROUTING  AGAIN 

Companies  need  more  warm  bodies  to 
meet  new  demand  for  gear  and  services 


ACK  AT  THE  HEIGHT 
of  the  boom,  Mark  Herle- 
man  spent  many  a  heady 
day  advising  corporate 
clients  on  which  tech- 
nologies best  suited  their 
needs.  But  last  February, 
Herleman's  employer,  FreeMarkets  Inc., 
a  Pittsburgh  company  that  creates  online 
corporate  exchanges,  gave  him  the  pink 
slip.  His  job  prospects  got  so  bleak  that 
Herleman  took  a  gig  digging  ditches  at  a 
cemetery.  It  wasn't  until  April  that  the 
25-year-old  left  his  shovel  behind.  He 
landed  a  job  at  consulting  giant  Accen- 
ture  Ltd.'s  supply-chain  practice,  where 
he'll  help  companies  buy  more  goods  on- 
line. "I  went  from  high  tech  to  low  tech 
to  high  tech  again,"  Herleman  says.  "It 
was  such  a  relief." 

For  the  first  time  in  three  years,  the 
tech  job  market  is  showing  signs  of  life. 
After  losing  some  900,000  jobs  since 
April,  2001,  the  industry  created  2,600 
jobs  in  February  and  added  11,600  more 
in  March,  according  to  the  Bureau  of  La- 
bor Statistics.  And  with  the  tech  recovery 
gaining  steam,  that  appears  to  be  just  the 
beginning. 

BROAD-BASED  TREND 

MARK  M.  ZANDI,  CHIEF  economist  at 
Economy.com  Inc.,  expects  tech  to  create 
53,000  jobs  this  year  and  an  additional 
207,000  in  2005.  While 
the  pace  of  hiring  pales 
in  comparison  with  the 
late  1990s,  tech  em- 
ployment remains  a 
key  component  of  U.S. 
job  growth.  Over  the 
next  five  years,  Zandi 
predicts,  the  industry 
will  create  667,000,  or 
7.2%,  of  the  projected 
9.2  million  new  jobs. 


SNAPPED  UP  It 

took  Utamsingh 
only  four  weeks 
to  find  work 


GEEKS  WANTED 


THOUSANDS 
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Data:  Bureau  of  Labor 


Thanks  to  Corpo- 
rate America's  robust 
demand  for  tech  gear 
and  services,  the  hir- 
ing is  relatively 
broad-based.  Lehman  Brothers  Inc.  econ- 
omist Ethan  S.  Harris  expects  spending 
on  business  equipment  and  software  to 
rise  14.5%  this  year,  compared  with  5.5% 
in  2003.  The  strong  demand  means  tech 
providers  can  no  longer  rely  solely  on  out- 
size productivity  gains 
to  keep  their  operations 
humming,  as  they've 
done  for  the  past  few 
years.  Companies  now 
need  more  warm  bodies 
if  they  want  to  get  prod- 
ucts and  services  out 
the  door.  As  a  result, 
everyone  from  Accen- 
ture  and  chipmaker 
Qualcomm  to  software 
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maker  Symantec  is  planning  to  take  on 
more  engineers,  software  jockeys,  and 
project  managers  in  '04.  "We're  hiring  at 
mice  the  rate  of  last  year,"  says  Libby 
Sartain,  a  human  resources  executive  at 
Yahoo!  Inc.,  which  has  305  openings. 

Even  better:  Companies  are  filling 
positions  that  many  feared  would  be 
sent  to  China  or  India.  While  software 
and  chip  companies  will  continue  to 
shift  their  low-level  support  and  main- 
tenance tasks  overseas,  they  are  also 
beefing  up  their  domestic  engineering 
talent.  In  the  first  quarter,  says  the  BLS, 
3,200  engineers  found  jobs.  These 
skilled  folks  will  create  such  new  prod- 
ucts as  Web  applications  and  cutting- 
edge  chips.  Chipmaker  Texas  Instru- 
ments Inc.  aims  to  hire  1,000  engineers 
this  year  to  help  design  its  wireless  and 
broadband  chips. 

HANDHOLDERS  NEEDED 

MANAGEMENT  consulting  is  another 
hot  area,  creating  10,500  new  jobs  in  the 
first  quarter,  says  the  BLS.  These  posi- 
tions are  particularly  resistant  to  mov- 
ing offshore  because  consultants  must 
spend  a  lot  of  face  time  with  customers 
as  they  build  or  maintain  technology 
systems.  Accenture  expects  to  add 
8,000  people  in  the  U.S.  this  year— its 
biggest  hiring  binge  since  2001.  The 
firm  is  taking  over  the  computing,  ac- 
counting, purchasing,  and  other  sys- 
tems of  scores  of  corporations  and 
needs  lots  of  consultants  and  engineers 
to  handle  the  load. 

People  adept  at  overseeing  the  devel- 
opment of  software  products  also  are  in 
demand.  Indeed,  many  with  such  skills 
are  once  again  being  snapped  up.  After 
losing  her  job  at  USF  Corp.  this  January, 
Roshan  Utamsingh,  35,  pounded  the 
pavement  in  search  of  another.  It  took 
just  four  weeks  for  her  to  land  at  Chica- 
go software  startup  Hubbard  One.  As  a 
senior  project  manager,  Utamsingh  will 
create  applications  that  help  law  firms 
use  the  Web  to  become  more  efficient  "I 
see  lots  of  postings  for  project  manage- 
ment,'' she  says. 

Of  course,  not  every  techie  is  finding 
it  that  easy.  In  sectors  still  plagued  by 
overcapacity,  such  as  telecommunica- 
tions, layoffs  will  continue.  In  the  first 
quarter,  telcos  shed  5,800  jobs,  accord- 
ing to  the  BLS.  Still,  given  the  massive 
overcapacity  that  was  built  in  the  late 
'90s  and  the  stop-and-start  recovery 
since,  this  is  the  best  jobs  news  techdom 
has  seen  for  some  time.  ■ 

-By  Spencer  E.  Ante,  with 
Ben  Elgin  in  San  Mateo,  Calif. 

40  !  BusinessWeek  I  May  10  2004 


rgen 


CARMAKERS 


A  SHAKY  AUTOMOTIVE 
MENAGE  A  TR0IS 

Now,  Daimler  is  backing  away  from 
Mitsubishi.  That's  bad  news  for  Chrysler 


AIMLERCHRYSLER  CEO 
Jurgen  E.  Schrempp  may 
be  running  out  of  rope.  At 
a  meeting  in  Stuttgart  on 
Apr.  22,  Daimler's  Super- 
visory Board  ignored  his 
protests  and  decided  that 
it  would  not  contribute  to  an  estimated  $7 
billion  bailout  needed  to  recapitalize  debt- 
laden  Mitsubishi  Motors  Corp.— where 
Daimler  owns  a  controlling  37%  stake. 
The  message:  Daimler  won't  spend  any 
more  to  prop  up  money-losing  Mit- 
subishi. If  the  troubled  Japanese  carmaker 
is  to  survive,  its  remaining  shareholders 
will  have  to  find  the  capital  to  fund  it. 

By  stiff-arming  Mitsubishi,  Daimler's 
board  has  effectively  torpedoed 
Schrempp's  strategy  of  building  a  globe- 
spanning  auto  maker  that  dominates  the 
industry.  According  to  German  newspa- 
per FrankfiirterAUgemeine,  Schrempp  of- 
fered to  resign  at  the  Stuttgart  meeting; 


Daimler's  board  was  expected  to  discuss 
his  future  at  another  meeting  set  for  Apr. 
29.  But  faced  with  ongoing  losses  in  Japan 
and  the  U.S.,  the  board  is  backing  away 
from  his  vision  of  a  powerful  triumvirate 
in  which  Mercedes-Benz  would  play 
global  No.  1  in  luxury,  Chrysler  would  spin 
profits  from  minivans,  pickups,  and 
sport-utility  vehicles,  and  Mitsubishi 
would  handle  passenger  cars  for  Chrysler. 
Bad  news  for  Mitsubishi  and  Daimler, 
for  sure,  but  what 

of  Chrysler?  The       y      •  j 

move  raises  ques-        lOlXlCO. 
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VISION  TROUBLE  The 

boss's  strategy— and 
future— is  in  doubt 

ment  costs  neither 
could  easily  handle  on 
its  own,  he  counted  on 
reviving  them  both. 
But  with  Schrempp's 
grand  plan  looking  in- 
creasingly doomed, 
many  of  the  benefits 
Chrysler  needed  from 
collaboration  may 
never  be  achieved. 
Instead,  pressure  is 
growing  within  Daim- 
ler management  to 
back  away  from 
Chrysler  as  well.  Says 
David  E.  Cole,  execu- 
tive director  of  the 
Center  for  Automotive 
Research:  "It  sounds 
like  the  strategy  is  be- 
ing turned  upside  down." 

Few  expect  that  to  happen  soon,  and  for 
now,  Daimler  execs  are  at  pains  to  say  that 
little  will  change  for  Chrysler.  The  auto 
maker  relies  on  Mitsubishi  to  develop  all 
the  platforms  for  its  compact  and  midsize 
cars— about  20%  of  its  business.  Over  the 
next  four  years,  Chrysler  is  set  to  launch 
Mitsubishi-engineered  replacements  for 
its  Dodge  Neon  compact,  Dodge  Stratus 
and  Chrysler  Sebring  midsize  cars,  a  Jeep 
SUV,  and  a  new  PT  Cruiser.  Says  Daimler 
CFO  Manfred  Gentz:  "I  see  no  reason  to 
discontinue  those  projects,  because  they're 
in  the  interest  of  both  sides." 

But  will  all  those  vehicles  come  to 
fruition?  Analysts  say  the  Neon,  due  out 
next  year,  and  Chrysler's  midsize  sedans, 
which  are  expected  to  follow  in  2006,  like- 
ly will  go  ahead.  That's  because  the  engi- 
neering work  that  went  into  these  cars  cost 
billions  of  dollars  and  Mitsubishi  needs 
Chrysler's  sales  volumes  to  get  a  return  on 
its  investment.  "Mitsubishi  can't  walk 
away,"  says  Michael  Robinet,  vice-presi- 
dent of  consultant  CSM  Worldwide. 
Chrysler  and  Hyundai  also  need  Mit- 


subishi to  stay  committed  to  a  new  joint- 
venture  engine  plant  in  Dundee,  Mich., 
which  needs  demand  from  all  three  to  run 
at  full  capacity.  And  Mitsubishi  is  sched- 
uled to  start  selling  its  own  version  of  the 
Dodge  Dakota  pickup  in  2005.  But  neither 
company  is  firmly  committed  to  other  proj- 
ects, like  a  Mitsubishi-branded  Chrysler 
minivan.  And  the  new  Jeep  SUV  and  PT 
Cruiser,  which  are  due  out  in  '06  and  '08 
respectively.  Unless  it  finds  a  way  to  work 
with  Mitsubishi,  Chrysler  may  have  to  fin- 
ish those  projects  on  its  own. 

Neither  scenario  will  be  easy.  Daimler 
has  had  an  uneasy  relationship  with  Mit- 
subishi, and  its  decision  has  angered  Mit- 
subishi's Japanese  executives  and  share- 
holders. As  a  result,  says  a  Daimler  exec, 
the  Japanese  may  be  less 
likely  to  work  with 
Chrysler.  "It's  ridiculous  to 
say  all  the  projects  will 
continue,"  he  says.  "Mit- 
subishi won't  see  any  ad- 
vantage to  working  with 
DaimlerChrysler." 

With  Mitsubishi  Group,  the  parent,  now 
scrambling  to  put  together  a  bailout  for 
Mitsubishi  Motors,  that  could  lead  to  a 
hardening  of  the  Japanese  position.  If  a 
bailout  proceeds,  the  new  management 
team  of  a  recapitalized  Mitsubishi  may 
want  to  charge  Chrysler  more  to  provide 
platforms  and  other  technology  for  future 
models.  The  last  thing  Chrysler  needs  is  to 
be  saddled  with  more  costs. 

SURVIVAL  INSTINCTS 

MOREOVER,  IF  CHRYSLER  has  to  do 
more  of  the  development  work,  it  will  be  in 
a  serious  bind.  While  Ford  Motor  Co.  and 
General  Motors  Corp.  have  been  engineer- 
ing flexible  platforms  to  host  a  cornucopia 
of  new  cars,  Chrysler  has  downsized  its  en- 
gineering capabilities.  Under  Schrempp's 
now-discredited  strategy,  Mitsubishi  was 
supposed  to  handle  most  of  that.  So  there 
is  little  expertise  left  at  Chrysler  to  develop 
small  and  midsize  cars,  says  Brett  Smith, 
director  of  product  and  technology  fore- 
casting at  the  Center  for  Automotive  Re- 
search. Rebuilding  that  expertise  would  be 


bt  will 

till  roll 

all  and  midsize  cars  based  on 
ishi  models  like  the  Galant  in  '05 
5.  But  it  may  have  to  finish  some 
pment  work  on  other  models. 
Chrysler  may  have  to  develop  cars 
>wn  or  find  a  new  partner. 


ENGINES 

Chrysler,  Mitsubishi,  and 
Korea's  Hyundai  Motors  aim 
to  start  producing  engines 
this  summer  at  a  plant  in 
Dundee,  Mich.  But  to  make 
the  project  run  efficiently, 
Mitsubishi  must  stay  com- 
mitted, which  is  not  certain. 


PLANTS 

Starting  next 
year,  Chrysler 

factories  will  start  producing  Mitsubishi- 
branded  versions  of  the  Dakota  pickup 
and  possibly  the  Caravan  minivan.  Since 
the  deal  helps  Chrysler  use  excess  capacity 
and  gives  Mitsubishi  cost-effective  new 
models,  it  will  likely  continue. 


very  expensive.  The  company  needs  a  part- 
ner, says  Smith,  and  "if  that  partner  is  ex- 
communicated from  the  Daimler  family, 
Chrysler  has  a  big  problem." 

Still,  it's  not  a  foregone  conclusion  that 
Mitsubishi  and  Chrysler  will  sever  their 
ties.  The  pair's  survival  instincts  may 
trump  hostility  stemming  from  Daimler's 
pullback.  Mitsubishi  will  still  need  new 
products  to  sell,  especially  in  the  U.S., 
where  its  sales  fell  26%  last  year  and  its 
market  share  is  a  paltry  1.5%.  And  Chrysler 
can  benefit  by  using  some  excess  factory  ca- 
pacity to  build  cars  for  Mitsubishi. 

But  even  if  they  maintain  some  kind  of 
relationship,  the  question  remains 
whether  the  cooperation  will  be  sufficient- 
ly deep  to  help  the  two  struggling  compa- 

Ifs  ridiculous  to  say 
all  projects  will 
continue,"  says  one 
Daimler  executive. 
"Mitsubishi  won't  see 
any  advantage  to 
working  with 
DaimlerChrysler" 

nies  make  money.  Continuing  to  share 
production  will  only  help  ease  the  pain;  it 
won't  be  enough  to  relieve  the  pressure  on 
Schrempp.  After  all,  Chrysler  was  sup- 
posed to  make  money  in  '03  but  posted  an 
operating  loss  of  $637  million. 

So  is  Daimler  destined  to  back  away 
from  Chrysler,  too,  as  some  executives  and 
investors  advocate?  That  wouldn't  be  easy. 
Given  the  losses  it  has  piled  up  in  recent 
years,  Chrysler's  credit  rating  would  be  be- 
low investment-grade  if  it  were  on  its  own, 
says  a  London  investment  banker.  With 
Daimler's  backing,  Chrysler  can  borrow  at 
low  rates,  enabling  it  to  offer  the  0%  fi- 
nancing and  low-rate  leases  that  pump 
sales.  So  Daimler  would  have  to  pump 
more  money  into  Chrysler  to  make  it  viable 
on  its  own  or  attract  a  buyer. 

In  other  words,  there's  no  quick  way  out 
for  Daimler.  The  German  parent 
can't  dump  Chrysler  until  it 
moves  into  the  black.  Chrysler 
CEO  Dieter  Zetsche  says  he  ex- 
pects a  slim  profit  this  year. 
Even  if  he  gets  one,  Daimler 
may  eventually  be  looking  for 
another  partner  to  keep 
Chrysler  on  the  mend.  ■ 

-By  David  Welch  in  Detroit, 

with  Gail  Edmondson 

in  Frankfurt 
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COMMENTARY 


BY  BRIAN  BREMNER 


Japan:  A  Tale  of  Two  Mergers 

Nissan  is  thriving,  while  Mitsubishi  can't  get  out  of  the  ditch.  What  happened? 


NOT  LONG  AGO,  Mitsubishi 
Motors  CEO  Rolf  Eckrodt  and 
Nissan  Motors  CEO  Carlos 
Ghosn  were  seen  as  the  kind  of 
managers  who  could  bring 
radical  change  to  Japan  Inc.  Their  jobs:  to 
fix  Mitsubishi  and  Nissan,  midsize  car 
companies  with  faded  brands,  awesome 
debt  loads,  and  uncertain  futures.  Today, 
Nissan  is  one  of  the  hottest  car  makers 

on  the  planet,  increasingly  ad- 
mired for  its  quality  and  de- 
sign. Mitsubishi,  left  in  the 
lurch  by  controlling  investor 
DaimlerChrysler,  may  be  on  its 
way  to  the  minor  leagues.  The 
contrast  was  underscored  on 
Apr.  26,  when  Ghosn  reported 
record  profits  for  Nissan,  while 
Eckrodt  stepped  down  at  Mit- 
subishi, which  is  expected  to 
report  a  $660  million  loss. 

One  failed.  One  triumphed. 
How  come?  The  answer  is  a 
case  study  in  corporate  Japan's 
tendency  to  avoid  unpleasant 
truths  and  shun  radical  solu- 
tions—and a  lesson  in  how  im- 
portant it  is  for  outsiders  to 
confront  that  tendency.  It's 
something  DaimlerChrysler  Chairman  Jurgen  E.  Schrempp  and 
his  team  never  figured  out.  Even  more  galling  is  the  fact  that 
Daimler  actually  took  a  close  look  at  Nissan  but  was  scared  off 
by  its  $19  billion  debt  load.  Mitsubishi  seemed  a  safer  bet. 

What  undid  Mitsubishi  was  that  very  safety  factor:  the  car- 
maker's strong  partners  inside  the  mighty  Mitsubishi  keiretsu. 
Although  Mitsubishi  Motors  was  spun  off  as  an  independent 
company  in  1970,  Daimler  execs  figured  the  deep-pocketed 
group,  which  included  Bank  of  Tokyo-Mitsubishi,  would 
supply  needed  talent  and  capital.  Instead,  having  such  allies 
created  a  false  sense  of  complacency. 

In  contrast,  Nissan  and  its  suppliers  belonged  to  a  far 
weaker  keiretsu  that  couldn't  afford  to  rescue  anyone.  "We 
were  a  collapsing  company,"  recalls  Ghosn.  With  Nissan 
plants  running  at  a  money-losing  51%  of  capacity,  Ghosn  act- 
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ed  quickly,  shuttering  five  plants,  reducing  the  workforce  b\ 
23,000,  and  shifting  production  of  more  models  to  the  U.SJ 
Nissan  reported  a  $6.2  billion  loss  in  2000  but  quickly  re-j 
turned  to  profitability.  It  now  boasts  the  industry's  best  mar-1 
gins  and  bold  new  models  such  as  the  Titan  pickup. 

And  Eckrodt?  He  was  capable  of  the  telling  gesture.  When  hd 
arrived  in  early  2001,  after  Daimler  forked  over  $2.4  billion  toj 
acquire  a  37%  stake  in  Mitsubishi,  one  of  his  first  acts  was  to 
give  top  executives  fist-size  chunks  of  the  Berlin  Wall,  each  em-l 
blazoned  with  the  words  "Leave  no  stone  unturned."  Few  at 
Mitsubishi  would  take  that  message  to  heart.  By  the  end  of 
2003,  Eckrodt  had  slashed  Mitsubishi  supplier  costs  by  15%, 
cut  the  workforce  by  16%,  doubled  research  and  development 
spending  from  2000  levels,  and  hired  top-flight  designers.  Yet 

analysts  say  the  Germans  didn't 
push  hard  enough— and  should 
have  taken  full  control  of  the 
company  to  overcome  the  re- 
sistance to  change.  Many  in- 
vestors wanted  Eckrodt  to  close 
at  least  one  assembly  plant  in 
Japan  and  another  in  Australia, 
phase  out  money-losing  models 
at  home,  shift  production  of  its 
Pajero  sport-utility  vehicle  to 
China,  and  crack  down  on 
quality  problems. 

Eckrodt  could  never  break 
other  parts  of  the  Mitsubishi 
culture.  This  was  a  company 
whose  managers  were  so  reluc- 
tant to  relay  bad  news  to  high- 
er-ups that  they  squelched 
complaints  about  quality  de- 
fects for  decades  to  avoid  costly  product  recalls.  Many  Daimler 
critics  also  say  its  culture  contributed  to  the  failed  turnaround: 
The  push  was  always  on  for  results,  and  few  wanted  to  alert 
Stuttgart  to  major  problems.  Later,  to  help  U.S.  sales,  Mit- 
subishi resorted  to  an  ultragenerous  financing  campaign— no 
money  down  and  no  payments  fcr  a  year.  The  result  was  almost 
half  a  billion  in  bad  loans. 

In  a  parting  statement,  Eckroc  *  said  Mitsubishi's  future  was 
bright.  The  Germans,  however,  at  wondering  what  hit  them. 
"It's  an  absolute  disaster,"  a  Daimler  exec  says  of  the  company's 
$2  billion  investment  in  Mitsubishi.  "We  can't  sell  it.  It's  worth 
nothing."  Mitsubishi's  keiretsu  will  probably  bail  it  out,  but  it 
will  remain  a  diminished  force.  The  moral  of  the  story:  Turn- 
arounds work  in  Japan— but  only  if  they're  ruthless  enough.  ■ 

-With  Gail  Edmondson  in  Frankfurt 
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AUTO  MAKERS 


FORD:  WILL  SLOW  AND 
STEADY  WIN  THE  RACE? 

As  new  COO,  James  Padilla  has  to  keep 
the  improvements  coming 


IT  WAS  ONLY  TWO  YEARS  AGO  THAT 
James  J.  Padilla,  then  the  newly  ap- 
pointed head  of  Ford  Motor  Co.'s 
North  American  auto  operations, 
had  to  sneak  out  of  his  suburban 
Detroit  church  before  services  end- 
ed. Many  of  his  fellow  parishioners 
had  jobs  tied  to  then-ailing  Ford,  and  he 
wanted  to  avoid  anxious  questions  about 
job  security.  Padilla,  57,  no  longer  has  to 
avoid  his  neighbors.  In  the  first  quarter, 
Ford  earned  a  surprisingly  hefty  $2  bil- 
lion, thanks  largely  to  the  stronger  quali- 
ty, lower  costs,  and  juicier  margins  he  has 
engineered. 

Now  those  results  have  vaulted  Padil- 
la, a  38-year  Ford  veteran,  even  higher. 
On  Apr.  22,  he  took  over  as  chief  operat- 
ing officer,  second  only  to  Chairman  and 
CEO  William  Clay  Ford  Jr.  Padilla  still 
faces  big  challenges.  He  must  continue  to 
restore  Ford's  quality  reputation,  solidify 
shaky  progress  in  Europe,  and  rebuild  its 
position  in  the  U.S.  passenger-car  mar- 
ket, starting  with  the  launch  of  a  half- 
dozen  cars  this  fall.  Ford  is  "making  im- 
pressive headway,"  says  Merrill  Lynch  & 
Co.  analyst  John  Casesa,  but  it  "remains 
in  a  tough  spot." 

A  tenacious  manager,  Padilla  is  known 
for  zeroing  in  on  a  few  basic  issues  and 
hammering  away  at  them.  Flashy,  he's 
not.  Instead,  the  manufacturing  and  en- 
gineering veteran  ekes  out  steady  gains 
through  painstaking  attention  to  detail. 
"Padilla  is  the  guy 
who's  getting  it 
done,"  says  auto- 
motive consultant 
Mary  Ann  Keller. 

That  was  cer- 
tainly the  case  with 
improving  Ford's 
quality.  After  a  se- 
ries of  costly  recalls 
damaged  its  repu- 


tation, Padilla  made  it  his 
top  priority  in  2002.  Hun- 
dreds of  employees  were 
deputized  as  quality  stew- 
ards, while  engineers 
were  ordered  to  focus  on 
quality  during  the  design 
phase.  Says  Padilla:  "It's 
about  fixing  the  process  so 
problems  don't  recur." 

Since  then,  warranty 
costs  are  down  27%  and 
quality  savings  so  far  this 
year  total  $500  million. 
And  on  Apr.  28,  J.D.  Power 
&  Associates  reported  that 
Ford's  quality  in  the  first 
90  days  of  ownership  is  up 
7%.  But  the  job  isn't  done:  ~~^~ 
Ford's  score  of  127  defects  per  100  cars 
still  lags  the  industry  average. 

LOWER  SHARE,  HIGHER  PROFITS 

THIS  YEAR,  Padilla  vows,  Ford's  North 
American  unit  will  aim  for  profitability, 
even  if  it  means  lower  market  share.  Al- 
ready, he  has  cut  low-profit  sales  to  car 
rental  agencies  and  killed  such  money- 
losers  as  the  Mercury  Cougar.  In  the  first 
three  months  of  2004,  Ford's  U.S.  market 
share  fell  1.8  points,  to  20.2%,  from  a  year 
earlier.  But  thanks  to  those  moves,  as  well 
as  robust  sales  of  F150  pickups  and  big 
sport-utility  vehicles,  pretax  operating 
margins  in  North  America  rose  to  8.4% 


DOGGED 

Padilla  is 
known  for 
focusing  on 
details 


in  the  first  quarter,  from  5.6%  last  year. 
To  get  there,  Padilla  had  to  change  a 
corporate  fixation  on  bolstering  sales,  no 
matter  how  low  the  returns.  That  meant 
drumming  into  sales  staffers'  heads  that 
they  wouldn't  be  penalized  for  lower 
sales.  And  drum  Padilla  did,  going  red  in 
the  face  and  pounding  the  table  for  em- 
phasis when  necessary. 

Padilla  knows  the  heavy  reliance  on 
truck  profits  is  risky.  To  help  recoup  share 
in  the  passenger- car  market,  which  is 
now  15%,  the  auto  maker  is  introducing 
the  Ford  Five  Hundred  and  Mercury 
Montego  sedans,  as  well  as  the  Ford 
Freestyle  crossover  wagon. 

It's  too  early  to  tell  how  these  cars  will 
sell,  but  Padilla  has  done 
one  thing  right.  As  the 
car  market  fragments,  he 
has  given  up  the  notion 
of  selling  more  than 
400,000  units  annually  of 
any  single  model.  Instead, 
he  has  backed  a  plan  to 
introduce  five  or  more 
midsize  cars,  each  tai- 
lored to  different  niches, 
starting  this  fall. 

Padilla  will  also  have  to 
focus  more  efforts  on  fix- 
ing his  troubled  European  unit.  Despite 
more  than  a  decade  of  layoffs,  plant  clos- 
ings, and  belt-tightening,  Ford  of  Europe 
is  barely  in  the  black.  Besides  further 
trimming  costs,  say  analysts,  Padilla 
must  ensure  Ford  keeps  launching  prod- 
ucts in  such  hot  categories  as  microvans 
and  diesel  sedans,  to  goose  sales  and  bet- 
ter define  a  fuzzy  brand  image.  "Ford  of 
Europe  shows  flashes  of  things  starting  to 
work,"  says  a  London-based  auto  analyst, 
but  "they're  not  good  on  consistency." 

Padilla  must  still  show  whether  he  has 
the  product  savvy  and  long-term  vision 
to  rebuild  Ford's  fortunes  in  Europe  and 
in  American  passenger  cars.  But  if 
dogged  attention  to  the  fundamentals  is 
what's  needed  to  restore  America's  No.  2 
auto  maker  to  past  glory,  Padilla  has 
what  it  takes.  ■ 

-By  Kathleen  Kerwin  in  Detroit,  with 
Gail  Edmondson  in  Frankfurt 


Padilla's 
To-Do 

List 


IMPROVE 
VEHICLE  MIX 

Strong  truck  and  SUV  sales 
fueled  Ford's  U.S.  first- 
quarter  rebound.  With  six 
new  models  due  out  in  '04, 
now  Ford  needs  to  rev  up 
passenger  car  sales. 


STRENGTHEN 
QUALITY 

Ford's  quality  is  better,  but  it 
takes  years  to  rebuild  a 
reputation.  Padilla  must 
ensure  a  glitch-free  rollout 
of  the  hybrid  Escape,  which 
hits  the  road  this  summer. 


BOLSTER 
EUROPEAN  OPS 

Ford  recently  returned  to  the 
the  black  in  its  No.  2  market 
thanks  to  years  of  cost-cut- 
ting, but  tired  products  still 
need  replacing  and  bloated 
costs  need  further  cuts. 
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VIDEO  GAMES 


MICROSOFT  PLAYS 
VIDEO  LEAPFROG 

Its  next  version  of  Xbox  could  be  early  to 
market  Will  that  give  it  a  leg  up  on  Sony? 


OR  THE  PAST  FEW  YEARS, 
Microsoft  Corp.  has  vowed 
not  to  give  Sony  Corp.  a 
head  start  in  the  next  gener- 
ation of  video  game  con- 
soles. It's  a  lesson  Microsoft 
learned  the  hard  way.  Sony's 
PlayStation  2  had  a  20-month  jump  on 
Microsoft's  Xbox,  which  launched  in 
November,  2001,  and  rode  that  lead  to  a 
69%  market  share.  Microsoft  started 
work  on  the  next  version  of  Xbox  right 
after  the  original  shipped,  to  be  ready 
when  the  next  console  cycle  began.  Said 
Microsoft's  Xbox  boss,  Robert  J.  Bach,  in 
a  recent  interview:  "We'll  be  there  when 
Sony  is  there." 

Turns  out  he  may  have  been  under- 
playing his  hand.  BusinessWeek  has 
learned  that  Microsoft  is  planning  to 
launch  the  next  version  of  Xbox,  code- 
named  Xenon,  in  time  for  the  holiday 
season  in  2005,  shaving  a  year  off  the 
typical  five-year  console  life  cycle.  And 
while  a  Sony  partner  says  the  Japanese 
company  is  aiming  for  the  same  launch 
window,  game  developers  say  Sony  has- 
n't yet  nailed  down  the  key  technical 
details  of  its  next  PlayStation.  Without 
that  data,  developers  can't  begin  coming 
up  with  games,  which  typically  takes 
18  months. 

While  Sony  will  not 
publicly  discuss 

launch  plans,  develop- 
ers believe  PlayStation 
3  will  likely  land  on 
store  shelves  in  Japan 
in  the  spring  of  2006, 
and  in  North  America 
six  month  later.  If 
they're  right,  Xbox 
could  hit  the  market  as 
much  as  a  year  ahead 
of  its  biggest  rival- 
giving  Microsoft  a  Sig 


THE  GAME  GAME 


WORLDWIDE  MARKET  SHARE 


MICROSOFT 
XBOX 


Data:  DfC  Intelligence 


advantage.  Says  David  Cole,  an  analyst 
with  researcher  DFC  Intelligence:  "That 
could  push  Xbox  into  the  lead." 

The  reason:  Content  is  king  in  the 
game  business,  and 
hitting  the  shelves  first 
would  help  Xbox 
bring  out  hot  new 
games  ahead  of  Sony 
and  Nintendo  Co., 
which  says  it  will 
launch  its  next  model 
when  the  new 
PlayStation  comes 
out.  PlayStation  2's 
early  hits  with  such 
games  as  Gran  Turis- 
mo    3:    A-Spec    and 


69% 

VTION  2 


Grand  Theft  Auto  3,  launched  whil 
Microsoft  and  Nintendo  were  finishinj 
their  consoles,  put  those  rivals  in  a  hoi 
from  which  they've  never  emerged.  Tha 
lead  fed  upon  itself.  Gamers  bough 
PlayStation  2  because  it  had  the  best  con 
tent,  and  developers  made  more  game: 
for  it  because  it  had  the  most  users.  I 
Microsoft  can  grab  an  early  lead  in  th 
next  round,  it  could  displace  Sony  ai 
gamers'  top  pick. 

Microsoft  is  leaving  little  to  chance 
Eager  to  lure  developers  to  Xbox,  it  i 
making  it  cheaper  and  easier  for  them  to 
write  games.  Many  once  leery  of  work 
ing  with  the  software  giant  now  say" 
they're   eager  to   develop   games   fori 
Xenon.  "We  can't  believe  this  is] 
Microsoft,''  says  one. 

For  now,  sony  is  a  study  in 
contrast.  The  company  turned 
up  the  hype  three  years  ago,  an- 
nouncing plans  with  IBM  and 
Toshiba  Corp.  to  create  a  low- 
cost  chip  to  power  the  console, 
called  Cell,  that  can  run  circles 
around  today's  supercomputers. 
But  developers  have  since 
learned  little  about  the  new 
technology,  making  it  tough  to 
start  creating  games  for  the  next 
PlayStation.  "It's  a  big  Achilles' 
heel  for  Sony,"  says  Jack  Soren- 
son,  executive  vice-president  for 
worldwide  studios  at  THQ  Inc., 
the  No.  2  independent  video- 
game publisher.  "They  can't  un- 
load the  specs  on  us  and  expect 
to     have     good 


ZAP? A  new 
PlayStation 
may  not  be 
out  until 
sometime 
in  2006 
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games  at  launch." 
Sony  spokes- 
woman Molly 
Smith  will  say 
only  that  PlaySta- 
^^^^  tion  3  will  launch 

^^^™  when   ready,   re- 

gardless of  "competitive  movement." 

Sony  execs  believe  the  current  Play- 
Station has  plenty  of  life  left  and  that 
there's  no  need  to  rush  out  a  new  console. 
The  numbers  say  different.  On  Apr.  27, 
Sony  reported  that  fiscal  year  revenues  in 
the  video  game  unit,  which  had  been  a 
bright  spot  in  its  recent  lackluster  results, 
fell  18%,  to  $7.5  billion.  Sony  estimates  it 
will  sell  a  third  fewer  PlayStation  2s  in  the 
current  fiscal  year. 

It's  far  too  early  to  project  a  winner  in 
the  next  generation.  But  in  this  race, 
Microsoft  may  have  a  shot  at  lapping  the 
competition  even  before  the  starter's  gun 
is  fired.  II 

-By Jay  Greene  in  Seattle  and 
Cliff  Edwards  in  San  Mateo,  Calif. 
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Eliminate  boundaries  and  you  create  opportunity.  At  Nortel  Networks,  we  transform  networks. 
Removing  barriers  to  efficiency,  productivity  and  growth.  Making  your  business  a  more 
profitable  place,  nortelnetworks.com 
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potential  does  not  come  preassembled    there  is  no  picture  on  the  box 

no  instructions     only  pieces     and  you  won't 


what  you  have  until  you  put  them  together 
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PHARMACEUTICALS 


DRUG  PRICES: 

A  NEW  COVENANT? 

The  states'  growing  negotiating  clout 
with  Big  Pharma  raises  crucial  questions 


WITH  DRUG  COSTS  SOARING,  anyone  who  manages  to  rein  them  in 
will  be  hailed  as  a  hero.  There  is  no  lack  of  contenders.  The 
latest  effort:  On  Apr.  22,  Michigan  and  four  other  states  won 
the  blessing  of  the  Health  &  Human  Services  Dept.  to  band  to- 
gether and  use  their  combined  clout  to  force  pharmaceutical 
companies  to  cut  prices  for  their  900,000  Medicaid  recipients. 
Minnesota  joined  on  Apr.  27,  and  other  states  are  plotting  to 
pile  on.  The  scheme  is  expected  to  save  each  state  millions  of 
dollars.  But  more  important,  with  the  new  Medicare  drug 

benefit  for  seniors  looming,  it  raises  a  cru- 
cial question:  By  using  their  combined 
negotiating  power,  will  large  buyers' 
groups  have  the  power  to  tame  drug 
costs?  The  short  answer:  Yes,  prices 
overall  should  come  down,  as  they 
squeeze  the  pharmaceutical  industry.  On 
the  other  hand,  people  without  drug  cov- 
erage could  pay  even  higher  prices  than 
they  do  now.  Here's  why: 

How  will  the  states'  program  work? 

Basically,  by  threatening  to  promote  one 
company's  drugs  over  another's.  Since 
doctors  have  many  choices  of  medicines 
to  treat  common  conditions  such  as  high 
blood  pressure  and  elevated  cholesterol, 
states  can  encourage  them  to  prescribe 
just  those  drugs  whose  makers  offer  the 
lowest  price.  States  are  already  doing 
this  individually,  getting  price  breaks— 
or,  more  precisely,  rebates  off  the  retail 
price— of  12%  or  more.  Banding  togeth- 
er will  give  them  even  more  power,  as- 
suming each  state  will  agree  to  the  same 
list  of  preferred  drugs. 

Can't  private  insurers  and  pharmacy 
benefit  managers  (PBMs)  do  the  same? 

Yes.  They  already  do  negotiate  discounts. 
One  of  the  sad  ironies  of  our  health-care 
system  is  that  patients  with  drug  cover- 
age get  drugs  that  cost  them  and  their  in- 
surers up  to  20%  ie-  5  than  the  prices  paid 


Pricey  Rx?  Depends 
Who's  Buying 

For  a  typical  prescription,  payment  varies  widely: 


Uninsured 
Consumer 

Prescription 

Benefit 

Managers 

Medicaid 

Veterans 
Administration 

$100 

$77 

1  Data:  - 

$60 

$35 

PBMs  negotiate  even  deeper  discounts? 

Buyers'  bargaining  power  depends  or 
their  ability  to  steer  patients  to  particulai 
medicines— rewarding  a  maker  that  of 
fers  bigger  rebates  with  a  larger  market 
share.  Americans  don't  like  being  told  tc 
use  one  drug  instead  of  a  competitor,  so 
most  drug  plans  aren't  very  restrictive.  In- 
stead, private  plans  use  incentives,  like 
lower  co-payments  on  favored  products. 
In  addition,  well-meaning  federal  laws 
intended  to  reduce  government  costs  have 
had  the  effect  of  raising  prices  elsewhere.  A 
1990  measure  required  companies  to  give 
state  Medicaid  plans  a  minimum  of 
15.1%  discount  from  a  government-calcu- 
lated wholesale  price.  That  means  Medic- 
aid pays  about  60%  of  the  retail  price.  A 
1992  law  created  even  larger  discounts  for 
the  Veterans  Administration  and  other 
agencies.  The  VA  also  negotiates  with 
companies  to  wrest  even  lower  prices. 

So  far,  so  good.  But  the  1990  law  also  re- 
quires any  drugmaker  who  offers  private 
buyers  a  greater  discount  than  Medicaid 
normally  gets  to  offer  that  same  "best 
price"  to  the  government  program.  That 
gives  Big  Pharma  a  powerful  disincentive 
to  offer  low  prices  to  other  buyers.  Before 
the  laws  passed,  dis- 
counts to  private  pur- 
chasers averaged  36% 
off  wholesale  prices, 
compared  with  the 
mandated  15.1%  dis- 
count from  wholesale 
Medicaid  was  then  get- 
ting. Rather  than  reduce 
prices  for  Medicaid, 
within  three  years  the 
industry  simply  cut  the 
discount  for  private  pay- 
ers to  just  16%.  The  laws 
"stifled  the  discounting 
and  rebating  that  had 
been  going  on  before," 
says  consultant  Eugene 
M.  Kolassa,  author  of 
Elements  of  Pharmaceuti- 
cal Pricing.  Essentially, 
efforts  to  cut  drug  costs 
for  government  buyers 
ended  up  raising  prices 
for  everyone  else. 


by  those  who  can  least  afford  it— those 
without  insurance  coverage. 

Since  120  million  Americans  have  some 
drug  coverage,  why  can't  insurers  and 


Will  that  also  happen 
in  2006  when  the 
Medicare  drug  benefit 
kicks  in? 

Yes,  but  many  more  people  may  get  low- 
er- priced  drugs,  thanks  to  the  bill.  While 
the  law  specifically  prohibits  the  govern- 
ment from  negotiating  prices,  it  in- 
creases the  clout  of  the  PBMs  who  will 
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administer  the  plans  for  the  Medicare 
to  do  so.  Private  insurers  can  limit  the 
choice  of  drugs  to  as  few  as  two  for 
each  class.  Given  a  stark  choice— be- 
come one  of  two  players  in  a  huge  mar- 
ket, or  be  shut  out— drugmakers  could 
cough  up  price  cuts  of  50%  or  more, 
some  experts  predict.  Moreover,  the 
Medicare  price  doesn't  trigger  Medic- 
aid's "best  price"  rules.  Low  prices  for 
Medicare  won't  result  in  lower  prices 
for  Medicaid,  so  drugmakers  don't 
have  to  worry  about  taking  another  hit. 
Indeed,  prices  for  everyone  else— in- 
cluding Medicaid— will  probably  rise. 
If  drugmakers  get  squeezed  on 
Medicare,  they  will  hike  prices  for  oth- 
er segments  of  the  market,  driving  up 
the  wholesale  price  used  to  calculate 
Medicaid's  discounts,  predicts  industry 
lawyer  William  von  Oehsen  of  Powers 
Pyles  Sutter  &  Verville  in  Washington. 

Will  the  drug  industry  see  lower  profits? 

Possibly.  While  prices  for  some  cus- 
tomers— mosdy  patients  without  insur- 
ance—could rise,  the  average  price  of 
drugs  across  all  markets  should  drop. 
Some  analysts  predict  that  the  Medicare 
drug  benefit  will  induce  Americans  to 
use  a  lot  more  drugs,  generating 
enough  new  sales  to  offset  the  lower 
revenues  per  drug.  But  others  doubt 
that  sales  will  increase  that  much. 

The  industry  claims  lower  prices  and 
profits  will  cut  research  funds  needed  to 
create  breakthrough  drugs.  Is  this  true? 

Not  really.  Yes,  the  new  state  plans  and 
the  Medicare  bill  will  give  private  insur- 
ers and  states  more  negotiating  clout- 
but  mostly  when  several  similar  drugs 
exist.  When  drugmakers  come  up  with 
valuable  new  drugs  that  have  no  rivals, 
they'll  still  command  top  dollar.  "This 
kind  of  pricing  puts  even  greater  pres- 
sure on  us  to  be  first  with  novel  medi- 
cines," acknowledges  Ian  D.  Spatz, 
head  of  public  policy  at  Merck  &  Co. 

What's  the  bottom  line? 

The  drug  market  in  the  U.S.  is  a  convo- 
luted mess,  with  prices  all  over  the  map. 
Laws  and  regulations  often  make 
things  worse  instead  of  better.  But  mar- 
ket forces  increasingly  are  at  work.  The 
good  news  should  be  lower  average 
prices  and  greater  incentives  to  focus 
R&D  on  drugs  that  really  matter.  Unfor- 
tunately, though,  prices  for  the  unin- 
sured will  likely  continue  rising.  ■ 
-By  John  Carey  in  Washington,  with 
Amy  Barrett  in  Philadelphia 
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HOW  DO  YOU  SELL  A  GOLF 
LEGEND?  VERY  CAREFULLY 

The  heirs  of  Bobby  Jones  walk  a  fine  line  between 
propriety  and  profits— at  least  most  of  the  time 


AYBE  IT'S  JUST  co- 
incidence, but  the 
actor  who  portrays 
Jesus  in  Mel  Gib- 
son's The  Passion  of 
the  Christ  now  has 
top  billing  in  a  movie 
about  another  famous  figure  whose  fol- 
lowers can  be  pretty  fanatical  themselves. 
Their  religion  is  golf,  and  the  movie  star- 
ring Jim  Caviezel  is  Bobby  Jones:  Stroke  of 
Genius,  opening  on  Apr.  30. 

To  golfing  purists,  Jones  is  the  epitome 
of  the  game  as  it  was  meant  to  be 
played— with  mental  acuity,  physical 
grace,  and  immeasurable  class.  So  when 
he  dropped  in  his  last 
tournament  putt  74  years 
ago,  Jones  probably  never 
dreamed  that  someday 
his  signature  would  be  on 
a  bottle  of  shower  gel  and 
his  image  would  be  the 
engine  of  a  thriving  little 
empire.  And  the  business 
of  Bob  Jones  figures  to  get 
even  better  after  the  feel- 
good movie  hits  theaters. 
The  film  depicts  a  sen- 
sitive Jones  as  he  swings 
to  victory  in  golfs  major 
tournaments— the  covet- 
ed grand  slam— in  the 
magical  year  of  1930.  A 
career  amateur,  Jones 
captured  13  tides  in  the 
21  major  championships 
he  played,  a  record  even 
Tiger  Woods  must  envy. 

In  1986,  his  descendants  formed 
Jonesheirs  Inc.  to  cash  in  on  commercial 
products.  Decisions  are  now  made  by  sev- 
en surviving  grandchildren  (Jones's  three 
children  are  now  deceased)  who  meet 
about  once  a  year  and  kick  around  pro- 
posals via  e-mail.  "Not  only  does  there 
have  to  be  a  tie-in  to  Bobby  Jones,  it  has  to 
be  a  product  of  great  quality,"  says  Bob 
Jones  IV,  a  clinical  psychologist  in  Adanta. 


JONES  IN  1927 

A  new  movie 
should  bolster 
the  mystique 


If  s  true  that  some  offers  do  get  a 
thumbs-down.  Recendy,  Jonesheirs  said 
no  to  PGA  Tour  golfer  and  vintner  David 
Frost,  who  wanted  to  put  the  Jones  name 
on  a  wine  label.  Also  nixed:  a  shotgun, 
comic  strip,  and  computer  game. 

For  clothes  hounds  with  golf  bags  full 
of  money,  though,  slipping  on  the  Bobby 
Jones  image  is  easy.  In  his  prime,  Jones 
seldom  played  in  anything  less  formal 
than  a  dress  shirt  and  necktie.  In  death, 
he  has  become  considerably  more  laid- 
back.  This  year,  sportswear  maker  Hickey 
Freeman,  a  licensee  since  1988,  will  sell 
over  $30  million  worth  of  pricey  Jones 
duds  for  men  and  women.  Kids'  clothes 
are  on  the  way.  In  Bever- 
ly Hills  and  Adanta,  you 
can  even  pop  into  a  Bob- 
by Jones  store— Las  Ve- 
gas and  Honolulu  oudets 
open  next  year— and  pick 
up  $325  silk  golf  jackets, 
$158  cotton  golf  shirts,  or 
$85  swimming  trunks. 

If  that  hasn't  maxed 
out  your  credit  cards,  the 
new  Bobby  Jones  Golf 
Co.  is  introducing  titani- 
um drivers  ($600-$650) 
and  fairway  woods 
($400-$450)  in  May.  It's 
not  the  first  equipment 
deal:  A  line  of  Jones  clubs  in  1985 
helped  launched  Callaway  Golf  Co. 
That  deal  ended  in  2001. 

Bob  Jones  toiletries  and  a  $549.99 
Bobby  Jones  Trophy  Edition  Motorola 
cell  phone  (now  discontinued)  may 
smack  of  hucksterism— "you  don't  think 
of  cell  technology  being  associated  with 
Bob  Jones,"  notes  Bob  IV.  But  the  family 
approved  because  the  deals  were  present- 
ed as  ways  to  lift  clothing  sales.  The  phone 
came  with  $150  certificates  for  apparel. 

Stroke  of  Genius  is  certain  to  spread 
the  legend.  And  who  knows?  It  may  sell  a 
few  more  Bobby  Jones  bathing  suits.  ■ 
-By  Mark  Hyman 
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LET  THE  OFFICE  COME  TO  YOU 
FOR  A  CHANGE. 


BLACKBERRY  E-MAIL  STARTING  AT  JUST  $29.99  A  MONTH. 

A  small  price  to  pay  to  get  out  of  the  office. 

The  BlackBerry®  handheld  from  T-Mobile  is  all  you  need  to  stay  in  touch  wherever  you  go.  It's 
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In  Biz  This  Week 


EDITED  BY  MONICA  ROMAN 


WELCOME  TO 
THE HOT  SEAT 

Amid  an  accounting  probe, 
telecom  equipment  maker 
Nortel  Networks  axed  CEO 
Frank  Dunn  on  Apr.  28.  His 
replacement:  William  Owens, 
a  retired  U.S.  Navy  officer  and 
a  board  member  since  2002. 
There's  no  sign  that  Owens  is 
only  an  interim  CEO,  although 
he  is  "untested  in  telecom," 
notes  TD  Securities  analyst 
Mark  Lucey.  Nortel  shares  fell 
29%  on  the  news. 

Nortel  Chairman  Lynton 
"Red"  Wilson  told  investors 
Dunn's  termination  was  about 
"accountability."  Besides 
Dunn,  Nortel  fired  its  chief 
financial  officer  and 
controller.  None  of  the 
departing  execs  could  be 
reached  for  comment. 

Dunn  was  at  the  helm  in 
early  2003,  when  surprise 
profits  brought  bonuses.  But 
the  good  times  were  brief: 
Forced  to  restate  profits  for 
the  second  time  on  Apr.  28,  it 
now  may  wipe  out  half  of  its 
2003  profits  of  $732  million. 

Nortel  has  been  winning 
business  from  telcos  like 
Verizon  Communications,  but 
its  woes  scare  off  customers. 
Says  Standard  &  Poor's 
analyst  Ken  Leon:  "This  is 
going  to  be  a  big  challenge." 
-Roger  O.Crockett 


BETTER  NEWS 
AT  BOEING 

An  expanded  criminal  probe 
into  Boeing's  rocket  launch 
contract  with  NASA  over- 
shadowed some  good  news 
from  the  Chicago  aerospace 
giant.  Japanese  carrier  All 
Nippon  Airways  on  Apr.  26 
was  the  first  to  order  the 
super-efficient  7E7  jetliner, 
allowing  Boeing  to  launch 
its  first  all-new  airplane 
program  in  a  decade.  ANA 
ordered  50  jets,  worth  about 
$6  billion  at  list  price.  And 
on  Apr.  28,  strong  military 
sales  and  a  tax  refund  helped 
Boeing  post  better-than- 
expected  first-quarter  profits. 
But  the  news  was  offset  by 
new  questions  over  whether 
Boeing  used  Lockheed- 
Martin  data  to  win  the  NASA 
contract.  The  U.S.  Air  Force 
has  already  stripped  Boeing 
of  $1  billion  worth  of 
business  for  possessing 
stolen  Lockheed-Martin 
documents.  Boeing  says  it  is 
cooperating  with  the  Air 
Force. 


IF  YOU  BELIEVE 
IN  MIKE,  CLAP 


The  tide  could  be  turning  for 
Walt  Disney  ceo  Michael 
Eisner.  First,  the  Disney 
board  expressed  "complete 
confidence"  in  Eisner  and 
Disney  President  Robert  Iger 
at  a  two-day  meeting  to 
review  strategy  that  ended  on 
Apr.  27.  The  board's  support 


came  in  Spite  of  a  45.4%  vote 
against  Eisner  by  investors  at 
Disney's  recent  annual 
meeting.  Then,  on  Apr.  28, 
cable  giant  Comcast  dropped 
its  unsolicited  $48.4  billion 
bid  for  Disney,  launched  two 
months  ago.  Eisner's 
newfound  momentum  also 
seems  to  have  stalled  efforts 
to  unseat  him  by  dissident 
former  directors  Roy  Disney 
and  Stanley  Gold.  The  two 
had  pondered  a  midyear 
"consent  solicitation"  of  new 
board  members,  but  have 
since  rejected  the  idea  as  too 
expensive.  Their  next  move 
may  have  to  wait  until  next 
year's  annual  meeting,  when 
they  can  run  their  own  slate 
of  directors. 


OXFORD'S 
NEW  SHINGLE 

UnitedHealth  Group  got  a  juicy 
piece  of  the  Big  Apple  on 
Apr.  26  with  its  $4.9  billion 
acquisition  of  Oxford  Health 
Plans.  The  stock-and-cash 
deal  will  add  1.4  million 
members,  mostly  from  the 
New  York  City  area,  to  the 
Minnetonka  (Minn.)  health 
insurer's  20.2  million 
customers.  Analysts  argue 
United's  lack  of  a  strong  New 
York  presence  had  been  a 
barrier  to  building  up  some 
national  accounts.  At  the 
same  time,  Oxford's  lack  of 
heft  in  the  fast- consolidating 
insurance  sector  led  it  to 
discuss  a  merger  with  rival 
WellChoice  prior  to  getting 
its  new  parent. 


THE  HIGH  COST 
OF COTTON 

A  World  Trade  Organization 

panel  ruled  against  the  U.S. 
on  Apr.  26  in  a  case  that 
could  have  huge  implications 
for  farmers  in  the  U.S., 
Europe,  and  Japan  as  well  as 
the  stalled  global  trade  talks 
known  as  the  Doha  Round.  A 


panel  of  three  WTO  judges 
found  that  $3  billion  in 
yearly  subsidies  paid  to 
25,000  U.S.  cotton  farmers 
violates  international  trade 
rules.  That  opens  the  door  to 
poorer  nations  to  challenge 
more  than  $200  billion  in 
annual  payments  to  farmers 
in  wealthy  nations,  leading  to 
dumping  of  agricultural 
products.  The  issue  has 
stymied  global  trade  talks. 


ETCETERA... 

»  Wyeth  will  appeal  a 
$1  billion  judgment  from  a 
Texas  jury  over  a  diet  drug. 
»  Hilton  Hotels  said  its  first- 
quarter  earnings  quadrupled. 
>>  Computer  Associates 
International  appointed 
Kenneth  Cron  interim  CEO. 


CLOSING  BELL 


Flextronics  Interna- 
tional shares  fell 
7%,  to  $17.19,  on 
Apr.  28,  after  the 
contract  manu- 
facturer posted  a 
23%  quarterly  sales 
gain.  Part  of  the 
problem:  Investors 
fretted  that  Nortel 
Networks'  decision 
to  fire  its  CEO  (see 
Headliner)  would 
scuttle  a  possible 
$2  billion  deal. 
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IF  A 

tender  moment 


idiul  result's  m.1)  vary.  Not  studied  h>r  multiple  attempts,  per  dose. 


INTRODUCING  ClALIS,THE  FIRST 

TABLET  FOR  ERECTILE  DYSFUNCTION 

rHAT  GIVES  YOU  UP  TO  3^  HOURS  TO 

CHOOSE  THE  MOMENT  THAT'S  RIGHT 

FOR  YOU  AND  YOUR  PARTNER. 

Discover  Cialis  (pronounced  see-AL-iss), 

a  new  prescription  tablet  for  erectile  dysfunction 

(ED)  that  goes  to  work  fast  and  can  work  up  to 

36  hours  *  And  Cialis  is  made  to  work  only  with 

sexual  stimulation,  so  a  tender  moment  can  turn 

into  the  right  moment.  Which  moment  will  be  the 

right  moment  for  you? 

See  important  safety  information  below  and 
Patient  Information  on  following  page. 


Cialis* 

(tadalafil)  tawets 
36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 


Don't  miss  another  moment,  talk  to 

your  doctor  and  see  if  a  free  sample  of  Cialis 

is  right  for  you.  For  more  information  visit 

www.cialis.com  or  call  1-877-4-CIALIS. 


Cialis  is  not  for  everyone.  If  you  take  nitrates,  often 
used  for  chest  pain  (also  known  as  angina),  or  alpha- 
blockers  (other  than  Flomax  0.4  mg  once  daily), 
prescribed  for  prostate  problems  or  high  blood 
pressure,  do  not  take  Cialis.  Such  combinations  could 
cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't 
drink  alcohol  in  excess  (to  a  level  of  intoxication)  with 
Cialis.  This  combination  may  increase  your  chances  of 
getting  dizzy  or  lowering  your  blood  pressure.  Cialis 
does  not  protect  a  man  or  his  partner  from  sexually 
transmitted  diseases,  including  HIV. 
The  most  common  side  effects  with  Cialis  were 
headache  and  upset  stomach.  Backache  and  muscle 


ache  were  also  reported,  sometimes  with  delayed 
onset.  Most  men  weren't  bothered  by  the  side  effects 
enough  to  stop  taking  Cialis.  Although  a  rare  occur- 
rence, men  who  experience  an  erection  for  more  than 
4  hours  (priapism)  should  seek  immediate  medical 
attention.  Discuss  your  medical  conditions  and  medica- 
tions with  your  doctor  to  ensure  Cialis  is  right  for  you 
and  that  you  are  healthy  enough  for  sexual  activity. 

*In  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing, 
the  ability  of  men  with  ED  to  have  a  single  successful  intercourse  attempt. 

Cialis®  is  a  registered  trademark  of  Lilly  ICOS  LLC 

Flomax®  (tamsulosm  HCl)  is  a  registered  trademark  of  Boehringer  Ingelheim 

TD-30744  Printed  in  the  USA  3000075370  03041  Copyright  ©2004.  Lilly  ICOS  LLC  All  Rights  Reserved. 
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Patient  Information 

facialis 

1^5^  (tadalafil).,* 


tablets 

Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax  ■  (tamsulosin  HCI)  0.4  mg  daily. 
(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexuai  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  1 8  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax'  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax*  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS.  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 
•have  heart  problems  such  as  angina,  heart  failure,  irregular  h      ^eats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexuai  &■ 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  com    'ed 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  ''hape  or  Peyronie's  disease 

•  have  had  an  erection  thai    sted  more  than  4  hours 

•  have  blood  cell  problems  s       is  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and  non- 
prescription medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicines  may 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  know  about 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin®  (terazosin  HCI),  Flomax® 
(tamsulosin  HCI),  Cardura®  (doxazosin  mesylate),  Minipress®  (prazosin  HCI)  or  Uroxatral® 
(alfuzosirt-HCI). 

•  ritonavir  (Norvir®)  or  indinavir  (Crixivan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  you;  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  mg, 
10  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  10  mg.  CIALIS  should 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  because 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  right 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  doctor 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  tablet  in 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sexual 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  pill. 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  when 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  you 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for  an 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lower 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  or 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  getting 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  muscle 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  few 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours  after 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  hours. 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  more  than 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  possible 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erections. 

•vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  telling  the 
difference  between  the  colors  blue  and  green. 
These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your  doctor 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patient 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed.  Do 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  may 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  would 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor  or 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-242-5471. 

What  are  the  ingredients  of  CIALIS? 

Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromellose, 
iron  oxide,  lactose  monohydrate,  magnesium  stearate,  microcrystalline  cellulose,  sodium 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 
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Can  Kerry  Come  Back 
From  His  Silent  Spring? 


DEMOCRATS  WHO  ONCE  LIKED  THEIR  CHANCES  against  George  W.  Bush 
are  now  repeating  a  gloomy  mantra  as  they  observe  the  somno- 
lent scurryings  of  presumptive  Presidential  nominee  John  Kerry: 
"He  should  be  cruising,  so  why's  he  snoozing?"  No  doubt  about 
it,  Kerry  should  be  scoring.  He  charged  out  of  the  primaries  with 

a  party  united  in  loathing  for  the  President     record  on  the  economy,  and  60%  worry 


and  widespread  admiration  for  Kerry's 
Vietnam  War  record.  Since  then,  Bush  has 
been  buffeted  by  an  insurgency  in  Iraq,  an 
embarrassing  inquiry  into  the  September 
11  attacks,  and  blockbuster  books  that  raise 
questions  about  his  Administration's  na- 
tional security  competence.  But  instead  of 
pulling  ahead,  Kerry  is  sleepwalking.  "Vot- 
ers have  serious  doubts  about  Bush  but  are 
not  yet  connecting  with  Kerry,"  says  Lee  M. 
Miringhoff,  director  of  the  Marist  College 
Institute  for  Public  Opinion  poll,  which 
shows  Bush  leading,  47%  to  44%. 

Democratic  activists  worry  that  Team 
Kerry  has  blown  an  opportunity  to  extend 
his  early  lead  by  reacting 
slowly  to  a  $60  million  GOP 
ad  blitz  and  getting  bogged 
down  in  ancient  debates 
about  Vietnam  protests.  On 
the  stump,  Kerry  often  laps- 
es into  the  droning,  stilted 
tones  of  Senate  debate,  for- 
getting the  feistier  style  that 
helped  him  dispatch  rival 
Howard  Dean.  At  the  same 
time,  polls  show  Kerry  hasn't 
even  convinced  his  own  par- 
ty's voters  that  he  has  solu- 
tions to  big  problems— from 
the  loss  of  manufacturing 
jobs  to  Iraq— that  have  ^^^^ 
sapped  the  President's  popu-  ^^^™ 
larity.  On  Iraq,  says  Democratic  consultant 
Dane  Strother,  "I  don't  know  his  plan,  and 
I  follow  this  pretty  closely." 

Dems  fear  that  Kerry,  who  spent  much 
of  the  winter  hawking  dense  10-point  eco- 
nomic and  environmental  blueprints,  has 
let  Republicans  tattoo  him  as  a  tax-hiker 
of  two  minds  on  defense— weak  and  very 
weak.  An  Apr.  19-22  poll  by  Democracy 
Corps,  a  liberal  group,  found  that  65%  of 
respondents  have  doubts  about  Kerry's 


KERRY  Supporters 
fear  he  has 
allowed  the  GOP 
to  define  him 


about  his  support  for  U.S.  troops. 

Chicken  Hawks 

CAMPAIGN  OFFICIALS  insist  that  the  set- 
backs will  be  forgotten  when  Kerry  launch- 
es a  counteroffensive.  The  comeback  bid 
started  on  Apr.  26  with  the  "Jobs  First"  Ex- 
press, an  unoriginal  but  possibly  helpful 
bus  tour  through  the  Rust  Belt.  To  counter 
GOP  attack  ads,  Kerry  will  air  biographical 
TV  spots  that  play  up  his  credentials  as  a 
war  hero  and  battler  for  jobs  and  health 
care.  In  response  to  the  GOP  assault  on  his 
Vietnam  protests,  Kerry  is  returning  fire  at 
Bush  and  Vice-President  Dick  Cheney, 
blasting  them  as  Chicken 
Hawks  who  sidestepped 
Nam.  From  now  on,  "we've 
got  to  be  in  a  position  to  be 
doing  more  punching  than 
parrying,"  says  Kerry  advis- 
er Tad  Devine. 

Trouble  is,  Kerry  is  run- 
ning out  of  time  to  redefine 
himself.  The  flap  over  his 
chuck-your-medals-and-keep- 
them-too  performance  in 
Vietnam  protests  feeds  con- 
cerns about  his  desire  to  have  things 
both  ways.  Meantime,  a  sizzling  econ- 
omy is  boosting  consumer  confidence 
and  undermining  his  dire  portrayals  of 
middle-class  distress. 
The  election  is  six  months  off,  and  Kerry 
has  a  record  as  a  strong  closer.  Friends  pre- 
dict he'll  bounce  back  when  Presidential 
debates  showcase  his  policy  savvy.  Maybe. 
But  right  now,  he  is  well  behind  where  he 
ought  to  be  against  a  President  who's  had  a 
stretch  of  bad  road.  That  can  only  be 
chalked  up  to  the  senator's  stiffness  on  the 
stump  and  a  strategic  team  with  the  reflex- 
es of  a  Cape  Cod  sandbar.  ■ 

-By  Richard  S.  Dunham 


CAPITAL 
WRAPUP 

FANNIE  AND  FREDDIE 

MAY  GET  A  PASS 

Fannie  Mae  and  Freddie  Mac  have 
stalled  Capitol  Hill's  efforts  to 
rein  them  in— and  politics  may 
stay  the  Bush  Administration's 
hand  as  well.  The  White  House 
is  mulling  a  three-way 
crackdown  on  the  housing- 
finance  giants,  with  Treasury, 
Housing  &  Urban  Development, 
and  the  Office  of  Federal 
Housing  Enterprise  Oversight 
all  exploring  new  rules. 
Treasury  may  invoke  its  unused 
authority  to  restrict  their 
borrowing. 

In  an 
election 


year, 
fear  of 
roiling  the 
housing 
markets 


Despite 
their  win  on 
the  Hill,  the 
mortgage 
giants  must 
tread 
carefully. 
Fannie 
Chairman 
Franklin  D. 
Raines,  a 
short-list 
candidate  to 
run  Treasury 
in  a  Kerry 

Administration,  "has  to  walk  a 
fine  line  and  not  be  overly 
strident  or  burn  any  bridges," 
says  a  Democratic  adviser.  And 
Raines  doesn't  want  to  cross 
swords  with  Federal  Reserve 
Chairman  Alan  Greenspan,  who 
frets  publicly  about  Fannie's 
and  Freddie's  risks. 

But  Hill  Republicans  aren't 
pushing  the  Bush  plan.  Wary 
of  upsetting  the  housing 
markets  in  an  election  year— 
especially  as  interest  rates 
start  to  rise— they're  warning 
the  Administration  not  to 
overplay  its  hand.  For  example, 
some  question  Treasury's 
authority  to  limit  Fannie  and 
Freddie  borrowing.  Others 
wonder  whether  the  plan 
isn't  just  an  election-year 
stopgap  to  insulate  Bush  from 
a  financial  crisis. 

-By  Paula  Dwyer 
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EUROPE 


POLAND 
AND  THE  EU 

Will  the  dynamic  Poles  energize  Europe  or  si 
into  a  bureaucratic,  slow-growth  trap? 


ARLY  ON  THE  MORNING 
of  May  1,  Polish  Prime 
Minister  Leszek  Miller  will 
hoist  the  European 
Union's  blue  flag  with  gold 
stars  above  the  doorway 
leading  to  his  vast  19  th 
century  office  building.  Fifteen  years  af- 
ter casting  off  communism  and  embark- 
ing on  a  process  of  wrenching  change, 
Poland  is  joining  the  EU— final  confir- 
mation that  it  is  now  a  mature,  liberal 
democracy  with  a  dynamic  free-market 
economy.  "This  is  a  turning  point,"  says 
Miller,  a  former  Communist.  "At  last  we 
are  rejoining  the  West." 

Poland  is  by  far  the  largest  of  the  10 
primarily  Central  and  Eastern  European 
countries  that  will  become  members  of 
the  common  market  on  May  1.  With  a 
population  of  38.6  million  and  a  gross  do- 
mestic product  of  $230  billion,  it  ac- 
counts for  over  half  of  the  newcomers' 
population  and  41%  of  their  total  GDP.  To 
many  Western  politicians  and  executives, 
bringing  Poland  into  the  fold  is  what  ex- 


POLAND:  AT  A  CROSSROADS 


GDP  growth  is  recovering... 

,  PERCENT 


pansion  is  all  about.  "Enlargement  with- 
out the  Poles  would  be  unthinkable,"  says 
German  Chancellor  Gerhard  Schroder. 

What  happens  in  Poland  will  determine 
whether  history  judges  enlargement  a  suc- 
cess or  a  failure.  By  dint  of  its  size  and  the 
forcefulness  with  which  it  has  so  far  de- 
fended its  interests  in  Brussels,  Poland  has 
something  of  a  leadership  role  in  Central 
and  Eastern  Europe.  If  the  country  learns 
to  play  a  constructive  part  in  decision- 
making and  continues  to  grow  fast,  it 
could  help  reenergize  the  EU,  which  has 
lost  much  of  its  vitality.  Poland's  GDP 
growth,  almost  6%  in  2004,  is  brisker  than 
anything  the  old  EU  has  to  offer.  Reflecting 
that  success,  the  Warsaw  stock  index  has 
soared  more  than  70%  in  the  past  year. 

But  there  are  two  Polands  vying  with 
each  other,  and  which  one  prevails  will 
determine  the  success  of  Poland's  EU  ex- 
periment. One  is  the  Poland  of  scrappy 
entrepreneurs;  hardworking,  well-edu- 
cated factory  hands;  and  eager  foreign  in- 
vestors who  have  poured  around  $70  bil- 
lion into  the  country  in  the  past  14  years. 
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This  is  the  Poland  that  could  give  Europe 
a  shot  in  the  arm  and  shake  up  things  in 
Brussels— by  forcing  the  EU  to  meet 
sharper  competition  from  new  members. 

The  other  Poland  is  a  quasi-dysfunc- 
tional political  system  grafted  onto  a  com- 
munist-era welfare  state  and  form-happy 
bureaucracy.  This  is  the  Poland  that 
makes  applicants  wait  up  to  230  days  to 
set  up  a  business.  The  Poland  with  the 
biggest  budget  deficit,  as  a  share  of  GDP, 
in  Europe  (it  could  hit  75%  this  year). 
The  Poland  that  cannot  even  build  a  de- 
cent road  from  Warsaw  to  Gdansk.  "It's 
hard  to  imagine  anything  worse  than  the 
Polish  bureaucracy,"  says  Piotr  Bielski,  an 
economist  at  Bank  Zachodni  WBK  in 
Warsaw.  The  idea  of  this  overbearing  sys- 
tem merging  with  the  faceless  bureaucra- 
cy in  Brussels  worries  many  informed 
Poles.  "The  EU  offers  a  chance  for  us,  but 
it  gives  no  guarantees,"  says  former  Fi- 
nance Minister  Leszek  Balcerowicz,  who 
now  heads  the  National  Bank  of  Poland. 

There  are  precedents  for  a  happy  entry 
into  the  EU  from  which  Poland  is  trying 
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to  learn.  Spain  boomed  after  joining  in 
1986  because  it  spent  EU  funds  shrewdly, 
restructured  state  finances  successfully, 
and  continued  to  liberalize  and  deregu- 
late the  economy.  Spain's  per  capita  GDP 
is  now  about  $22,500,  almost  90%  of  the 
EU  average.  Polish  GDP  per  capita,  in  con- 
trast, is  less  than  $6,000.  "If  we  could  do 
what  the  Spanish  did,  I'd  be  very  happy," 
says  Janusz  Onyszkiewicz,  senior  fellow  at 
the  Center  for  International  Relations  in 
Warsaw  and  a  former  Defense  Minister. 
But  Poland  could  just  as  easily  go  the  way 
of  Greece,  which  wasted  billions  in  EU 
subsidies  on   state-owned  companies. 

EAGER  FOR  BUSINESS 

OPTIMISTS  HOPE  Poland  will  become  a 
powerhouse  in  the  expanded  EU.  Poland 
outperforms  old-line  Europe  on  many 
economic  measures  beyond  itb  brisk 
growth  rate.  Its  average  labor  costs,  at 
$5.35  per  hour,  are  less  than  a  sixth  of 
Germany's.  Productivity  is  expected  to 
rise  more  than  3.7%  this  year,  over  twice 


The  Polish 
economy  is 
expanding 
faster  than 
expected: 
6%  a  year 


the  existing  EU  average. 
Jacob  de  Tusch-Lec  of  Mer- 
rill Lynch  &  Co.  in  London 
thinks  taking  in  Poland 
and  its  fast-growing  neigh- 
bors could  radically  change 
Western  Europe.  "So  far, 
the  focus  has  been  on  how 
the  West  will  transform 
[the  newcomers],"  he  says. 
"But  maybe  this  is  to  miss 
the  point." 

Along  with  the  other 
Central  and  Eastern  European  newcom- 
ers, Poland  is  also  expected  to  support 
British-style,  liberal  economic  policies  at 
the  EU  level.  "The  European  Commission 
will  be  confronted  with  a  new  way  of 
thinking,"  says  Michael  Rogowski,  presi- 
dent of  the  Federation  of  German  Indus- 
try. And  growing  competition  from  low- 
cost  but  increasingly  productive  Polish 
manufacturers  will  pressure  companies 
in  the  existing  EU  to  restructure.  Polish 
companies  got  an  extra  boost  in  January. 


SEIZING  THE  DAY 
Poles  aj£  eager 

to  rejoin  the  West 


when  the  government  cut 
the  corporation  tax  from 
27%  to  19%. 

Accommodating  Poland 
in  the  EU  club,  though, 
won't  be  easy.  Forty  years  of 
communism  have  generated 
a  different  set  of  policy  pri- 
orities. That's  a  key  reason 
why  the  country  is  so  pro- 
American,  something  that 
disturbs  France  and  Ger- 
many. It  is  also  prepared  to 
fight  hard  to  defend  its  interests.  Last  fall, 
it  refused  to  back  the  proposed  European 
Constitution  because  it  would  have  cut 
Poland's  voting  power  in  the  EU  Council, 
the  crucial  decision-making  authority  in 
the  EU.  The  worry  is  that  enlargement 
could  end  up  a  mess,  characterized  by 
slower,  more  rancorous  decision-making 
in  Brussels. 

Just  as  Poland  is  joining  the  EU,  its 
own  political  situation  is  in  disarray. 
Miller  is  scheduled  to  resign  on  May  2, 
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the  day  after  Poland's  acces- 
sion, in  a  belated  response  to 
the  Mar.  27  decision  by  21 
members  of  Parliament  to 
leave  his  Democratic  Left  Al- 
liance and  form  a  new  party. 
Any  new  government  will 
struggle  to  push  through  radi- 
cal cuts  in  state  spending  and 
foster  sustainable  growth,  just 
as  Miller's  coalition  did. 

In  the  end,  the  results  of  en- 
largement will  be  measured 
primarily  in  economic  terms. 
On  one  level,  the  Poles  have 
done  a  remarkable  job  getting 
ready  for  entry  to  the  EU.  After 
slowing  to  a  virtual  standstill  in 
2001-02,  its  economy  is  grow- 
ing faster  than  predicted,  driv- 
en by  the  weak  zloty  and  rapid 
rises  in  productivity.  Take  PKN 
Orlen,  the  country's  largest  en- 
ergy company.  Once  a  byword 
for  inefficiency,  it  has  been 
transformed  by  CEO  Zbigniew 
Wrobel.  He  has  streamlined 
management,  cut  costs,  and  in- 
stituted individual  perform- 
ance targets. 

Meanwhile,  Poles  are  prov- 
ing eager  entrepreneurs. 
More  than  1.5  million  small 
and  midsize  companies  have  been 
formed  since  1989.  Among  the  success 
stories  is  Kross  Bicycles,  the  No.  2  bike 
maker  in  Europe.  Delphia  Yachts  ex- 
ports more  than  90%  of  its  motorboats 
to  the  EU.  Last  year  info  tech  company 
ComArch  boosted  sales  of  software  and 
systems  30%,  to  $65  million. 

The  few  remaining  tariff  barriers— 
mostly  in  agriculture— will  be  swept 
away  on  May  1,  giving  Polish  farmers 
unfettered  access  to  the  EU's  single  mar- 
ket. At  the  same  time,  customs  formali- 
ties will  be  abolished,  making  it  far  easi- 
er to  transport  goods  to  the  existing  EU. 
Free  access  to  the  single  market  could 
boost  trade  by  as  much  as  4%  a  year,  say 
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economists.  Poland  also  will  be  entitled 
to  a  range  of  cash  handouts  from  Brus- 
sels after  May  1. 

On  top  of  that,  foreign  investors  are  ex- 
pected to  pump  more  money  into  Poland 
once  it  finally  joins  the  EU.  Whirlpool 
Corp.  has  decided  to  invest  $120  million  in 
a  new  factory  to  make  kitchen  ranges.  Ital- 
ian white-goods  producer  Merloni  Elet- 
trodomestici  and  Spanish  appliance  mak- 
er Fagor  also  recently  decided  to  invest  in 
Poland.  Government  officials  say  foreign 
direct  investment  could  reach  $12  billion 
this  year.  Private-equity  houses  such  as 
Advent  International  are  scouting  deals. 

But  Poland  is  increasingly  vulnerable 
to  competition  from  other  countries,  in- 


cluding China.  It  attracted 
$10.6  billion  of  foreign  direct 
investment  in  2000,  but  just 
$6.4  billion  last  year.  British 
carmaker  MG  Rover,  which 
is  negotiating  to  buy  the 
Daewoo-FSO  auto  plant  just 
outside  Warsaw,  says  it  will 
go  to  China  if  it  doesn't  get 
the  deal  it  wants. 

Foreign  investors  also  balk 
at  the  bureaucratic  hassles. 
Companies  must  file  tax  re- 
turns every  month,  and  deci- 
sion-making can  be  excruci- 
atingly slow.  Poland  hasn't 
won  any  of  the  three  largest 
investments  by  carmakers  in 
the  East  in  the  past  three 
years.  Outside  investors  hope 
this  will  be  a  wake-up  call. 
"This  country  has  so  much  to 
offer,  it  was  really  criminal 
that  they  lost  the  car  plants," 
says  Mark  Bardsley,  CEO  of 
Provident  Polska,  a  sub- 
sidiary  of  British  consumer 
credit  company  Provident 

Poland  will  rue  the  day  it 
lost  those  plants.  Despite  rap- 
id growth  in  the  past  two 
years,  20%  of  the  workforce  is 
unemployed  because  large 
companies  keep  laying  off  workers.  That 
does  wonders  for  productivity  but  boosts 
jobless  rolls. 

Yet  for  every  discouraging  episode, 
there's  one  that  gives  Poland  hope. 
Gillette  Co.  just  decided  to  concentrate  all 
its  European  manufacturing  and  distri- 
bution in  Lodz:  The  low  costs,  high  effi- 
ciencies, and  great  labor  force  were  just 
too  attractive  to  pass  up.  As  it  rejoins  Eu- 
rope, Poland  has  a  fighting  chance.  ■ 

-By  David  Fairlamb,  with  Bogdan 
Torek,  in  Warsaw 


For  a  story  on  Polish 
cosmetics  entrepreneur  Dr.  Irena  El  is,  go  to 
www.businessweek.com/magazine/extra.htrr, 


The  New 

European 

Union 

Changes  that  take 
effect  on  May  1: 
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■  Customs  and  other  border 
formalities  are  swept  away, 
giving  companies  from  new 
member  states  unfettered 
access  to  Europe's  single 
market. 

■  Last  restrictions  on 
agricultural  exports  to  the 
existing  European  Union 
member  countries  are 
abolished,  opening  up  fresh 


ma i  kets  for  farmers  from  the 
new  countries. 

■  Citizens  of  the  10  new 
member  states  are  free  to 
travel  throughout  the  EU 
using  just  their  identity  cards 
rather  than  passports. 
They  will  be  allowed  to 
pass  through  speedy  EU 
channels  at  border 
crossings. 


■  New  members  send  their 
own  European  Commissioners 
to  Brussels  for  the  first  time, 
getting  a  direct  influence  on 
policymaking. 

■  More  EU  funds  become 
available  to  new  members  for 
infrastructure  projects, 
environmental  improvements, 
and  schemes  designed  to 
improve  competitiveness. 
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COMMENTARY 


BY  JOHN  ROSSANT 


The  Pernicious  Rise  of  'Core  Europe5 

Germany  and  France  are  building  a  bloc  to  preserve  their  influence 


WHAT  DOES  A  French 
pharmaceutical  merger 
have  to  do  with  the  future 
of  Europe?  At  first  glance, 
not  a  lot.  On  Apr.  26, 
when  Jean-Francois  Dehecq,  the  chief  of 
Sanofi-Synthelabo,  announced  that  his  bid 
for  rival  French  drugmaker  Aventis  had 
won  the  day,  he  talked  glowingly  of  the 
new  group's  promise:  It  would  be  the 

world's  No.  3  pharmaceuticals  produc- 
er, and  it  would  boast  a  $4.5  billion  re- 
search budget.  Oh,  and  the  headquar- 
ters would  be  in  Paris. 

What  Dehecq  didn't  mention  was 
why  the  merger  came  about.  The 
French  government,  eager  to  keep 
Aventis  out  of  the  hands  of  Switzer- 
land's Novartis,  pushed  for  an  all- 
French  merger,  and  the  deal  was  put 
together  in  meetings  at  the  Finance 
Ministry.  President  Jacques  Chirac 
wanted  a  national  pharmaceutical 
champion— and  who  better  to  make 
that  happen  than  his  longtime  friend 
Dehecq?  Little  matter  that  the  $64  bil- 
lion tie-up  is  hard  to  justify  on  eco- 
nomic and  industrial  grounds.  Or  that  it  is  disastrous  for 
France's  image  as  a  magnet  for  investment.  "In  terms  of  the  in- 
terference of  the  government,  this  is  really,  really  bad,"  worries 
Bernard  Gilly,  a  leading  French  biotechnology  executive  and 
venture  capitalist.  "I  was  among  those  French  who  thought 
[such]  intervention  had  died  out  six  or  seven  years  ago." 

But  such  intervention  is  part  of  what  some  German  and 
French  policymakers  now  describe  as  Core  Europe.  This  is  not 
the  expanded  Europe  of  25  nations,  which  comes  into  being  on 
May  1,  when  10  new  members  join  the  European  Union.  No, 
this  is  a  narrower  region  revolving  around  France  and  Ger- 
many, with  Spain,  the  Benelux  countries,  and  perhaps  eventu- 
ally Italy  playing  supporting  roles.  Core  Europe  stands  distinct 
from  the  pro-American  British,  with  their  free-market  notions, 
and  the  poor  relations  just  arriving  from  Central  Europe. 

Core  Europe's  precepts?  First,  a  kind  of  protectionism  lite, 
which  promotes  national  champions  and,  when  necessary,  uses 
market  methods  to  advance  its  dirigiste  goals.  (Paris,  after  all, 


encouraged  Sanofi  to  pay  big  bucks  to  Aventis  investors.)  The 
other  traits:  a  determination  to  keep  U.S.  influence  at  bay  and 
bend  EU  rules  to  promote  the  interests  of  the  core,  even  at  the 
expense  of  the  periphery.  Witness  how  France  and  Germany  got 
away  with  breaching  rules  on  budget  deficits  last  November.  Or 
how  Chirac  and  German  Chancellor  Gerhard  Schroder  have 
coddled  Russian  President  Vladimir  V.  Putin— despite  the  Eu- 
ropean Commission's  more  critical  stance  on  Russia. 

Chirac  and  Schroder  feel  the  wind  in  their  sails,  especially  af- 
ter the  Madrid  bombings,  which  led  to  a  Socialist  electoral  victo- 
ry two  days  later— and  to  a  180-degree  shift  of  policy  in  Madrid 
toward  France  and  Germany  and  away  from  Britain  and  the  U.S. 
Almost  overnight,  France  and  Germany  won  new  clout  in  the 
fight  for  Europe's  future.  They  are  now  likely  to  get  an  agreement 
on  an  EU  constitutional  treaty. 

This  shift  in  the  political  dynamic  is 
rapidly  isolating  British  Prime  Minister 
Tony  Blair,  who  has  had  to  give  in  to 
calls  from  skeptical  Britons  for  a  refer- 
endum on  a  new  European  constitu- 
tion. A  no  vote— which  polls  predict— 
would  distance  Britain  further  from  the 
rest  of  the  EU.  With  Britain  sidelined 
and  Spain  backing  France,  says  BP  PLC 
Chairman  Peter  D.  Sutherland,  "we're 
again  back  to  the  idea  of  Core  Europe." 
If  official  meddling  is  anything  to  go 
by,  that's  not  an  uplifting  idea.  After  bail- 
ing out  engineering  giant  Alstom,  Paris 
has  pushed  French  banks  to  renegotiate 
its  debt.  Rome  is  rescuing  Alitalia. 
German  officials  want  new  EU  mem- 
bers to  realign  corporate  tax  rates  to 
higher  German  and  French  levels. 

True,  governments  are  taking 
advantage  of  a  leadership  vacuum 
in  the  EC,  which  normally  keeps  an 
eye  on  uncompetitive  behavior.  EC 
President  Romano  Prodi,  whose 
successor  will  be  announced  in 
hon  OTTlGn  June>  is  focused  on  Italian  politics; 

^^^^^^^  several  commissioners  have  left. 

B™BBI^^™  Daniel  Gros,  head  of  the  Center  for 

European  Policy  Studies  in  Brus- 
sels, thinks  a  weakened  EC  is  letting  Paris  and  Berlin  pursue 
"rear-guard"  actions.  But,  he  adds,  "if  Core  Europe  means 
thinking  what  is  good  for  Paris  and  Berlin  is  good  for  every- 
one, it's  not  going  to  work."  That  won't  keep  Paris  and  Berlin 
from  trying.  ■ 


French 
pressure  on 
Aventis  to 
merge  with 
Sanofi  is  a 
omen 
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India:  An  Election  That 
May  Speed  Reform 


IT'S  ELECTION  SEASON  IN  INDIA,  and  the  politicians  are  biting  their 
nails.  Most  pundits  had  expected  that  when  results  of  a  four- 
stage  parliamentary  election  are  declared  on  May  13,  the  ruling 
National  Democratic  Alliance— a  coalition  of  22  parties  led  by 
Indian  Prime  Minister  Atal  Bihari  Vajpayee's  Bharatiya  Janata 


Party— would  return  to  power  with  a  slim 
majority.  After  all,  India's  economy  is 
expected  to  grow  a  hot  8%  this  year,  its 
software  industry  is  now  a  global  force,  and 
Vajpayee's  bid  to  resolve  the  territorial 
dispute  over  Kashmir  with  Pakistan  has 
made  him  a  hero  in  the  region. 

More  and  More  Votes 

YET  EXIT  POLLS  TAKEN  on  the  second  day 
of  the  vote,  Apr.  26,  suggest  that  the  BJP  is 
having  a  harder  time  than  expected,  and 
may  need  more  coalition  partners  to  retain 
control  of  the  545-seat  Par- 
liament. What  gives?  In  In- 
dia's large  and  complex  po- 
litical  landscape,   regional 
parties  are  on  the  rise,  taking 
more  and  more  votes  from 
the  pro-Hindu  BJP  and  its  ri- 
val Congress  Party.  The  re- 
gional parties,  which  repre- 
sent ethnic-,  language-,  and 
caste-based  groups,  are  ap- 
pealing to  rural  voters  who 
feel  left  behind  by  the  boom 
spurred  by  India's  economic 
liberalization.  "Its  benefits 
have  not  percolated  down  to 
those    who    have    voting    ^^^™ 
clout"— the  650  million  In- 
dians who  live  in  villages,  says  Ashis 
Nandy,  director  of  New  Delhi's  Center  for 
the  Study  of  Developing  Societies. 

While  two  rounds  of  voting  remain,  the 
betting  is  that  Vajpayee's  National  Democ- 
ratic Alliance  will  beat  the  Congress  Party 
but  win  fewer  than  the  272  parliamentary 
seats  needed  to  form  a  government.  So 
Vajpayee  may  have  to  seek  support  from 
new  partners  such  as  the  Samajwadi  Party 
or  the  Bahujan  Samaj  Party  of  Uttar 
Pradesh,  India's  most  populous  state  in  the 
north,  or  the  Rashtriya  Janata  Dal  of 
neighboring  Bihar.  Members  of  these  par- 


ties come  from  the  lower  and  poorer 
castes,  who  make  up  70%  of  the  population 
and  have  been  repressed  for  centuries  by  a 
rigid  Hindu  social  system.  Now,  after  years 
of  affirmative  action,  these  parties  are  be- 
coming swing  factors  in  the  national  vote. 
That  may  not  be  a  bad  thing.  The  re- 
gional parties  shun  religious  ideology,  and 
their  electorate  is  clamoring  for  local  in- 
vestment in  new  roads,  water,  and  power.  If 
a  narrow  victory  for  the  BJP  forces  it  into  al- 
liances with  secular  players,  the  BJP's  re- 
formers rather  than  its  extremists  are  like- 
ly to  dominate  the  agenda. 
Already,       L.K.       Advani, 
Deputy  Prime  Minister  and 
a  BJP  hard-liner,  is  taking  a 
moderate  tone,  focusing  on 
development    rather    than 
Hindu  nationalist  issues. 

Local  parties,  especially  in 
prosperous  southern  India, 
are  likely  to  push  the  devel- 
opment agenda  further.  "For 
the  first  time,  the  interests  of 
India's  national  and  regional 
VAJPAYEE  Will  he      parties  are  converging,"  says  Subir 
make  deals  with       Gokarn,  chief  economist  of  India's  top 
regional  parties .       rating  agency,  Crisil.  For  example,  the 
^™B—  Telegu    Desam    Party    of   Andhra 

Pradesh  has  used  its  alliance  with  the 
BJP  to  get  more  resources  from  New  Delhi. 
Vajpayee's  challenge  will  be  to  balance  lo- 
cal demands  with  the  national  agenda.  Even 
if  he  rewards  Cabinet  posts  to  other  part- 
ners, he's  likely  to  ensure  that  the  key  Fi- 
nance Ministry  stays  in  the  BJP'S  hands.  Va- 
jpayee is  determined  to  privatize  more  state 
assets,  loosen  restrictions  on  foreign  invest- 
ment, and  reform  agriculture  in  a  big  way. 
Doing  all  that— and  holding  together  a 
coalition  of  20-odd  parties— will  be  the  79- 
year-old  leader's  greatest  test  yet.  ■ 

-By  Manjeet  Kripalani 
in  Lucknow,  Uttar  Pradesh 


GLOBAL 
WRAPUP 

DIGITAL  DIVIDE:  HOW 
EUROPE  STACKS  UP 

TECHNOLOGY  policymakers 
in  Europe  have  their  work  cut 
out  to  close  a  digital  divide 
between  the  continent's 
northern  and  southern 
countries.  A  report  issued  on 
Apr.  26  by  Jupiter  Research  in 
London  assigned  17  Western 
European  countries  a  "digital 
life  index"  based  on  four  dozen 
criteria— from  broadband- 
Internet  penetration  to  digital- 
TV  subscribers  to  online 
shopping.  Sweden  ranked  first 
with  a  score  of  132,  while 
Greece  came  in  last  with  51. 
Belgium,  the  Netherlands,  and 
Britain  also  exceeded  the 
European  average.  France  and 
Germany  were  smack  in  the 
middle,  while  Spain,  Italy,  and 
Portugal  lagged. 

WILL  FRANCE'S  PAYROLL 
TAXES  BE  HIKED? 

IN  A  BLOW  to  efforts  to  curb 
France's  welfare  state,  the 
center-right  government  could 
be  forced  to  restore  $1.4  billion 
in  unemployment  benefits  to  an 
estimated  600,000  people 
whose  payments  were  to  be 
curtailed  under  recent  labor 
reforms.  A  local  court  in 
Marseille  on  Apr.  15  threw  out  a 
December,  2002,  agreement 
between  employers  and  centrist 
labor  unions  that  reduced  the 
maximum  unemployment 
benefit  from  30  months  to  23 
months.  The  court  said  the 
agreement  amounted  to  a 
breach  of  contract  with  people 
who  had  qualified  for  support 
before  the  reform  took  effect. 
The  government  has 
denounced  the  ruling.  But  with 
the  unemployment  insurance 
fund  running  a  $5  billion 
deficit,  the  government  could  be 
forced  to  bow  to  leftist  unions' 
demands  to  cover  the  added 
expense  by  raising  employer- 
paid  payroll  taxes. 
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Working  Life Thera 


I'm  a  Bad  Boss? 
Blame  My  Dad 

More  execs  are  studying  their  family  pasts 
to  root  out  workplace  dysfunction 


*5 


OR  PETER  TILTON,  THE 
office  revelation  came  last 
February.  He  was  sitting  in  a 
conference  room  at  company 
headquarters,  meeting  with 
the  group  he  managed, 
when  an  "incompetent"  col- 
league began  needling  him  about  his  own 
progress  on  a  project.  Tilton  felt  the  trip 
wire  go  off,  the  raw  rush  that  made  him 
feel  as  if  he  were  slipping  into  a  state  of 
adolescent  siege. 

Within  seconds,  he  was  banging  his  fist 
on  the  whiteboard  and  "yelling  his  face 
off."  Even  at  a  place  like  Microsoft  Corp., 
where  Tilton  says  co-workers  routinely 
blast  each  others'  ideas  as  "stupid,"  this 
wasn't  exactly  behavior  becoming  a  di- 
rector-level executive.  The  emotional  out- 
burst, Tilton  now  realizes,  was  eerily  sim- 
ilar to  one  he  had  back  in  seventh  grade, 
when  his  parents— "chronic  misunder- 
standers"— forbade  him  to  wear  his  jeans 
with  the  holey  knees  to 
school.  It  was  1967,  and  he 
was  heavy  into  his  hippie 
protest  phase.  "And  they 
wanted  me  to  wear  slacks," 
Tilton  says. 

For  Bert  Whitehead, 
CEO  of  Cambridge  Con- 
nection, a  financial-plan- 
ning company  in  Franklin 
Village,  Mich.,  the  epiphany 
came  when,  after  announc- 
ing he  would  be  away  on  a 
business  trip,  he  noticed  a 
stealthy  rejoicing  rippling  through  his  of- 
fices. Today,  he  knows  why.  "Nobody  was 
ever  quite  good  enough,"  says  White- 
head, who  refers  to  himself  as  a  moody 
stress-generator.  "I  had  a  mother  I  could 
never  get  approval  from,  and  I  had  un- 
knowingly really  adopted  that  into  my 
management  style." 
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Looking  back 
makes  sense: 
The  family  is 
the  first 
organization 
we  belong  to 


That  these  highly  rational,  utterly  left- 
brained  executives  are  delving  into  their 
pasts  illustrates  a  new  strain  of  organiza- 
tional therapy  coursing  through 
the  inner  sanctums  of  corporate 
power.  The  basic  concept:  that 
people  tend  to  recreate  their  family  dy- 
namics at  the  office.  The  idea  is  being 
fanned  by  organizational  experts,  who  say 
that  corporate  strivers  can  at  times  be- 
have a  bit  like  thumb-suckers  in  knee 
pants,  yearning  for  pats  on  the  back  from 
boss  "daddies  and  mommies"  and  wish- 
ing those  scene-stealing  co-worker  "sib- 
lings" would,  well,  die.  Boardroom  argu- 
ments can  parallel  spats  at  the  family 
dinner  table.  Office  politics  can  take  on 
the  dimensions  of  Icarus  blowing  off  his 
Dad— or  Hamlet  offing  Uncle  Claudius. 

Buttressed  by  new  research  in  work- 
place dynamics,  more  high-profile  coach- 
es and  consultants  are  applying  family- 
systems  therapy  to  business  organiza- 
tions, to  grapple  with  what 
has  come  to  be  seen  as  a 
new  frontier  in  productivi- 
ty: emotional  inefficiency, 
which  includes  all  that 
bickering,  back-stabbing, 
and  ridiculous  playing  for 
approval  that  are  a  mark 
of  the  modern  workplace. 
A  two-year  study  by 
Seattle  psychologist  Brian 
DesRoches  found  that  such 
dramas  routinely  waste 
20%  to  50%  of  workers' 
time.  The  theory  is  also  gaining  more  res- 
onance as  corporations  become  ever 
more  cognizant  that  talented  employees 
quit  bosses,  not  companies,  and  that 
CEOs  often  get  hired  for  their  skills— and 
fired  for  their  personalities. 

Looking  backward  to  move  forward 
makes  sense,  say  group  dynamic  re- 


searchers, considering  that  the  first  or- 
ganization people  ever  belong  to  is  their 
families,  with  parents  the  first  bosses  and 
siblings  the  first  colleagues.  "Our  original 
notions  of  an  institution,  of  an  authority 
structure,  of  power  and  influence  are  all 
forged  in  the  family,"  says  Warren  Bennis, 
management  guru  and  professor  of  busi- 
ness at  the  University  of  Southern  Cali- 
fornia. Adds  Dr.  Scott  C.  Stacy,  clinical 
program  director  of  the  Professional  Re- 
newal Center  in  Lawrence,  Kan.:  "This  is 
a  huge  piece  of  understanding  how  busi- 
nesses everywhere  work." 

HERO,  SCAPEGOAT,  MARTYR 

THIS  MAY  SEEM  LIKE  SO  much  EST-era 
drivel,  but  by  performing  psychological 
X-rays  on  clients'  pasts,  coaches  have 
helped  executives  at  companies  as  diverse 
as  the  Los  Angeles  Times,  State  Farm  In- 
surance, and  American  Express  under- 
stand their  own  and  others'  dysfunction- 
al behavior.  They  learn  how  to  recognize 
the   shadowy  emotional   subtext   that 


drives  many  encounters,  deconstructing 
how  they  may  be  subconsciously  sabo- 
taging themselves,  shying  from  authority 
figures,  or  engaging  in  hypercritical  judg- 
ments of  subordinates.  Or  why  they  may 
unwittingly  play  the  role  of  the  hero, 
scapegoat,  or  martyr.  "I'm  not  suggesting 
that  our  employees  are  our  kids,"  says 
Kenneth  Sole,  a  consulting 
social  psychologist  who 
has  worked  with  Apple 
Computer  Inc.  and  the 
U.N.  "But  the  psychology 
is  parallel." 

Indeed,  brain  research 
over  the  past  decade  has 
shown  that  during  stress- 
when  people's  need  to  feel 
included,  competent,  and 
liked  is  thwarted— their 
minds  are  hardwired  to  de- 
fault to  defensive  family 
scripts.  "We  project  onto 
others  the  conflicts  we  expe- 
rienced growing  up,"  says 


Robert  Pasick,  president  of 
LeadersConnect  in  Ann 
Arbor,  Mich.  He  teaches  a 
course  at  the  University  of 
Michigan  Business  School 
on  how  family  dynamics 
affect  teams. 

Such  corporate  head- 
shrinking  is  gaining 
more  ground  in  part  be- 
cause of  how  much  inter- 
dependence companies 
face  on  the  global  stage. 
In  the  manual  economy, 
work  was  a  regimented, 
militaristic  affair  in  which 
it  was  easier  to  subsume 
personality  differences. 
Today,  success  hinges  on 
teams  performing  as 
seamlessly  as  the  flawless 
machinery  in  a  showcase 
Six  Sigma  plant.  And  cor- 
porations hire  workers 
whose  families  are  more 
likely  to  resemble  The 
Osbournes  than  Ozzie 
and  Harriet.  Personali- 
ties, emotions,  behavioral 
tics— all  have  started  to 
take  on  a  bigger  dimen- 
sion in  an  era  in  which 
businesses  increasingly 
sell  the  ideas  that  come 
from  employees'  heads, 
not  just  the  products 
from  their  machines. 

Moreover,  as  scandals 
have  heightened  the  need 
for  transparency,  disclosure,  and  ethics, 
many  execs  have  begun  to  see  the  impor- 
tance of  matching  the  corporate  culture 
with  employees'  personal  cultures,  given 
that  most  people  get  their  ethical  founda- 
tions from  their  families.  That's  why  a 
number  of  financial,  utility,  and  manufac- 
turing clients  are  lobbing  interview  ques- 


tions about  families  at  job  candidates  in 
the  hope  of  yielding  unvarnished  re- 
sponses, says  Neil  Lebovits,  president  of 
Ajilon  Finance  in  Saddle  Brook,  N.J. 
Anything  to  avoid  hiring  the  next  Jeffrey 
K.  Skilling. 

Of  course,  plenty  of  leaders  and  their 
consultants  object  to  therapy  invading 
the  office.  "The  workplace  is  not  the 
place  to  explore  psychological  foibles," 
says  Richard  A.  Chaifetz,  CEO  of 
ComPsych  Corp.,  a  Chicago  employee- 
assistance  firm.  "It  can  open  up  a  can  of 
worms."  Chaifetz  approves  of  this  kind 
of  inquiry  only  if  if  s  done  off-site,  one- 
on-one,  and  with  a  trained  professional. 
And  many  work  dynamics  can't  be  ana- 
lyzed solely  through  a  family  filter.  More 
likely,  say  critics,  work  teams  carry  traits 
that  are  characteristic  of  all  group  dy- 
namics. Pairing  off,  for  example,  usually 
happens  any  time  people  gather.  So 
does  complaining. 

HISTORIC  HYSTERICS 

STILL,  SOMEONE'S  FAMILIAL  past  can 
certainly  seep  into  the  office  scene.  If  s 
most  recognizable,  say  experts,  when  a 
co-worker  or  supervisor  has  highly  emo- 
tional, intense  reactions:  When  if  s  hys- 
terical, if  s  historical.  Other  symptoms— 
an  inability  to  maintain  a  reflective 
distance,  repeated  outbursts  of  anger,  and 
having  the  same  battles  with  the  same 
people  over  and  over. 

In  Tilton's  case,  the  Microsoft  exec 
had  disdained  therapy  "ever  since  my 
parents  tried  to  send  me  to  a  pipe-smok- 
ing guy  in  seventh  grade."  But  in  the 
months  he  has  been  working  with  an 
executive  coach,  he  only  wishes  he  could 
have  cracked  through  his  denial  soon- 
er. Like  many,  he  realizes  that  being 
analytically  savvy  isn't  enough.  Being 
emotionally  competent  is  now  part  of  the 
job,  too.  ■ 

-By  Michelle  Conlin  in  New  York 


Office  Politics-or  Family  Dynamics? 


Increasingly, 
consultants,  coaches, 
and  therapists  are 
analyzing  executives' 
backgrounds  to  help 
them  improve 
dysfunctional  work 
relationships.  Some 
common  scenarios: 


FAMILY  DYNAMIC 

»  Child's  achievements 
were  never  good  enough. 

»  Parent  inflates 
child's  importance. 

»  Assumed  adult 
responsibilities  as  a  kid. 

»  Domineering, 
controlling  parent. 

»  Family  denied  problems 
and  negative  feelings. 


WORKPLACE  REENACTMENT 

»  Perfectionist.  Approval  seeker. 
Fear  of  being  a  fraud. 


»  Executive  overconfidence. 
Can  do  no  wrong.  Above  the  rules. 

»  Overly  responsible  for  others. 
Workaholic. 

»  Fearful.  Freezes  with  bosses- 
yet  treats  underlings  like  kids. 

»  Problems  fester  to  crisis  point.  Aggression 
expressed  through  sarcasm  and  humor. 


Data:  Your  Boss  Is  Not  Your  Mother  by  Brian  DesRoches.  It  You  Had  Controlling  Parents  by  Dan  Neuharth, 
Carol  Kauffman.  Harvard  Medical  School:  Business  Psychology  Solutions:  Dattner  Consulting 
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GOTANYI.D.? 

Wells  Fargo 
accepts  Mexican 
documents 


Aliens:  A  Little 
Less  Alienated 

While  some  states  crack  down  on  illegals, 
more  are  making  their  lives  easier 


WHEN  LUIS  CHILI- 
quinga  moved 
from  Quito,  Ecua- 
dor, to  suburban 
Maryland  in  1996, 
he  followed  a  path 
well-worn  by  mil- 
lions of  illegal  immigrants  before  him.  He 
doggedly  worked  a  $13-an-hour  construc- 
tion job  that  paid  in  cash,  sometimes  rack- 
ing up  20  hours  of  overtime  per  week.  Ini- 
tially, he  could  afford  to  rent  only  a  small 
apartment  for  his  wife,  son,  daughter,  two 
grandchildren,  and  himself.  Because  he  ar- 
rived in  the  U.S.  without  a  visa,  Chiliquin- 


ga  didn't  qualify  for  a  Social  Security 
number,  which  would  have  allowed  him  to 
open  a  bank  account,  apply  for  a  credit 
card,  or  buy  a  house.  So  the  Chiliquingas 
lived  in  legal  limbo  for  five  years. 

But  life  in  the  gray  economy  has  be- 
come easier  for  Chiliquinga.  Three  years 
ago,  he  used  his  Ecuadoran  passport  to 
apply  for  a  tax  identification  number, 
something  the  Internal  Revenue  Service 
issues  principally  to  non-U.S.  citizens 
who  pay  taxes  regardless  of  their  legal 
status.  That  allowed  him  to  open  a  check- 
ing account  at  Chevy  Chase  Bank  and  be- 
gin establishing  a  credit  history.  In  early 


2002,  he  used  both  documents  to  buy  a 
four-bedroom  townhouse,  taking  out  a 
$122,000  mortgage  from  Accredited 
Home  Lenders  Holding  Co.,  a  national 
subprime  mortgage  lender  that  had  be- 
gun making  loans  to  illegals.  "We  can't  do 
anything  without  I.D.S  and  bank  ac- 
counts," says  Chiliquinga,  who  became  a 
legal  resident  last  year. 

This  experience  typifies  America's  in- 
creasingly conflicted  impulses  about  how 
to  cope  with  the  9  million-plus  immi- 
grants who  five  in  the  U.S.  on  a  more  or 
less  permanent  basis.  On  one  hand,  post- 
September  11  security  concerns  have 
prompted  some  states  and  federal  agen- 
cies to  crack  down.  Last  November,  one  of 
California  Governor  Arnold  Schwarze- 
negger's first  moves  in  office  was  to  repeal 
a  law  granting  illegal  immigrants  access 
to  driver's  licenses.  Three  other  states,  Al- 
abama, Florida,  and  Virginia,  are  working 
with  the  Homeland  Security  DepL  to  dep- 
utize local  police  to  arrest  illegals  they  run 
across  in  the  course  of  routine  police 
work.  Three  more  states  have  bills  pend- 
ing that  would  deny  in-state  college  tu- 
ition rates  to  undocumented  students.  In 
Washington,  D.C.,  and  several  states, 
some  politicians  and  anti-immigration 
groups  are  pushing  legislation  that 
would  deny  illegals  public  services  such 
as  schools  and  health  care  and  require  lo- 
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c  it  rise. 


International  Steel  Group,  with  financing  help  from  CIT,  acquired  Bethlehem 
Steel.  A  deal  that  promises  to  make  America's  steel  industry  more  viable. 
We  can  add  muscle  to  your  business.  Visit  CIT.com.  We  see  what  you  see: 


Social  Issues  Immigration 


cal  police  to  enforce  the  nation's  immi- 
gration laws  to  the  letter. 

Yet,  at  the  same  time,  there's  an  even 
larger  groundswell  of  efforts  by  states, 
municipalities,  and  many  businesses  to 
integrate  illegals  into  mainstream 
America.  Most  of  the  undocumented 
population  is  here  to  stay  and  even  pay 
taxes,  such  as  Social  Security— though 
they  rarely  collect  it.  So,  reason  officials, 
if  s  best  to  stop  pretending  otherwise 
and  help  lift  them  out  of  the  shadows.  So 
far,  11  states  issue  driver's  licenses  to  il- 
legals, and  Florida  may  follow  suit:  In 
early  April,  Governor  Jeb  Bush  endorsed 
a  bill  to  do  so  there.  Hundreds  of  cities 
and  local  police  departments  accept  a 
Mexican  government-issued  I.D.  called 
the  matricula  consular  as  valid  for  every- 
thing from  bank  accounts  to  driver's  li- 
censes. Meanwhile,  a  growing  number 
of  financial  institutions  allows  the  un- 
documented to  get  mortgages  and  open 
accounts  using  the  matricula  or  IRS 
identification. 

"COGNITIVE  DISSONANCE" 

IT  ALL  ADDS  UP  to  something  close  to 
de  facto  legalization,  despite  the  cross 
currents.  The  growing  political  clout  of 
Hispanics,  who  make  up  the  bulk  of  ille- 
gal immigrants,  led  President  George  W. 
Bush  to  propose  a  partial  amnesty  pro- 
gram early  this  year.  Its  prospects  are 
uncertain  after  conservative  complaints 
that  it  would  reward  illegal  behavior,  but 
the  ground-level  efforts  to  achieve  some- 
thing similar  will  probably  continue. 
Nonetheless,  immigrants  also  face  con- 
tinued scrutiny.  "There  is  cognitive  dis- 
sonance on  the  the  part  of  the  federal 
government;  it's  helping  undocumented 
workers  in  some  areas  but  enforcing  im- 
migration laws  in  others,"  says  Roberto 
Suro,  director  of  the  Pew  Hispanic  Cen- 
ter, a  Washington  research  group. 

The  conflicting  strains  are  most  ap- 
parent with  driver's  licenses,  the  corner- 
stone document  for  illegals  to  build  a  life 

Illegal 

Immigrants: 
Legalize-or 
crack  down? 

While  Congress  debates  a  national 
tack,  states,  cities,  and  businesses 
are  moving  in  both  directions  at  once: 


in  the  U.S.  Matricula  holders  can  get 
them  in  the  11  states  that  accept  it,  while 
a  few  states  grant  licenses  to  those  with 
the  IRS  I.D.  But  most  require  papers 
available  only  to  those  here  legally,  such 
as  passports  or  Social  Security  numbers. 
The  issue  is  highly  divisive  at  a  time 
when  national  security  experts  are  trying 


to  stamp  out  easily  available  il- 
legal documents  such  as  those 
used  by  the  September  11  ter- 
rorists. Indeed,  last  year,  119 
bills  on  the  subject  were  con- 
sidered in  40  state  legislatures. 
About  half  would  have  made  it 
easier  to  get  licenses  or  ratified 
the  existing  rules;  the  rest 
would  have  stiffened  require- 
ments. In  Florida,  Governor 
Bush  is  trying  both  to  boost  se- 
curity and  to  ease  access  by  in- 
sisting that  illegals  verify  their  identity 
and  submit  to  fingerprinting  to  get  a  li- 
cense. Overall,  the  outcome  is  a  muddle. 
"Until  the  [feds]  deliver  a  solution,  the 
states  are  left  handling  it,"  says  Ann 
Morse,  director  of  the  Immigrant  Policy 
Project  at  the  National  Conference  of 
State  Legislatures. 

The  matricula  may  be  equally  contro- 
versial. First  issued  in  2002  by  Mexican 
consulates  in  the  U.S.,  the  document  in- 
cludes name,  address,  and  a  photo.  Na- 


tionwide, more  than  900  cities  and  mu- 
nicipalities and  943  police  departments 
recognize  it,  according  to  the  Mexican 
Consulate  General  in  New  York.  A  year 
ago,  the  U.S.  Treasury  even  endorsed  the 
matricukCs  use  as  a  way  to  encourage  il- 
legal immigrants  to  open  bank  accounts. 
But  critics  say  such  policies  encourage 
more  illegal  entry.  "It's  the 
beginnings  of  a  piecemeal 
illegal  alien  amnesty," 
charges  Mark  Krikorian, 
director  of  the  Center  for 
Immigration  Studies,  a 
Washington  research 

group      that      advocates 
tougher  policies. 

Still,  Corporate  America 
seems  to  have  decided  that 
it  can't  ignore  millions  of 
consumers,  even  illegal 
ones.  Some  150  banks,  in- 
cluding at  least  19  major 
ones  such  as  Bank  of  Amer- 
ica Corp.,  now  encourage  il- 
legal immigrants  to  use  the 
matricula  to  open  accounts. 
Wells  Fargo  &  Co.  is  setting 
up  23,000  new  matricula 
accounts  a  month  nation- 
wide, according  to  Shelley 
Freeman,  Wells  Fargo's  re- 
gional president  for  Los  An- 
geles County. 

The  debate  over  how  to 
deal  with  illegal  immi- 
grants has  bedeviled  the 
country  for  years.  Opponents  would  like 
to  declare  welfare,  schooling,  and  public 
health  care  off  limits,  and  after  September 
11,  efforts  to  do  so  intensified  for  a  while 
by  bringing  security  concerns  into  the 
equation.  But  now,  the  trend  to  accept  im- 
migrants' presence  as  a  fact  of  life  seems 
to  be  prevailing.  It  may  present  new  chal- 
lenges for  addressing  security,  but  given 
the  sheer  size  of  the  illegal  population, 
there  may  be  little  choice.  ■ 

-By  Brian  Grow  in  Atlanta 


Visitors 
arriving  at 
the  border 
may  face 
continued 
scrutiny 


DRIVER'S  LICENSES  Eleven  states  give  undocumented  immigrants  driver's  licenses.  Florida 
Governor  Jeb  Bush  also  wants  to  do  so,  using  fingerprinting  as  I.D.  But  California  Governor 
Arnold  Schwarzenegger  stopped  the  practice,  which  is  restricted  by  39  other  states. 

VALID  I.D.  More  than  900  cities  and  940  police  departments  accept  a  document  issued  by 
Mexican  consulates  in  the  U.S.  called  a  matricula  consular.  About  150  financial  institutions  and 
the  U.S.  Treasury  accept  it  to  open  bank  accounts.  But  Colorado  and  New  York  don't  recognize 
the  matricula  at  all. 


MORTGAGES  Milwaukee's  North  Shore  Bank  and  three  other  small  banks  now  issue  mortgages 
to  undocumented  immigrants,  and  others,  including  J.R  Morgan  Chase,  are  exploring  the  idea. 
But  Fannie  Mae  and  Freddie  Mac  won't  buy  them  for  sale  on  the  secondary  market. 


COLLEGE  TUITIO!  Seven  states  grant  in-state  tuition  to  illegals,  and  17  more  are  considering 
doing  so.  But  Alaska,  Arizona,  and  New  York  have  bills  that  would  explicitly  deny  it. 
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Customers  are  an  investment 
Maximize  your  return. 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise. 
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Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managing 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  the 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contact 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277 
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Looking  For  Data  In 
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NPW  tools  a  I  low        When  Jeff  Daly  joined  Norwood  Promotional  Products  last  year  as  CIO, 

he  found  the  same  situation  that  many  technology  executives  confront: 
Too  much  data  scattered  in  too  many  places.  Four  years  before  his 
"lcigC  GISpaiaTc        arrival,  Norwood  had  gone  on  a  pre-Millennium  buying  spree,  snapping 
Qdtd  SOlirC6S.        UP  a  dozen  companies.  That  turned  Indianapolis-based  Norwood  into 

a  $400-million  powerhouse  supplier  of  promotional  products.  But  it 
also  left  the  company  with  six  separate  enterprise  resource  planning  (ERP)  systems  containing  millions 
of  pieces  of  data  that  couldn't  be  easily  shared. 

In  many  ways,  Norwood  was  not  so  much  the  nation's  leading  supplier  of  promotional  products 
as  a  company  with  16  separate  product  lines.  A  Norwood  salesperson  might  know,  for  example, 
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how  many  of  the  company's  Tee  Off  golf  products  a  customer 
had  bought,  but  have  no  idea  if  that  customer  also  purchased 
mugs,  calendars  and  plaques  from  Norwood.  "We  couldn't 
understand  what  customers'  buying  habits  were,  so  we  couldn't 
entice  them  to  buy  more  from  us,"  Daly  says. 

Norwood  obviously  needed  to  pull  that  data  together.  Daly, 
however,  knew  that  many  companies  spend  years  and  millions 
of  dollars  on  data-integration  projects  for  business-intelligence 
purposes  that  end  up  bringing  scant  business  benefits.  "There 
are  a  lot  of  misconceptions  on  how  easy  data  integration  is, 
especially  if  you  spend  a  lot  of  money  on 
a  tool,"  he  says.  "The  important  aspect 
that  people  overlook  is  understanding 
the  value  of  the  data  and  what  it  will  OuJCkCT 


Quick  & 


be  used  lor. 

Business-intelligence  vendors  often 
speak  about  companies  needing  "a 
single  version  of  the  truth"  from  their 
data  to  make  good  business  decisions. 
Without  question,  data  overload  is  a 
problem.  At  many  companies,  business 
processes  have  disintegrated  over  the 
years  into  perhaps  hundreds  of  local 
processes,  each  managed  by  separate 
fiefdoms  with  their  own  systems,  data 
and  needs. 

Just  five  years  ago,  consultancy 
\  I  eta  Group  estimates,  80  percent  of  the 
data  that  came  into  data  warehouses 
was  from  applications  companies 
built  for  themselves  w  ith  common  data 
models.  Such  data  was  easy  for  anyone 
around  the  company  to  use.  Today, 
however,  the  situation  has  flip-flopped: 
80  percent  of  data  now  comes  from 
packaged  business  applications  with  a 
huge  variety  of  data  formats. 

With  data  volumes  growing  and 
the  need  for  information  to  be  ana- 
lyzed faster,  companies  are  realizing 
that  business-intelligence  objectives 
can  be  achieved  only  by  implementing 
>i\d  better  data-integration  strate- 
Partly,  this  means  turning  to  a 
new  generation  of  tools  that  brings 
more  powerful  capabilities  for  clean- 
enriching  and  merging  source 
en  more,  analysts  say, 
companies  need  to  look  beyond  tools 
at  often-ignored  human  and  process 
that,  when  overlooked,  can  waste 
huge  amounts  of  n  ti  I  IT  hours. 


Companies 

are  loading  data 

into  warehouses 

more  rapidly. 

The  need  for  updates 
several  times  a  day  is 
doubling...  J()% 


2003 


2004 


...and  the  need  for 
near  real-time  data  is 
more  than  tripling. 


2003 


2004 


Source:  Data 
Warehousing  Institute 


At  Norwood,  instead  of  just 
pulling  together  the  massive  amounts 
of  data,  Daly  sat  down  with  his  CEO 
and  had  him  go  through  1 00  customer 
and  sales  analytics  modules.  One  by 
one,  the  CEO  threw  out  the  reports 
that  didn't  make  sense  for  Norwood, 
until  only  30  were  left.  With  this  guid- 
ance on  what  data  "was  truly  useful, 
Daly's  team  was  able  to  integrate  the 
appropriate  data  from  the  disparate 
ERP  systems  in  90  days. 

Now,  Norwood  salespeople  can 
quickly  pull  together  comprehensive 
reports  on  customers  and  pitch  them 
on  product  lines  they  aren't  currently 
buying.  The  sales  force  can  woo  new 
business  by  providing  one  credit  line 
across  all  Norwood's  product  lines. 
That  can  be  a  strong  selling  point  to  a 
company  dealing  with  more  than  a 
dozen  separate  vendors,  all  with  differ- 
ent credit  lines. 
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Data 
Integration 
Challenges 

1.  Ensuring  ade- 
quate data  quality 

2.  Understanding 
source  data 

3.  Creating 
complex 
transformation 

4.  Creating 
complex  mappings 

5.  Ensuring 
adequate 
performance 

5.  Collecting 
and  maintaining 
metadata 

7.  Finding  skilled 
ETL  programmers 


8.  Providing  access 
to  metadata 

9,  Ensuring 
adequate 
scalability 

|0,  Integrating  with 
third-party  tools 
and  applications 

Source:  Data 
Warehousing  Institute 


Data  Issues  Times  Three 

Companies  are  dealing  with  huge  vol- 
umes of  data,  a  problem  that  figures  to 
grow  exponentially  with  the  coming 
advent  of  radio  frequency  identifica- 
tion. RFID  will  track  products  every 
moment  of  their  lives,  from  manufac- 
turing to  purchase.  At  the  same  time, 
there  is  greater  pressure  to  increase 
the  velocity  of  data — speeding  the 
time  between  when  data  is  captured 
and  when  it  is  put  to  use.  (See  sidebar 
"What  Do  Your  People  Need  And  When?"  on  page  7.) 

Although  quantity  and  speed  are  key  issues,  surveys  from 
Meta  Group  show  that  companies  are  twice  as  concerned 
about  handling  the  growing  number  of  data  sources.  'You  can 
always  throw  more  databases  and  hardware  at  the  data  to  deal 
with  the  volume  and  velocity  issues,"  says  Meta  Group  Analyst 
Doug  Laney,  "but  getting  the  data  together  isn't  so  easy." 

Data-integration  technology  falls  into  three  basic  categories: 

■  Extraction,  Transformation  and  Loading  (ETL),  which  collects 
data  from  a  variety  of  sources  to  capture  historical  information. 
Wayne  Eckerson,  director  of  research  for  the  Data  Warehousing 
Institute,  calls  ETL  "the  heart  and  soul  of  business  intelligence." 

■  Enterprise  Application  Integration  (EAI  I,  which  lets  develop- 
ers create  real-time  interfaces  among  different  transaction 
systems.  For  instance,  EAI  tools  can  connect  e-commerce  sites 
with  back-end  inventory  and  shipping  systems  so  that  online 
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There  must  be  a  more  intelligent  way 
to  track  your  financials. 


Business  Intelligence  from  Business  Objects 


When  you  need  financial  information,  you  need  it 
now.  Not  later.  You  simply  can't  afford  to  sniff  around, 
track  down,  and  piece  together  information  that's 
out  of  date  even  before  you  get  to  use  it. 
There  is,  fortunately,  a  more  intelligent  alternative. 
Industry  standard  business  intelligence  software 
from  Business  Objects.  It  mines  all  your  financial  and 
operational  systems  and  presents  a  complete,  detailed, 
and  up  to  date  financial  picture  of  your  business.  You 
can  access  and  create  financial  reports.  Analyze  your 
data.  And  rum  it  into  instant,  actionable  information. 
Whether  you  have  crucial  business  decisions  to 
make,  or  you're  trying  to  ensure  compliance  with 


today's  regulatory  reporting  requirements,  our 
business  intelligence  solutions  will  provide  all  the 
financial  information  you  need.  So  you  can  better 
track,  understand,  and  manage  your  business  to 
maximize  enterprise  peformance. 
Every  day,  more  than  24,000  companies  around  the 
world  rely  on  our  software  to  unlock  the  power  of 
information.  Perhaps  you  should,  too. 
For  your  free  copy  of  our  business  paper  "Optimizing 
Enterprise  Performance  through  Financial  Intelligence," 
visit  www.businessobjects.com/track.  Or  call 
Business  Objects  at  1-800-877-2340.  And  we'll  help  get 
you  on  the  right  track. 


Business  Objects 

The  business  intelligence  standard. 
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"You  can  always 
throw  more 
hardware  at  data  to 
deal  with  volume, 
but  getting  the 
data  together  isn't 
so  easy." 

—Doug  Uney.  HtU  Group 


customers  see  up-to-date  product 

deliver)  information. 

■  Enterprise  Information  Integration 

(EII),  which  creates  "\irtual  data  ware- 
houses" that  look  like  the  real  thing  to 
end  users.  Some  analysts  say  to  think 
of  EII  as  a  "quick  and  dirty"  short-lived 
data  mart. 


Everything  You  Care  About 

Data  integration — steeped  in  buzzwords 
and  acronyms  like  ETL.  EAI  and  EII — 
may  seem  like  a  technology  issue  but. 
fundamentally,  it's  a  business  issue 
that  demands  a  business  approach. 
Consider  some  recent  examples: 

One  CEO  receives  two  reports 
every  quarter,  one  that  says  the  compa- 
ny is  incredibly  profitable  and  another 
that  says  it  is  near  bankruptcy  Almost 
on  schedule  now,  the  executive  initiates  what  he  calls  "the 
CEO  fire  drill."  He  calls  his  direct  reports,  who  contact 
their  direct  reports,  all  the  way  down  through  the  organization, 
until  they  can  find  one  set  of  numbers  everyone  agrees  on. 

Because  of  poor  data  integration  "people  are  spending 
more  time  in  meetings  talking  about  where  they  found  the 
numbers  than  what  the  numbers  mean,"  says  Jennifer  Piseni, 
senior  manager  of  product  marketing  for  Cognos. 

"At  one  time,  people  thought  every  piece  of  information 
they  needed  was  in  the  ERP  system,    Piseni  says.  "They've 

learned  that  data  lives  in  a  whole    , 

bunch  of  other  places  and  they  need 
a  consolidated  viewr  of  it. 

Or  take  the  case  of  a  catalog  retail- 
er. A  production  designer  put  a  photo 
of  a  model  in  a  red  sweater  on  one 
page,  with  sweaters  in  other  colors 
stacked  on  the  side.  As  always,  the 
color  of  the  sweater  on  the  model  sold 
60  percent  better  than  the  other  op- 
tions. The  problem  was  the  production 
designer  made  his  choice  without 
knowing  that  few  red  sweaters  were  in 
stock,  so  the  orders  couldn't  be  filled. 

Business-intelligence  projects  with 
a  customer  relationship  management 
(CRM)  slant  often  bring  the  most 
obvious  return  on  investment.  The 
benefits  of  business  intelligence,  how- 
ever, also  extend  to  operational  areas 
like  distribution,  inventory  control, 
human  resources  and  financial  depart- 


How  Fast  Do  Users 
Update  Data? 

In  a  survey,  796  database  users  said  how 
often  they  updated  their  data. 


Updated  at  least 
every  minute 

Updated 
at  least 
every 
second 

Not  sure 
or  not 
applicable 


Source:  Data  Warehousing  Institute 


ments.  Currency  traders,  for  example,  can  lose  massive  sums 
for  every  minute  they  don't  have  business-intelligence  applica- 
tions providing  them  with  real-time  information  about  the 
always-fluctuating  values  of  money  from  countries  around  the 
globe.  Business-intelligence  tools  also  can  help  managers 
break  down  turnover  data  and  determine  new  recruiting  and 
training  strategies  to  reduce  employee  churn. 

All  these  areas  can  be  improved  by  better  data  integration. 
"Whatever  a  business  executive  cares  about  usually  involves 
blending  together  data  from  multiple  systems  to  create  a 
single  source  of  information,''  says  Eckerson  of  the  Data 
Warehousing  Institute. 


The  Users  are  Restless 

Rick  Sherman,  founder  of  the  consulting  firm  Athena  IT 
Solutions,  says  that  business  users  are  restless.  They  want  a  long- 
overdue  approach  to  the  woes  caused  by  lack  of  data  integration, 
and  they  want  it  now.  As  a  result,  he  says,  too  many  companies 
rush  out  and  buy  data-integration  technology  to  fix  the  problem 
before  they  think  through  the  problem.  Many  believe  that  data 
integration  is  only  a  matter  of  purchasing  ETL  tools.  But  they 
don't  take  the  other  key  steps  to  determine  data  requirements. 

"The  challenge  is  rarely  about  the  technology,"  says  Tobin 
Gilman,  director  of  product  marketing  for  enterprise  perfor- 
mance management  for  PeopleSoft.  "It's  knowing  what  the 
right  type  of  information  is,  what  metrics  to  measure  and  what 
the  right  workflow  is." 

"Data  is  locked  up  in  multiple  transactional  systems  in  a 
format  that  is  not  useful  and,  in  a  way,  that  is  not  accessible," 
Gilman  says. 

Gathering  business  requirements 
and  determining  data  quality  and 
needs  are  only  among  the  initial  steps. 
Usually,  the  source  data  is  in  much 
worse  condition  than  anyone  imagines, 
and  it  must  be  cleaned.  The  IT  depart- 
ment must  determine  the  gap  between 
what  data  is  available — and  in  what 
quality — and  what  the  business  users 
have  requested.  This  often-unexpected 
issue  typically  leads  to  revising  either 
business  expectations  or  projected 
costs,  Sherman  notes. 

As  Norwood's  Daly  says,  compa- 
nies must  first  closely  examine  the 
business  drivers  for  the  project.  If,  for 
example,  the  goal  is  to  improve  cus- 
tomer satisfaction,  the  company  must 
look  at  every  point  a  customer  inter- 
acts with  it — from  contacting  a  call 
center  to  returning  a  product.  At  each 
continued  on  page  9 
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Database  experts  agree  that  to  master  enterprise  data  integration, 
a  company  must  first  get  a  handle  on  how  much  of  its  informa- 
tion is  updated  in  real-time. 

The  term  "real-time,"  however,  is  thrown  around  a  lot.  And 
like  so  many  terms  in  high-tech,  it  has  adopted  so  many  meanings 
as  to  be  almost  meaningless. 

Is  real-time  data  where  users  can  see  data  simultaneously 
with  the  transaction,  as  Webster's  would  suggest?  Is  a  one-hour 
delay  real-time?  Two  hours?  Ten  minutes?  To  a  retail  executive 
used  to  daily  or  even  bi-weekly  updates,  a  one-hour  delay  feels 
like  real-time.  And  to  a  Wall  Street  trader,  a  10-second  delay- 
feels  like  anything  but  real-time. 

Colin  White,  president  of  BI  Research,  which  prepared  a 
report  on  real-time  for  the  Data  Warehousing  Institute,  finds 
that  what  people  mean  by  the  term  "real-time"  has  become 
fuzzy.  It  has,  he  says,  become  almost  synonymous  with  a  com- 
pany's  ability  to  be  agile  and  to  respond  quickly  to  changing 
business  requirements. 

As  the  examples  above  suggest,  real-time  means  different 
things  to  different  companies.  But  under  any  reasonable  defini- 
tion, many  users  today  are  asking  themselves  whether  they  truly 
need  real-time  data  at  all.  Will  their  overworked  staff  take  the 
time  to  look  at  it  that  often?  Will  their  infrastructure  be  able  to 

tin  such  a  way  as  to  allow  anv  financial  advantages  from 


If  a  retail  exec  can  only 
change  inventory  daily, 
minute-by-minute  updates 
may  not  help. 


seeing  the  data  that  quickly?  Example:  If  a  retail  executive  can 
only  change  inventory  or  place  orders  once  a  day,  minute-by- 
minute  updates  may  not  help  his  ROI. 

impanies,  a  key  reason  for  better  data  integra- 
tion is  to  create  a  foundation  for  a  real-time  enterprise. 
Real-time  decision  making  can  only  come  after  real-time  data 
integration.  Although  better  data  integration  usually  serves  a 
variety  of  important  purposes,  the  move  to  a  real-time  enter- 
prise must  be  carefully  evaluated. 

Just  ask  institutional  portfolio  advisors,  people  who  are  in  the 
business  of  understanding  the  value  of  both  money  and  informa- 


tion. They  know  the  importance  of 
having  the  most  up-to-date  information, 
but  they  also  realize  that  the  cost  can 
make  it  an  unnecessary  extravagance. 

"Portfolio  advisors  want  the 
most  up-to-date  information  they  can 
afford,"  says  Keith  Brodhead  Jr.,  vice 
president  of  QED  Information  Systems, 
a  Marlton,  N.J.,  firm  that  makes 
portfolio  management  and  investment 
accounting  systems. 

He  notes,  however,  that  the  cost  of 
a  live  feed  of  financial  information  might 
be  S60,000  a  month.  So  a  smaller  port- 
folio advisor,  who  has  clients  with  less 
demanding  needs,  might  decide  that 
having  a  few  feeds  during  the  day — at 
a  sixth  of  the  cost — makes  more  sense. 


Real-Time 
BI  Applications 

Companies 
Have  or  Plan  to 

Implement 

1.  Financial 
reporting 

2.  Single  view  of 
customer 

3.  Sales  forecast- 
ing and  pipeline 
monitoring 

4.  Real-time 
marketing 

5.  Product  pricing 
and  promotions 

6.  Order 
management 

7.  Customer 
portfolio 
management 

8.  Risk 
management 


9.  Quality  control 
and  monitoring 

10.  Fraud 
detection 

Source:  Data 
Warehousing  Institute 


Cost  Benefit 

Cost-benefit  analysis  is  hardly  a  new 
concept  but,  strangely,  it's  often  over- 
looked when  it  comes  to  glitzy 
technology  like  real-time  business 
intelligence.  Half  of  the  848  respon- 
dents in  a  Data  Warehousing  Institute    

survey  said  they  had  deployed  or  were 

planning  to  deploy  real-time  business-intelligence  projects. 
Many  of  these  firms,  though,  were  simply  loading  data  into  the 
data  warehouse  faster  to  alleviate  performance  and  operational 
problems,  while  perhaps  as  few  as  1 5  percent  of  these  projects 
were  focused  on  speeding  decision  analysis. 

"A  lot  of  companies  hear  about  real-time  and  want  it  imme- 
diately, without  being  on  the  maturity  curve  to  be  ready  for  it," 
says  Darren  Cunningham,  director  of  data-integration  market- 
ing fcr  Business  Objects.  "If  a  customer  hasn't  built  a  data  mart 
or  a  data  warehouse,  or  developed  the  ability  to  bring  data 
sources  together  in  an  integrated  way,  there  is  no  way  that  com- 
pany can  deliver  real-time  analytics  to  their  business  users." 

Real-time  also  raises  many  organizational  and  technical 
concerns.  For  instance,  real-time  business  applications  usually 
require  a  mix  of  operational  and  decision-support  processes  that 
normally  are  handled  by  different  IT  implementation  groups.  • 
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continued  from  page  5 

of  those  points,  data  needs  to  be  collected.  Then  the  questions 
become  how  to  improve  customer  satisfaction  and  how  to  im- 
plement processes  to  leverage  the  data. 

Most  companies  are  better  served  by  starting  small,  with 
departmental  projects.  "Begin  with  the  tangible,"  says  Roman 
Bukary,  director  of  product  marketing  at  SAP.  "Don't  try  to 
integrate  every  data  source  at  once.  Just  make  sure  that  the 
technology  you  choose  is  scalable." 


Pushback  on  Data  Integration 

Resistance  to  the  concept  of  data 
integration  can  come  from  many  sur- 
prising places,  on  both  the  business 
and  technology  sides.  "Data  quality 
has  become  a  catch-22,"  says  Tho 
Nguyen,  manager  of  data  integration  at 
SAS.  "Companies  acknowledge  there's 
a  problem,  but  many  don t  want  to  deal 
with  it  because  they've  already  invested 
millions  and  millions  of  dollars  into  the  IT  infrastructure  while 
overlooking  the  data-quality  issue." 

In  many  companies,  departments  often  maintain  informa- 
tion silos  because  they  don't  want  to  relinquish  control  of  their 
data.  The  key  to  gaining  departmental  participation  is  to 
demonstrate  the  benefits  of  data  integration.  Take  a  data- 
integration  project  that  needs  to  gather  information  from 
regional  bank  branches.  In  some  areas,  that  data  can  be 
enriched  with  third-part)'  credit  scores.  'You  can  tell  the  manager, 
'Give  me  the  data  and  I'll  return  it  to  you  in  an  enriched  way 
that  allows  you  to  pre-approve  customers  for  loans  and  credit 
cards, '"  says  SAP's  Bukary.  "Quickly,  they  will  see  why  they 
should  share." 

According  to  Meta  Group  surveys,  about  five  percent  of 
data  becomes  stale  in  some  respect  every  month.  The  consult- 
ing firm  recommends  that  data-quality  initiatives  include 
enrichment  with  information  from  credit  bureaus,  industry 
organizations  and  the  like. 

The  toughest  issue  for  Norwood's  Daly  is  getting  people  to 
change  their  processes,  which  may  result  in  "dirty  data,"  going 
forward.  "If  you  want  people  working  with  the  source  of  the 
data  to  change,  you  can  get  kickback  and  resistance,"  he  says. 

To  address  business-intelligence  problems,  some  companies 
have  established  Business  Intelligence  Centers  of  Excellence, 
which  exist  as  either  physical  or  virtual  teams  of  people  from  dif- 
ferent departments.  Others  are  taking  this  concept  a  step  further 
and  creating  Data  Integration  Centers  of  Excellence — though 
these  initiatives  rarely  use  such  a  moniker — which  monitor  the 
sources  of  data  and  decide  on  the  best  overall  approach  for 
managing  information. 

"Successful  companies  are  trying  to  move  business  intelli- 
gence and  data  integration  from  a  conversation  that  involves 
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only  the  IT  side  or  the  business  side  and  gets  both  involved,-* 
says  Darren  Cunningham,  director  of  data-integration  market- 
ing at  Business  Objects. 

Code,  Load  and  Explode 

Data  integration  isn't  easy.  "Businesspeople  don't  anticipate  how 
hard  this  is  or  how  much  it  will  cost,  because  they  don't  know- 
how  bad  and  inconsistent  their  data  is,"  says  Eckerson  of  the 
Data  Warehousing  Institute. 

A  common  scenario  in  data  inte- 
gration   is    called    "code,    load    and 
explode,"  where  ETL  developers  code 
the  extracted  information  and  start 
processing  it  only  to  find  too  many 
errors  stemming  from  the  source  data 
files.  After  they  fix  the  errors  and  rerun 
the  ETL  process,  more  errors  pop  up. 
In  the  past,  a  key  problem  with  many 
ETL  tools  was  that  they  assumed  the 
data  was  clean  and  consistent.  To  fix 
this,  many  ETL  vendors  are  beginning  to  integrate  special- 
ized cleaning  routines  into  ETL  workflows  or  to  partner  with 
vendors  that  pro\ide  this  capability. 

Most  of  the  inquiries  Meta  Group's  Laney  gets  today,  he  says, 
have  "a  data-quality  flavor  to  them."  He  estimates  the  market  for 
data-quality  tools  will  grow  at  a  compound  annual  rate  of 
between  20  and  30  percent  over  the  next  three  to  five  years. 

SAS  Nguyen  estimates,  though,  that  only  about  20  per- 
cent of  companies  are  now  looking  at  data  quality  closely. 
"We  believe  that  cleaning  and  data  integration  will  be  the 
foundation  of  any  business-intelligence  platform,"  he  says. 
"Without  putting  data  quality  into  data  integration,  the  process 
becomes  unreliable." 

And  you  know  the  old  saving — garbage  in,  garbage  out. 
The  same  can  be  said  for  data  integration.  A  successful  data- 
integration  project  can  solve  many  problems  that  bedevil  a 
company.  But  to  be  successful,  companies  must  look  beyond 
the  technology  issues  and  consider  a  wide  range  of  business 
and  people  matters.  • 
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BY  ROBERT  McNATT 


Who  Says  Wal-Mart  Is  Bad  for  Cities? 

Underserved  neighborhoods  welcome  its  jobs,  low  prices,  and  tax  revenue 


THE  WAL-MART  at  the  Baldwin 
Hills  Crenshaw  Plaza  in  South 
Central  Los  Angeles  sits  across 
the  street  from  the  kind  of 
stores  you'll  find  in  any  strug- 
gling big-city  neighborhood.  There's  Lili's 
Wigs  and  King's  Furniture  and  Mama's 
House,  which  promises  the  "Best  Soul 
Food  in  Town."  Last  year,  Wal-Mart 
Stores  Inc.  took  over  a  space  that  had  been 

vacant  since  Macy's  left  five  years  ago.  Since  then,  it  has  lured 
black  and  Latino  shoppers  with  low  prices  on  everything  from 
videos  to  toothpaste.  And  now  that  people  can  stay  in  the  neigh- 
borhood for  bargains,  something  else  interesting  is  happening: 
They're  stopping  at  other  local  stores,  too. 

"The  traffic  is  definitely  there.  We're  seeing  more  folks,"  says 
Harold  Llecha,  a  cashier  at  Hot  Looks,  a  nearby  clothier.  The 
same  is  happening  at  other  nearby  shops,  say  retailers.  They  ac- 
knowledge that  these  shoppers  don't 
always  buy  from  them.  On  some 
items,  Wal-Mart  prices  can't  be  beat. 
And  a  handful  of  local  shops  have 
closed.  But  the  larger  picture  is  that 
many  that  were  there  before  the  big 
discounter  arrived  are  still  there. 
There  are  new  jobs  now  where  there 
were  none.  And  a  moribund  mall  is  re- 
gaining vitality.  In  short,  Wal-Mart 
came  in— and  nothing  bad  happened. 

Opening  a  Wal-Mart  in  neighbor- 
hoods underserved  by  retailers  should 
be  a  no-brainer.  Yet  opposition  to  Wal- 
Mart  is  fierce.  In  June,  the  Los  Angeles 
City  Council  considers  a  law  that  will 
ban  big-box  retailers  with  grocery 
stores  (read:  Wal-Mart  Supercenters) 
from  poor  neighborhoods.  There,  the 
issue  is  Wal-Mart's  low  wages  and 
benefits.  But  opposition  comes  for  oth- 
er reasons,  too.  In  April,  Inglewood 
(Calif.)  voters  shot  down  Wal-Mart 
when  it  wanted  to  circumvent  local 
zoning  laws.  In  Chicago,  the  issues  are 
wages  and  land  use.  In  New  Orleans, 
design  was  a  flash  point. 


A  little  pay 
and  design 
flexibility 
would  go  a 
long  way 


But  for  hard-pressed  urban  neighborhoods,  having  a  Wal- 
Mart  is  probably  a  good  idea.  People  like  the  bargains— and  the 
jobs.  And  with  fewer  small-town  sites  left,  Wal-Mart's  march 
into  cities  will  only  pick  up.  Ten  years  ago,  it  had  only  13  stores 
in  cities  with  more  than  1  million  people.  Today  it  has  38,  with 
more  on  the  way.  Even  Los  Angeles  Councilman  Eric  Garcetti, 
prime  backer  of  the  LA.  bill,  says:  "We're  not  saying  to  Wal- 
Mart  that  we  don't  want  you  under  any  condition.  But  we  want 
to  bring  them  to  Los  Angeles  in  a  way  that  supplements  the 
economic  development  policies  we  have."  He  fears  that  super- 
centers  could  put  local  supermarkets,  often  the  key  to  neigh- 
borhood upgrades,  out  of  business. 

A  new  Wal-Mart  can  indeed  gut  a 
small  burg's  downtown.  But  urban  big- 
box  retailing  is  so  new  that  economists 
are  just  beginning  to  get  a  handle  on  it 
A  2003  study  by  Emek  Basker  at  the 
University  of  Missouri  found  that  five 
years  after  the  opening  ofWal-Marts  in 
most  markets,  there  is  a  small  net  gain 
in  retail  employment  in  counties 
where  they're  located,  with  a  drop  of 
only  about  1%  in  the  number  of  small 
local  businesses.  That  is  consistent 
with  what  seems  to  have  happened  in 
Baldwin  Hills.  Basker  has  also  found 
significant  price  benefits:  Retail  prices 
for  many  goods  fall  5%  to  10%. 

While  Big  Labor  blasts  the  dis- 
counter for  its  nonunion  workforce, 
where  a  Wal-Mart  worker  might  earn 
half  what  a  union  counterpart  makes, 
even  critics  suggest  that  a  Wal-Mart 
job  might  pay  no  worse  than  one  at  a 
local  mom-and-pop.  "Many  small 
businesses  are  comparable  in  wages 
to  Wal-Mart,"  says  Stacy  Mitchell,  a 
researcher  at  the  Institute  for  Local 
Self-Reliance  in  Minneapolis. 

In  Austin,  a  poor  area  of  Chicago, 
the  employment  Wal-Mart  would 
provide  looms  large.  "If  s  real  simple: 
we  need  those  jobs,  and  we  need  them 
bad,"  says  Alderman  Emma  Mitts,  in 
whose  ward  a  new  Wal-Mart  (without 
a  supermarket)  may  go.  She  knows 
unions  dislike  Wal-Mart.  But  for  her, 
the  bottom  line  is  this:  "I  can't  moni- 
tor them  unless  they're  here."  Finally, 
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there  is  the  tax  benefit.  Urban  stores 
capture  sales  taxes  that  might  end  up  in 
the  suburbs.  Even  so,  some  critics  say 
that  offering  incentives  to  land  a  Wal- 
Mart  may  yield  only  a  small  return  for  a 
city.  San  Diego  gave  Wal-Mart  $9.5  mil- 
lion to  open  a  store  in  an  old  mall.  A 
study  by  the  Center  on  Policy  Initiatives 
found  that  the  city  reaps  tax  benefits  of 
only  $250,000  annually.  It  isn't  a  lot, 
but  as  co-author  David  Karjanen  puts  it: 
"The  question  becomes  whether  some- 
thing is  better  than  nothing." 

It  probably  is.  Nothing  is  wrong  with 
more  jobs,  lower  prices,  and  more  tax 
revenues.  Wal-Mart's  critics  should  ac- 
knowledge that.  But  Wal-Mart  could 
improve  the  handling  of  its  urban  en- 
gagements with  more  flexibility  and  a 
keener  ear  for  local  concerns.  The  com- 
pany should  not  be  saying,  as  it  does, 
that  it  has  no  urban  strategy. 

That's  a  mistake.  Wal-Mart  needs  a 
well-thought-out  plan  to  ease  its  entry 
into  cities.  One  idea:  It  could  take  the 
bold  step  of  revising  its  wage  scale. 
Costco  Wholesale  Corp.,  for  instance,  is 
mostly  non-union.  But  it  offers  better 
pay,  so  it  rarely  provokes  the  ire  a  Wal- 
Mart  does.  The  company  would  do  well 

Going  to  Town 

Ever  so  slowly,  Wal-Mart  is 
beginning  to  put  stores  in 
the  country's  biggest  cities 

13  Number  of  Wal-Marts  in  U.S.  cities 
with  more  than  1  million  people  in  1994 

38  Number  of  Wal-Marts  in  U.S. 
cities  with  more  than  1  million  people 
in  2004 

3,021  Total  number  of  Wal-Marts  in 
the  U.S.  in  2004 

Data:  Company  reports.  Rand  McNally  &  Co. 


to  consider  more  flexibility  in  its  store 
design,  too.  What  looks  O.K.  in  a  former 
cornfield  can  set  a  city  dweller's  teeth  on 
edge.  Most  important,  it  needs  to  talk 
early  and  often  with  the  communities  it 
wants  to  be  in— a  lesson  Wal-Mart 
seems  only  now  to  be  learning.  "I  think 
there  was  a  point  in  the  company's  his- 
tory when  we  were  less  sensitive  to  local 
needs,  but  we  have  gotten  better,"  says 
Robert  S.  McAdam,  Wal-Mart's  vice- 
president  for  state  and  local  government 
relations.  Many  observers  would  argue 
that  it  could  do  a  whole  lot  more.  ■ 

— With  Ronald  Grover  in  Los 

Angeles  and  Wendy  Zellner 

;n  Santa  Barbara,  Calif. 
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Marketing  Retail  in 


Out-Discounting 
The  Discounter 

Why  dollar  stores  that  sell  at  cut-rate 
prices  are  giving  Wal-Mart  pause 


w 


HEN  WAL-MART 
Stores  Inc.  comes 
to  town,  other 
stores— from  gro- 
cers to  hobby 
shops  — quake. 
But  while  mighty 
Wal-Mart  may  look  invincible,  one  re- 
tailing sector  has  learned  to  feast  on  the 
crumbs  that  the  giant  discounter  leaves 
behind.  Dollar  stores,  those  bare-bones, 
strip-mall  chains  that  sell  staples  and 
knickknacks  at  cut-rate  prices,  are  now 
the  fastest-growing  retailers  in  America. 
They've  become  an  alternative  for  a 
growing  legion  of  shoppers  who  find 
Wal-Mart  a  bit  too  pricey  or  a  bit  too 
hard  to  get  to.  Led  by  Dollar  General, 
Family  Dollar,  and  Dollar  Tree,  the  sector 
has  added  more  than  4,000  new  stores  in 
the  past  three  years,  an  increase  of  34%. 
So  far,  they're  just  a  speck  on  the  Wal- 
Mart  landscape;  combined  sales  for  the 
group  totaled  $16  billion  last  year,  com- 
pared with  $178  billion  at  Wal-Mart's 
nameplate  U.S.  discount  stores.  But  that 
doesn't  mean  they've  escaped  notice.  As 
the  dollar  stores  are  expanding  and  at- 
tracting a  bigger  pool  of  customers  with 
more  name-brand  products,  Wal-Mart 
and  a  handful  of  other  retailers  are  test- 
ing their  own  dollar-store  sections  to 
head  off  the  competition.  "They  are  a 
major  threat,  so  much  so  that  Wal-Mart 
will  eventually  have  to  buy  one  of  these 
chains  or  start  one,"  predicts  Harvard 
University  professor  John  R.  Stilgoe,  who 
has  studied  Wal-Mart's  and  the  dollar 
stores'  growth.  Says  Sharon  Weber,  a 
Wal-Mart  spokeswoman:  "There  is 
room  in  the  retail  environment  for  all 
types  of  competitors." 

The  two  largest  chains,  Dollar  Gener- 
al and  Family  Dollar,  account  for  the 
biggest  share  of  store  openings  in  the 
category.    Dollar    General,    based    in 


Goodlettsville,  Tenn.,  will  add  an  esti- 
mated 625  stores  this  year  for  a  total  of 
about  7,325,  giving  it  the  most  units  of 
any  U.S.  retailer.  Family  Dollar,  of 
Matthews,  N.C.,  will  add  nearly  485, 
bringing  its  total  to  about  5,693-  Wal- 
Mart,  by  comparison,  will  open  up  to 
240  "Supercenter"  combination  dis- 
count and  grocery  stores,  and  up  to  45  of 
its  discount  stores.  Still,  thanks  to  its  gi- 
ant-size format,  Wal-Mart  will  add  more 
than  four  times  the  square  footage  of  the 
dollar  stores. 

URBAN  OPPORTUNITIES 

WAL-MART'S  SHEER  HEFT  has  created 
opportunity  for  dollar  stores.  The  dis- 
counter usually  opens  its  mammoth 
stores  on  the  outskirts  of  towns.  Dollar 
chains  can  put  their  much  smaller  stores 
right  in  downtown  neighborhoods,  clos- 
er to  where  people  five.  Parking  is  usual- 
ly a  snap,  and  shoppers  can  be  in  and  out 
in  less  time  than  it  would  take  to  hike 
across  a  jumbo  Wal-Mart  lot.  And  as 
their  name  implies,  the  dollar  stores  offer 
low  prices,  sometimes  even  beating  Wal- 
Mart.  "Wal-Mart  competes  on  price  and 
assortment,"  says  David  A-  Perdue,  Dol- 
lar General's  chief  executive.  "We  com- 
pete on  price  and  convenience." 


How  does  a  strip-mall  chain  beat  the 
world's  most  efficient  retailer  on  price?  If  s 
not  by  matching  Wal-Mart's  world-class 
technology  or  legendary  clout  with  sup- 
pliers. Instead,  by  offering  even  less  in  the 
way  of  frills  than  Wal-Mart,  the  dollar 
stores  have  ultra-low  overheads.  They 
gravitate  toward  second-tier  strip  centers, 
cutting  real  estate  costs  to  the  bone,  says 
Glenn  J.  Rufrano,  CEO  of  New  Plan  Excel 
Realty  Trust  Inc.,  which  owns  shopping 
centers  with  dollar-store  tenants.  And  dol- 
lar stores,  which  started  out  as  liquidators, 
are  quick  to  pick  up  cut-rate  leases  when 
other  retailers  go  out  of  business. 

The  chains  also  save  on  marketing— 
basically,  by  not  doing  any.  Family  Dollar, 
for  instance,  prints  one  advertising  circu- 
lar a  year.  They  approach  labor  the  same 
way:  Dollar  General  and  Family  Dollar 
employ  about  four  people  per  store.  And 
all  the  chains  rely  on  closeout  and  stock- 


The  Almighty  Dollars 

3art  liquidator,  part  discounter,  dollar  stores  are 
among  the  fastest-growing  retailers  in  the  land 
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overrun  merchandise  for  a 
portion  of  sales. 

This  penny-pinching  ap- 
proach means  that  dollar 
stores  appeal  to  a  different 
demographic  than  Wal- 
Mart.  Shoppers  with  family 
incomes  under  $30,000  ac- 
count for  51%  of  dollar- 
store  sales,  according  to 
market  researcher  AC- 
Nielsen  Corp.  Analysts  esti- 
mate that  the  typical  Wal- 
Mart  shopper  has  an  income  closer  to 
$40,000  and  edging  up  as  supercenters 
attract  wealthier  grocery  shoppers.  Dol- 
lar General  and  Family  Dollar  mosdy  sell 
items  that  are  $10  or  less.  Dollar  Gener- 
al prices  most  goods  in  round  num- 
bers—$1,  $2,  or  $3— to  reinforce  the 
message,  while  Dollar  Tree  Stores  Inc. 
prices  everything  at  a  buck. 

These  days,  the  dol- 
lar-store formula  is 
starting  to  pull  in 
higher-income  shop- 
pers. Families  earning 
$70,000  and  above 
were  the  fastest-grow- 
ing group  at  the  chains 
in  2003,  ACNielsen  re- 
search shows.  Partly 
that's  because  the 
chains  are  adding  more 
brand-name  consumer 
products  — the  same 
products     shoppers 


Now  even 
Wal-Mart  is 
trying  out 
dollar-store 
sections  in 
its  centers 


would  find  at  Wal-Mart. 
Patty  Brock,  who  shops  her 
local  Dollar  General  in  Sun 
Prairie,  Wis.,  about  once  a 
month,  says  she  finds  many 
items  there  that  she  used  to 
get  at  Wal-Mart,  like  Crest 
toothpaste,  Gillette  shaving 
cream,  and  Zest  soap,  at 
similar  prices.  Those  famil- 
iar names  help  bring  in  new 
customers.  "If  s  legitimizing 
the  dollar-store  channel," 
says  Jeffrey  A.  Rein,  presi- 
dent of  Walgreen  Co.,  the 
nation's  largest  drug- 
store chain. 

For  a  lot  of  suppliers,  any- 
thing that  offers  some  relief 
from  their  dependence  on 
Wal-Mart  has  got  to  be  a 
welcome  change.  Procter  & 
Gamble  Co.  has  installed  a 
team  of  workers  at  Dollar 
General's  headquarters,  just 
like  it  has  at  Wal-Mart.  Its 
products  now  account  for 
11%  of  Dollar  General's 
sales.  P&G  even  produces 
special,  smaller  sizes  for  the 
chains  so  they  can  hit  their 
low  price  points.  For  Family 
Dollar,  P&G  produces  18- 
ounce  bottles  of  Dawn  dish 
soap  to  sell  at  $1. 

Now  big-name  retailers 
are  experimenting  with 
their  own  versions  of  dollar 
stores.  Wal-Mart  is  testing 
"Pennies-n-Cents"  sections 
in  20  Supercenters.  Target  Corp.,  mean- 
while, is  trying  out  "The  1  Spot"  in  125  of 
its  discount  stores.  Kroger  Co.,  the  nation's 
largest  supermarket  chain,  Exxon  Mobil 
Corp.,  which  operates  convenience  stores 
at  some  gas  stations,  and  Walgreen  are 
also  experimenting  with  dollar  sections. 

Of  course,  the  fast-growing  dollar 
stores  will  run  into  some  of  the  same 
challenges  Wal-Mart  faces  as  they  ap- 
proach saturation  in  the  best  markets. 
Forced  to  move  beyond  their  rural  roots 
to  more  urban  markets,  they  face  higher 
real  estate  and  labor  costs.  On  April  20, 
99  Cents  Only  reported  a  35%  decline  in 
quarterly  earnings  per  share,  in  part  be- 
cause of  expansion  costs.  Still,  with 
15,000  dollar  stores  nationally,  consulting 
firm  Retail  Forward  Inc.  estimates  there's 
room  to  double  that  count.  A  market  that 
juicy  just  might  prove  irresistible  to  the 
likes  of  Wal-Mart.  ■ 

By  Robert  Berner  in  Sun  Prairie,  Wis., 
and  Brian  Grow  in  Atlanta 
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The  Internet  has  rewritten  the  rules  for  books, 
music,  and  travel.  Which  industries  are  next? 
Here  are  six.  by  timothy  j.  mullaney 
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AS  THE  INTERNET  BOOM  TURNED  INTO  BUST,  CORPORATE 
America  could  be  forgiven  for  allowing  itself  a  small  sigh  of  re- 
lief. When  all  was  giddy,  and  the  stock  market  giddiest  of  all,  big 
companies  feared  the  disruptive  power  of  the  Net.  Look  what 
happened  to  Barnes  &  Noble,  they  fretted,  as  Amazon.com 
changed  the  game  of  bookselling.  Or  how  Expedia  Inc.  overran 
travel  agents.  No  one  wanted  to  be  the  next  to  get  "Amazoned." 
So  when  the  NASDAQ  buckled  in  2000,  the  corporate  giants  re- 
laxed—relieved that  things  weren't  going  to  change  as  radical- 
ly or  as  rapidly  as  they  had  feared. 

Uh-oh— the  threat  is  back.  Net  companies  have  survived 
their  nuclear  winter,  and  throughout 
the  economy,  big  companies  are 
again  under  assault.  Again,  the  Web 
is  threatening  to  force  down  the 
prices  charged  by  traditional  players, 
squeeze  their  margins,  and  even  put 
some  out  of  business.  New  technolo- 
gy, new  ways  of  doing  business,  and 
new  approaches  to  cutting  out  the 
middleman  mean  the  old  pricing 
power  is  collapsing  in  a  series  of  in- 
dustries—and  existing  leaders  will  be 
forced  to  find  new  ways  to  make 
money.  The  pressing  question  is: 
How  many  more  industries  will  be 
transformed  by  the  Net?  "How  high 
is  the  sky?"  answers  Barry  Diller, 
CEO  of  InterActiveCorp ,  which  owns 
Expedia  and  other  Net  properties. 

In  the  first  wave  of  disruption, 
Amazon,  Expedia,  and  others 
rewrote  the  rules  for  books,  music, 
and  air  travel.  Now  the  Web  is  poised 
to  remake  at  least  six  more  major  in- 
dustries: jewelry,  bill  payments,  tele- 
com, hotels,  real  estate,  and  software. 
In  the  jewelry  business,  online  play- 
ers are  set  to  wreak  havoc  on  traditional  players.  Amazon  CEO 
Jeffrey  P.  Bezos,  who  jumped  into  the  business  on  Apr.  22,  says 
he  can  buy  a  diamond  wholesale  for  $500  and  resell  it  for  $575. 
Never  mind  that  Tiffany,  Zale,  and  neighborhood  stores  are 
used  to  getting  $1,000  for  the  same  stone.  Five-year-old  Blue 
Nile  Inc.  has  proved  that  this  strategy  can  be  very  profitable. 
The  online  jeweler  made  $27  million  on  $129  million  in  sales 
last  year.  The  upstarts  "are  going  to  kill  everyone,"  says  analyst 
Ken  Gassman  of  New  York-based  Rapaport,  which  publishes  a 
diamond  industry  newsletter. 

Brave  talk  like  that  is  surfacing  again  because  this  show 
turned  out  to  star  more  than  just  eBay  and  the  Failures.  Com- 
panies that  made  it  through  the  dot-com  bust  worked  hard  to 
get  their  houses  in  order.  Nearly  60%  of  the  remaining  public  In- 
ternet companies  made  money  in  the  fourth  quarter  of  last  year, 
based  on  si  ndard  accounting  measurements.  Those  profits  are 
luring  invest)     ^ack  to  the  market.  Venture-capital  investments 


topped  $5  billion  in  the  first  quarter  for  the  first  time  in  nearly 
two  years,  while  14  Net  companies  are  registered  to  go  public. 

Thaf  s  not  to  say  this  is  1996  redux.  The  Net  is  no  secret,  and 
most  established  players  know  exactly  what's  coming.  Instead 
of  burying  their  heads  in  the  sand,  they're  devising  strategies  to 
strike  back  against  Net  insurgents.  In  some  cases,  the  incum- 
bents simply  plan  to  co-opt  the  upstarts'  technology.  Consider 
Verizon  Communications  Inc.  Once  CEO  Ivan  G.  Seidenberg 
saw  Vonage  Holdings  Corp.  and  other  newcomers  start  using 
Net  technology  to  offer  phone  services  for  a  third  less  than  ex- 
isting rates,  he  played  his  trump  card:  He  said  the  New  York 


phone  giant  would  invest  $2  billion  in  Net  technology  over  the 
next  two  years.  "Ifs  a  dynamic  process,  where  you  get  new 
players,  but  old  players  also  can  reinvent  themselves,"  says  Paul 
Saffo,  research  director  at  Institute  for  the  Future,  a  Silicon  Val- 
ley think  tank.  "Only  the  dumbest  players  die  in  this  process." 

Still,  some  incumbents  are  bent  on  fighting  the  digital  evolu- 
tion. Hotel  chains  are  cracking  down  on  franchisees  that  get  too 
cozy  with  Web  travel  agencies.  Intercontinental  Hotels  Group  is 
slapping  hotel  owners  with  fines  and  threatening  to  pull  their 
franchise  licenses  if  they  offer  special  discounts  through  Net  part- 
ners. At  the  same  time,  real  estate  giant  Cendant  Corp.  pressed 
the  National  Association  of  Realtors  to  make  it  harder  for  Net  up- 
starts to  get  home-sale  listings.  "The  time  for  being  scared  was 
1998.  It's  not  today,"  says  Richard  A  Smith,  CEO  of  Cendant's 
real  estate  division. 

The  tactics  may  prove  ineffective,  however.  Hotel  owners 
barred  from  giving  Web  players  discounts  may  see  travelers 
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book  rooms  across  the  street  at  rival  hoteliers.  And  Cendant's 
parry  in  real  estate  is  on  hold  while  the  Justice  Dept.  conducts 
an  antitrust  probe. 

As  the  battle  is  joined,  expect  another  round  of  productivity 
gains  to  cascade  through  the  economy.  Many  economists  have 
been  predicting  productivity  will  slow  from  its  torrid  pace  of  the 
past  few  years.  But  the  Web's  impact  on  more  industries  suggests 
that  productivity  growth  may  continue  over  3%  a  year,  near  its 
3.6%  average  clip  of  the  past  five  years.  Moving  to  digital  check 
writing  is  just  one  example.  Write  a  paper  check,  and  it  costs  your 
bank  about  30<t  to  process.  Pay  the  same  bill  online,  and  it's  a 
dime.  Online  bill  payment  is  ex- 
ploding: Gartner  Inc.  estimates 
that  65  million  people  paid  at  least 
one  bill  online  last  year,  up  97% 
from  the  year  before.  "The  Internet 
economy  is  in  full  swing  again," 
says  Mark  M.  Zandi,  chief  economist  at  Economy.com  Inc. 

As  e-biz  strikes  again,  key  questions  arise:  Why  these  indus- 
tries? And  why  now?  In  the  first  round  of  Net  disruption,  the  on- 
line players  were  selling  commodities:  books,  music,  or  stock 
trades.  Customers  didn't  need  to  see,  squeeze,  or  sniff  the  stuff- 
all  they  cared  about  was  price.  Today's  Net  upstarts  are  pulling 
together  more  complex  information  and  boiling  it  down  so  con- 
sumers can  become  smarter  purchasers  of  a  broader  array  of 
products  and  services.  In  real  estate,  for  instance,  zipRealty  and 
others  have  learned  how  to  use  software  to  show  potential  home 
buyers  photos  and  floor  plans  for  scores  of  potential  houses.  Be- 
cause that  reduces  the  agent's  work,  zipRealty  can  save  con- 
sumers 20%  to  25%  off  standard  commissions.  In  the  jewelry  biz, 
Blue  Nile  offers  loads  of  educational  information  on  diamonds  so 
lovestruck  men  feel  comfortable  buying  gems  based  on  a  collec- 
tion of  independent  ratings  on  color,  cut,  clarity,  and  carat  size. 

Broadband  has  been  instrumental  in  the  Net's  advance,  too. 
A  critical  mass  of  people  around  the  world  now  have  high- 


speed Net  access,  including  27  million  U.S.  households.  That 
means  consumers  can  handle  the  huge  loads  of  information 
dished  up  by  the  second  wave  of  online  players.  Lickety-split 
Net  links  let  them  browse  through  dozens  of  photos  of  hotel 
rooms,  check  out  a  variety  of  gold  necklaces,  or  take  virtual 
tours  of  scores  of  homes  for  sale.  Speedy  Net  connections  also 
have  made  it  easier  for  programmers  around  the  world  to  co- 
operate in  developing  new  open-source  software,  which  is 
changing  the  economics  of  the  $200  billion  software  market 

The  industries  under  assault  have  other  more  subtle  charac- 
teristics in  common,  as  well.  Several,  including  jewelry  and  ho- 


tels, have  long  supply  chains  with  many  middlemen,  each  of 
whom  takes  a  cut  of  the  profits,  driving  up  retail  prices.  A  South 
African  white  diamond  can  pass  through  five  different  hands, 
including  rough-diamond  brokers,  cutters,  and  jewelry  and  di- 
amond wholesalers.  Blue  Nile  connects  over  the  Internet  to  its 
key  suppliers,  who  buy  their  stones  directly  from  South  Africa's 
powerful  DeBeers  Consolidated  Mines  Ltd.  That  eliminates 
three  middlemen  or  more.  "Businesses  are  learning  to  drive 
process  change  by  combining  it  with  technology,"  says  John  T 
Chambers,  CEO  of  networking  giant  Cisco  Systems  Inc. 

So,  who  will  win,  the  upstarts  or  the  established  companies? 
This  time,  with  incumbents  attuned  to  the  advantages  of  the 
Net,  there  will  be  victors  on  both  sides.  A  Blue  Nile  here,  a  Ver- 
izon there.  More  important,  though,  is  that  the  Internet  will 
continue  to  have  sweeping  impact  on  the  economy,  giving  con- 
sumers more  choices  and  making  everyone  more  efficient.  "If  s 
going  to  be  a  wonderful  mess,"  says  Al  Lill,  a  fellow  at  tech-re- 
search firm  Gartner  In  these  six  industries,  and  more.  ■ 
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Online  sales  are  soaring  as  e-tailers— now 
including  Amazon— offer  big  savings  and  still  make  a  profit 


Data: 


AMY  SMITH  IS  WHAT  HAPPENS 
when  true  love  meets  the  Inter- 
net. The  31-year-old  admits  she 
oohed  and  aahed  over  engage- 
ment rings  at  the  Tiffany  &  Co. 
store  near  her  Potomac  Falls  (Va.)  home. 
But  when  she  got  engaged  last  October, 
Smith  checked  out  other  stores,  including 
online  jeweler  Blue  Nile  Inc.  After  using 
Blue  Nile's  guides  to  master  the  Four  Cs 
of  diamonds  (color,  cut,  clarity,  and 
carats)  and  picking  out  a  $10,000  ring 
there,  Smith  had  one  question  left.  "Blue 
Nile  beat  them  by  almost  $6,000,"  she 
says.  "I  thought,  Why  are  these  so  much 
more  expensive?' " 

Jewelry  e-tailers  are  the  leading  players 
in  the  Web's  second  act.  Selling  dia- 
monds, double-strand  pearl  necklaces, 
sterling  silver  bangle  bracelets,  and  more, 
online  jewelers  made  up  about  $2  billion 
of  the  industry's  $45  billion  in  U.S.  rev- 
enues last  year.  Startups  such  as  Blue 
Nile,  Ice.com,  Diamond.com,  and  now 
Amazon.com,  which  opened  its  jewelry 
store  on  Apr.  22,  are  textbook  cases  of 
how  the  Web  fundamentally  undercuts 
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traditional  ways  of  doing  business.  The 
secret?  Knock  out  the  middlemen  and  ex- 
pensive stores  to  lower  costs,  then  slash 
prices.  Amazon.com  Inc.,  for  example,  is 
betting  it  can  make  money  on  15% 
markups  instead  of  the  industry's  usual 
60%  to  100%.  Amazon  charges  $1,000  for 
a  pair  of  oval  emerald  and  diamond  ear- 
rings that  it  gets  from  a  supplier  for  $850. 
rraditional  jewelers  typically  charge 
$1,700.  "We  believe  over  time  customers 
figure  these  things  out,"  says  Thomas  J. 
Szkutak,  Amazon's  chief  financial  officer. 
The  diamond  market  is  where  changes 
are  happening  first,  and  Blue  Nile  is  the 
leader  there.  The  five-year-old  Seattle 
company,  which  has  filed  to  go  public,  has 
become  the  eighth-largest  specialty  jew- 
eler in  the  U.S.  Last  year,  sales  jumped 
79%,  to  $128.9  million,  and  net  income 
bit  $27  million.  Selling  diamonds  for  up 
to  35%  less  than  rivals,  Blue  Nile  is  not 
just  profitable— it  has  higher  margins 
than  No.  1  chain  Zale  Corp. 

Commoditization 

BLUE  NILE  PACKS  a  punch  by  streamlin- 
ing a  famously  byzantine  business.  It  has 
lust  115  full-time  staffers  and  a  10,000- 
square-foot  warehouse.  To  sell  $129  mil- 
lion worth  of  jewelry,  a  chain  would  need 
116  stores  and  more  than  900  workers,  es- 
timates analyst  Ken  Gassman  of  Rapa- 
port  Research.  Blue  Nile  also  bypasses  the 
industry's  tangled  supply  chain,  where  a 
stone  can  pass  through  five  or  more  mid- 
dlemen before  reaching  a  retailer.  In- 
stead, Blue  Nile  deals  directly  with  major 
suppliers  through  its  own  network  online. 

To  get  to  where  they  are,  the  Net  up- 
starts had  to  defy  conventional  wisdom 
that  diamonds  couldn't  be  sold  online. 
Hie  companies  solved  this  problem  by 
tiving  people  the  same  information  a 
jewelry  expert  would  give  them.  They 
dish  up  educational  guides  in  plain  Eng- 
lish and  independent  quality  ratings  for 
:very  stone.  For  example,  a  customer  at 
Diamond.com  can  pore  over  the  rating 
scales  for  cut,  clarity,  and  color,  pick  out  a 
Dne-carat  stone  with  the  preferred  crite- 
ria—and then  shop  around  for  a  better 
price.  These  resources  are  now  standard 
practice,  as  is  a  30-day  money-back  guar- 
antee. "The  comfort  level  came  from  that 
guarantee,"  says  Pat  Grobelny,  a  Califor- 
nia college  student  who  bought  his  girl- 
friend a  Valentine's  Day  ring  at  Ice.com. 

This  commoditization  of  diamond  sell- 
ing is  making  it  progressively  harder  for 
small  jewelers  to  make  money.  That's  one 
reason  some  465  jewelry  stores  closed  last 
year.  Even  among  survivors,  profits  are 
lean,  and  many  small  fry,  such  as  Roger 


Thompson,  a  jeweler  in  Lambertville 
N.J.,  say  they're  specializing  in  custom- 
crafted  pieces  that  don't  include  dia- 
monds. "Anyone  with  half  a  brain  who 
wants  a  diamond  engagement  ring  will 
go  to  the  Internet,"  he  says. 

Larger  rivals  have  more  options.  Al- 
though Zale  declined  comment,  analysts 
say  the  chain  is  reducing  costs  through 
more  efficient  purchasing.  Helzberg  Dia- 
monds emphasizes  the  customer  service 
it  can  deliver  in  its  265  stores.  "Our  kind 
of  customer  really  wants  our  kind  of  serv- 
ice levels.  E-commerce  does  not  do  that," 
says  Helzberg  CEO  Jeffrey  W.  Comment. 
Of  all  the  major  jewelers,  Tiffany  may  be 
the  most  insulated  from  the  Web  threat 


thanks  to  the  cachet  of  its  coveted  blue 
box  and  a  flagship  Fifth  Avenue  store  that 
provides  9%  of  sales  amid  an  ineffable 
whiff  of  Audrey  Hepburn. 

Still,  for  a  growing  number  of  people, 
a  Web-purchased  ring  can  replace  the 
idyll  of  taking  your  girl  to  Tiffany's.  Just 
ask  Pete  Dignan  of  Littleton,  Colo.  When 
he  was  planning  to  give  Kelly  Gilmore  a 
Blue  Nile  ring,  Dignan  had  a  limo  whisk 
them  to  a  park  where  he  proposed  over 
an  outdoor  dinner  overlooking  the  Rock- 
ies. "It  was  a  really  romantic  proposal, 
and  that  was  more  important,"  he  says. 
He  saved  about  $4,000,  and  the  experi- 
ence was  priceless.  ■ 

-By  Timothy  J.  Mullaney 
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steep  decline 


A  FUNNY  THING  HAPPENS 
when  you  write  a  check  at 
some  Wal-Marts:  It  gets  hand- 
ed right  back  to  you.  Hoping  to 
speed  payments,  reduce  costs, 
and  cut  fraud,  the  world's  largest  retailer 
now  scans  paper  checks  for  pertinent  in- 
formation such  as  the  bank  and  account 
number— and  then  gives  them  back  to 
customers  in  the  checkout  line. 

Remember  the  old  saw,  the  check's  in 
the  mail?  Drop  it.  Digital 


processing  technologies  such  as  those 
used  by  Wal-Mart  Stores  Inc.  and  the  sky- 
rocketing adoption  of  online  bill  payment 
are  reshaping  the  $30  billion  business  of 
printing,  transporting,  and  processing 
checks.  Driving  the  transformation  are 
banks,  credit-card  companies,  and  mer- 
chants eager  to  simplify  an  antiquated 
system  that  involves  as  many  as  28  mid- 
dlemen. They  have  plenty  of  motivation: 
Handling  an  online  payment  costs  only 
10$,  roughly  one-third  that  of  processing 


HUNTERS  Startups,  including 
Viewpointe,  Endpoint  Exchange, 
and  NetDeposit  that  manage 
archives  of  digital  checks  and 
provide  check  exchange  software 
and  services. 


HUNTED  Check-printing 
companies  such  as  Deluxe,  check 
transport  specialists  like  AirNet,  and 
community  banks. 


AT  STAKE  A  $30  billion  industry  that 
handles  the  printing,  transporting,  and 
processing  of  checks. 


OUTLOOK  The  number  of  checks 
written  in  the  U.S.,  currently  around 
40  billion  a  year,  is  expected  to  decline 
25%  over  the  next  three  years. 


Data:  T nwer  Group.  IBM.  Celent  Communications  LLC 
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a  paper  check,  according  to  Atlanta  con- 
sultant Global  Concepts.  The  result:  The 
number  of  checks  written  annually 
should  decline  by  about  one  quarter  by 
2007,  to  30  billion,  estimates  researcher 
Celent  Communications  LLC.  "This  is  a 
transformational  moment,"  says  Jona- 
than Wilk,  senior  vice-president  at  Bank 
of  America  Corp. 

The  age-old  practice  of  printing 
checks  and  shuttling  them  around  the 
country  in  armored  cars  is  in  upheaval. 
No.  1  check  printer  Deluxe  Corp.  is  clos- 
ing three  of  its  13  printing  plants  and 
fighting  for  its  margins  by  pushing  high- 
er-priced check  designs  and  fraud-pre- 
vention services.  One  of  the  Web's  unlike- 
liest  victims  is  AirNet  Systems  Inc.,  in 
Columbus,  Ohio,  which  gets  nearly  70% 
of  its  $140  million  in  revenues  from  flying 
checks  between  cities  on  Learjets.  AirNet 
is  shifting  its  focus  to  passenger  charters 
and  express  shipments  of  donor  organs. 
"We've  seen  this  bogeyman  coming," 
says  Wynn  D.  Peterson,  AirNet's  vice- 
president  for  corporate  development 

Fostering  Loyalty 

AND  HE'S  COMING  FAST.  This  year,  65 
million  U.S.  consumers  are  paying  some 
of  their  bills  online,  almost  twice  as  many 
as  last  year,  according  to  Gartner.  And 
that's  expected  to  jump  to  73  million  in 
four  years.  This  growth  is  a  boon  for  com- 
panies such  as  Wells  Fargo,  American  Ex- 
press, and  Sprint,  which  work  with  online 
bill  payment  pioneers  CheckFree  Corp., 
edocs  Inc.,  and  others.  Gartner  figures 
that  the  average  company  with  1.9  million 
customers  can  cut  $26  million  in  costs 
per  year  by  persuading  customers  to  re- 
ceive and  pay  their  bills  over  the  Web. 

Cost  savings  are  just  the  start.  Cus- 
tomers are  more  likely  to  stay  with  a  bank 
if  they  pay  bills  online  there.  At  Wells 
Fargo  &  Co.,  customers  who  pay  bills  on- 
line are  75%  less  likely  to  leave  the  bank 
than  other  customers.  "No  doubt,  the  ben- 
efits far  outweigh  the  expenses,"  says  Jim 
Smith,  executive  vice-president  for  con- 
sumer Internet  products  at  Wells  Fargo. 

Even  when  payments  are  not  made 
online,  paper  checks  are  going  digital. 
Behind  this  modernization  is  the  Check 
Clearing  for  the  21st  Century  Act, 
known  as  Check  21.  This  law,  which  goes 
into  effect  in  October,  is  expected  to  kick 
off  a  mass  adoption  of  check  imaging  by 
putting  electronic  images  of  checks  on 
equal  legal  footing  with  paper  originals 
for  the  first  time.  Even  banks  that  aren't 
equipped  to  handle  digital  checks  have 
to  accept  printouts  of  them,  known  as 
"substitute  checks,"  as  payment.  During 


the  past  three  years,  startups  View- 
pointe  Archive  Services,  Endpoint  Ex- 
change, and  NetDeposit  have  rolled  out 
software  and  services  that  convert 
checks  into  digital  files  so  they  can  be 
stored  and  swapped  electronically. 
Banks  could  reap  big  savings.  The  cost  of 
upgrading  to  digital  check  handling  will 
reach  $1.9  billion  next  year,  but  the  in- 
dustry could  save  $2.1  billion  annually 
from  the  shift,  estimates  Celent. 

The  changes  will  allow  the  banking 
behemoths  to  compete  more  fiercely  with 
community  banks.  The  corner  florist  and 


local  Wal-Mart  typically  do  business  with 
a  nearby  bank  because  they  want  to  get 
credit  for  their  daily  deposits  as  quickly  as 
possible.  With  digital  check  processing, 
proximity  no  longer  matters.  Merchants 
can  choose  banks  that  offer  quick  and  se- 
cure processing  for  the  lowest  price- 
wherever  they  happen  to  be  located. 

Shuttered  printing  plants.  Grounded 

Learjets.  Struggling  community  banks. 

They're  all  signs  of  how  the  business  of 

checks  is  changing  in  the  Digital  Age.  I 

-By  Andrew  Park,  with  Ben  Elgin  and 

Timothy  J.  Mullaney 


Internet  phone  services  are 
undercutting  the  telecom  giants  and  creating  new  rivals 


ALAN  BELL,  A  PROFESSIONAL 
number  cruncher,  thought  he 
was  paying  too  much  for  phone 
service.  So  last  year  he  dropped 
Sprint  Corp.  and  turned  to 
Vonage  Holdings  Corp.  for  its  Internet 
phone  service,  which  sends  voice  calls 
over  the  same  networks  that  transport 
Net  data.  Now  his  auditing  firm,  ARB 
Consulting  Inc.  in  Plant  City,  Fla.,  gets 
unlimited  domestic  phone  service  and  a 
dedicated  fax  line  for  $55  a  month,  about 
75%  less  than  what  he  paid  before.  He 
also  enjoys  new  features,  such  as  the  abil- 
ity to  check  records  of 


calls  on  the  Web.  "It  does  the  same  thing 
that  a  regular  phone  does,  and  more.  Why 
not  save  the  money?"  Bell  says. 

More  and  more  people  are  asking  that 
question.  Tens  of  thousands  a  month  are 
turning  to  Vonage,  Net2Phone,  i2  Tele- 
com International,  and  other  upstarts  for 
telephone  service  based  on  Net  technolo- 
gy. The  service,  dubbed  Voice  over  Inter- 
net Protocol,  or  VOIP,  is  expected  to  surge 
next  year  as  broadband  providers  like 
Comcast,  Time  Warner,  and  AT&T  roll  it 
out  en  masse.  "We  are  crossing  over  into 
a  new  era.  In  three  years,  telecom  compa- 
nies won't  look  anything  like  they  do  to- 


HUNTERS  Vonage,  Net2Phone.  and 
other  upstarts. 


HUNTED  Telecom  giants  from  Verizon 
and  France  Telecom  to  AT&T  and  NTT. 


AT  STAKE  Leadership  of  the  $300 
billion  U.S.  phone  market  and  the 
$750  billion  international  market. 


OUTLOOK  Phone  calls  with  Net 
technology,  which  are  about  33% 
cheaper  than  regular  phone  service, 
are  expected  to  hit  $6.7  billion  in  U.S. 
revenues  in  2007,  up  from  $281  million 
last  year.  Even  more  significant,  Net 
technology  will  make  it  easier  and 
cheaper  for  a  host  of  small  outfits 
to  compete  with  the  big  phone 
companies. 
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Dear  Webster's, 
Please  revise  'learning.'  Thanks. 

Adult  education  will  never  be  defined  the  same  way  again. 

Today's  real-time  world  needs  a  university  that  can  keep  up. 

So  we  designed  our  online  format  to  give  you  immediate  value. 

What  you  learn  one  day  can  impress  the  boss  the  next.  Sound 

too  good  to  be  true?  It  was.  To  learn  about  our  bachelor's, 

master's  and  Ph.D.  programs,  call  1-888-CAPELLA  ext.  6108 

^  or  go  to  www.capelIa.edu/chalkboard3 


CapeSia 

UNK/ERSriY 
Education.  Rebornf 


Capella  University  is  accredited  by  the  Higher  Learning  Commission  (NCA), 
the  same  body  that  accredits  Big  Ten  universities. 
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day,"  says  analyst  Farooq  Hussain  of  re- 
searcher Network  Conceptions  LLC. 

The  Internet  is  quickly  refashioning 
telecom  in  its  image.  Revenues  in  the  $120 
billion  traditional  phone  business  are  de- 
clining several  percentage  points  a  year, 
and  capital  investment  in  basic  gear  has 
all  but  dried  up.  Yet  revenue  from  telecom 
services  based  on  Net  technology 
is  expected  to  hit  $6.7  billion  in 
2007,  up  from  $281  million  last 
year,  according  to  researcher  IDC. 

"We  Were  Wrong" 

THE  TRULY  REVOLUTIONARY  promise  of 
the  technology  is  that  it  could  break  the 
grip  that  local  phone  companies  have  on 
their  customers.  Until  now,  the  Bells  have 
been  able  to  decide  the  conditions  under 
which  rivals  could  connect  to  their  net- 
works. The  result  is  that  the  Bells  control 
about  80%  of  the  U.S.  local  phone  market. 
But  with  Net  technology,  rivals  can  bypass 
the  Bells  because  Net  phone  service  can 
simply  be  plugged  into  any  broadband 
connection.  Already  under  pressure  from 
wireless,  the  Bells  may  lose  an  additional 
20%  to  30%  of  their  market  over  the  next 
few  years.  That  will  drive  down  margins 
and  will  spark  consolidation. 


Incumbents  hope  to  co-opt  the  tech- 
nology to  limit  the  damage.  Verizon 
Communications  Inc.  is  investing  billions 
in  new  technologies  so  that  it  can  offer  its 
own  low- cost  Net  phone  and  other  serv- 
ices beginning  this  spring.  "The  VOIP 
market  is  bigger  than  we  would  have 
guessed.  We  were  wrong,"  admits  Stuart 


the  same  extension,  as  if  they  were  down 
the  hall.  The  application  costs  about  $125 
per  user,  cheaper  than  many  phones. 

Net  technology  also  is  helping  drive 
down  the  cost  of  international  phone  traf- 
fic. Net2Phone's  rate  to  China  is  only  5<t  a 
minute,  half  that  of  a  regular  calling  plan. 
Some  forms  of  IP  phone  service  are  even 


International  traffic  is  getting  cheap. 
A  nickel  a  minute  to  Cnina,  anyone? 


Elby,  Verizon's  vice-president  for  network 
architecture. 

Consumers  will  be  the  winners.  Von- 
age  offers  unlimited  service  for  $35  a 
month.  That's  about  33%  cheaper  than 
the  $50  to  $55  Verizon  charges  for  a  sim- 
ilar service  over  its  traditional  network. 

Internet  telephony  is  unleashing  a 
wave  of  new  features,  too.  ReadyTech-Go, 
a  staffing  agency  for  the  health- care  in- 
dustry, switched  to  a  Net  phone  system 
six  months  ago.  Instead  of  a  separate 
phone  fine,  workers  simply  plug  a  head- 
set into  laptops  loaded  with  phone  soft- 
ware. As  they  travel  around  the  country, 
co-workers  can  reach  one  another  using 


free.  Skype,  a  software  program  that  can 
be  downloaded  from  the  Web,  lets  people 
make  free  calls  to  other  people  who  use 
the  same  program.  Net  technology  now 
accounts  for  about  13%  of  cross-border, 
international  phone  traffic,  compared 
with  1%  five  years  ago,  according  to 
TeleGeography  Research  Corp. 

Expect  the  phone  giants  to  fight  back 
hard  now  that  they've  been  awakened  to 
the  risks  of  Vonage  and  other  Net  up- 
starts. Still,  regardless  of  who  wins  the 
battle,  customers  can  look  forward  to  one 
sure  thing:  phone  service  that's  cheaper 
and  loaded  with  new  features.  ■ 

-By  Steve  Rosenbush  in  New  York 
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Online  bookers  are  getting  better  rates 
by  offering  hotels  volume.  That  has  the  chains  scrambling 


HOTELS 

HUNTERS  Expedia,  Travelocity,  Orbitz. 

J| 

HUNTED  Chains,  including  Hilton 
Hotels,  Starwood  Hotels  &  Resorts, 
and  Intercontinental  Hotels  Group. 

L-V      1 

AT  STAKE  Pricing  and  profits  in 
the  $80  billion  U.S.  hotel  biz. 

L 

THE  OUTLOOK  Hotel  chains  are 
trying  to  get  Expedia  to  pay  more  for 
the  rooms  it  resells.  But  that  will  be 
tough.  Online  agencies  have  legions 
of  loyal  customers  that  they  can 
direct  to  the  most  cooperative 
hostelries.  By  2006,  the  online 
upstarts  are  expected  to  account 
for  17%  of  the  lodging  market, 
up  from  8%  in  2003. 

JIM  YOUNG  HAD  HAD  ENOUGH. 
The  senior  vice-president  for 
global  distribution  at  Interconti- 
nental Hotels  Group  had  seen 
IHG's  3,300  franchisees  flirt  too 
much  with  the  Internet.  Some  locally 
owned  hotels  had  allowed  online  travel 
agents,  such  as  InterActiveCorp.'s  Expedia 
Inc.  and  Travelocity,  to  offer  lower  rates 
than  those  charged  by  Intercontinental. 
That  gave  the  Web  services  a  bigger  slice  of 
revenues  per  room  than  they  pay  the  In- 
tercontinental chain.  On  Apr.  20,  he  threw 
down  the  gauntlet  at  TravelCom  Expo,  an 
annual  confab  of  1,200  hotel  owners  and 
other  travel  execs.  Franchisees  have  to 
choose  between  doing  business  on  the 
Web  travel  agencies'  terms  or  on  Inter- 
Continental's.  "If  a  hotel  chooses  not  to 
comply,  it  won't  be  a  Holiday  Inn  or  a 
Crowne  Plaza  any  longer,"  Young  told  a 
packed  room. 

Of  all  the  battles  between  Big  Business 
and  Web  insurgents,  the  one  raging  be- 
tween hotel  chains  and  online  travel  agen- 
cies may  be  the  fiercest.  At  stake:  who  sets 
hotel  prices  and  who  gets  the  biggest  prof- 
its in  an  $80  billion  industry.  Traditionally, 
franchisers  such  as  Marriott  International, 
Hilton  Hotels,  and  Intercontinental 
chains  have  been  the  hotel  industry's  dom- 
inant middlemen.  Hotel  owners  pay  the 
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chains  8%  to  10%  of  their  revenues  in  ex- 
change for  marketing  and  booking  servic- 
es and  for  the  right  to  call  themselves  a 
Marriott  or  Hilton.  Now,  Expedia,  Travel- 
ocity,  and  Orbitz  are  horning  in  on  the 
chains.  Using  the  power  of  the  Net,  the  on- 
line agencies  last  year  booked  35  million 
rooms  worth  $5.8  billion,  8%  of  the  mar- 
ket. Consultant  PhoCusWright  Inc.  esti- 
mates they  will  hit  $13.3  billion  in  rooms 
in  2006,  for  17%  market  share. 

With  more  people  booking  rooms  on- 
line, Web  travel  agencies  are  changing  the 
hotel  industry's  fundamental  economics. 
Because  they  can  fill  beds  with  a  fury,  Net 
agents  are  getting  a  bigger  cut  of  hotel 
owners'  revenues  than  the  chains  get  for 
the  same  room.  Expedia,  for  instance,  gets 
a  $106  nighdy  wholesale  rate  from  the 
Dana  Inn  and  Marina  in  San  Diego  for  a 
June  Sunday  night,  then  charges  the  cus- 
tomer $132.  Customers  pay  less  than  the 
$145  rate  they  would  receive  if  they 
booked  over  the  phone,  and  Expedia  pock- 
ets a  25%  markup,  or  $26. 

Losing  Sleep 

WHY  ARE  HOTEL  owners  willing  to  give 
Internet  travel  agents  more  money?  The 
Web  sites  can  move  market  share  to  the 
hotels  that  give  the  agencies  the  discounts 
they  want.  That's  crucial  in  an  industry 
that's  chronically  overbuilt.  A  hotel  own- 
er's choice  often  is  to  give  Web  agents  dis- 
counted rooms  or  let  them  sit  empty.  The 
Snow  King  Resort  Hotel  in  Jackson  Hole, 
Wyo.,  began  getting  up  to  100  reservations 
a  week  from  Travelocity  after  the  site  start- 
ed promoting  the  209-room  hotel  in  Janu- 
ary. "We're  more  than  willing  to  discount 
to  them  because  they  more  than  make  up 
the  difference,"  says  Kristine  Myers,  Snow 
King's  marketing  and  development  director. 

Most  threatened  in  this  new  world  are 
the  hotel  chains.  The  danger  is  that  hotel 
owners  who  give  a  hefty  slice  of  their  rev- 
enues to  Web  agents  to  get  customers 
may  begin  to  trim  marketing  expenses 
elsewhere.  They  could  push  the  chains  to 
lower  their  8%  to  10%  fees— or  drop 
them  altogether.  "If  we're  going  to  pay 
the  Web  sites,  we're  going  to  find  some- 
one else  to  cut  out,"  says  Chip  Conley, 
CEO  of  Joie  de  Vivre  Hospitality,  which 
manages  25  California  hotels. 

Chains  are  fighting  to  save  their  posi- 
tion. Every  major  chain  has  forced  fran- 
chisees to  agree  to  a  best-rate  guarantee 
policy  that  prevents  them  from  selling 
rooms  for  less  on  Expedia,  Orbitz,  or  Trav- 
elocity  than  they  do  through  the  chain '^ 
Web  site  or  over  the  phone.  If  Starwood 
HoteN  i  irts  Worldwide  Inc.  catches  a 

hotelier    di&     -nting    through    a    We. 
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agency,  it  fines  the  owner  $75.  That  takes 
away  Travelocity's  ability  to  sell,  say,  a 
Sheraton  room  for  less  than  Sheraton  does, 
and  gives  brand-loyal  consumers  more 
reason  to  use  the  chain's  own  site.  Star- 
wood and  Hilton  lavish  benefits  on  cus- 
tomers who  stay  loyal,  including  upgrades 
and  frequent-stay  points.  Starwood  says 
the  changes  have  increased  the  share  of 
Net  bookings  done  through  its  Web  site, 
but  won't  say  how  much.  "It's  working.  It's 
more  than  a  dent,"  says  Steven  M.  Hankin, 
Starwood's  chief  marketing  officer. 


The  strategy  may  not  be  a  long-term  so- 
lution, however.  Hotel  owners  barred 
from  giving  Web  players  discounts  may 
discover  the  policy  is  hurting  their  busi- 
ness. The  Radisson  Lexington  in  New 
York  is  sticking  with  the  chain  rate  of 
$199,  while  Expedia  visitors  can  stay  at  the 
more  upscale  Hudson  for  $190  because 
the  independent  hotel  gives  the  Web 
agent  bigger  discounts.  With  the  Net  at 
their  fingertips,  travelers  can  easily  figure 
which  hotels  are  the  most  hospitable.  ■ 
-By  Timothy  J.  MuUaney 


Speed  and  heft  will  let 
Net  players  drive  down  brokerage  fees— and  gain  share 


IT'S  PRETTY  CLEAR  THAT  THE  IN- 
ternet  is  changing  how  people  look  for 
new  homes.  These  days,  more  than 
70%  of  home  buyers  shop  online  be- 
fore inking  a  deal,  up  from  41%  in 
2001.  Little  wonder.  With  a  few  mouse 
clicks,  up  pop  photos  and  floor  plans  for  a 
$1  million  estate  in  St  Petersburg  or  a 
$100,000  condo  in  St  Louis. 

What's  less  obvious  is  how  all  these 
Web -surfing  home  buyers  are  changing 
the  real  estate  industry.  With  a  flood  of 
data  at  their  fingertips,  they're  becoming 
sawier  and  starting  to  chip  away  at  the  6% 
commission  that  real  estate  brokers  collect 
on  each  home  sold.  For  example,  by  using 
the  Web  to  cut  costs,  upstart  zipRealty  Inc. 
can  refund  20%  of  its  commission  back  to 
buyers  and  25%  to  sellers. 

Net  insurgents  HomeGain.com  Inc. 
and  LendingTree  Inc.,  already  a  leader  in 
mortgages,  may  have 


a  bigger  impact.  They're  using  the  power 
of  the  Net  to  gather  home  sellers  and  buy- 
ers, and  funnel  them  to  realtors.  They're 
bucking  tradition,  giving  potential  clients' 
names  to  several  agents  and  letting  them 
fight  it  out  That  pressures  existing  mid- 
dlemen, from  realtors  to  franchisers,  in- 
cluding RE/MAX  International  Inc.  and 
Cendant  Corp.,  to  be  more  competitive,  of- 
fer better  service,  and  cut  rates. 

These  cyber-middlemen  likely  will 
flourish  in  the  next  few  years.  While  they 
collected  less  than  1%  of  the  $60  billion 
paid  in  U.S.  real  estate  commissions  last 
year,  they're  expected  to  hit  4%  in  2007,  ac- 
cording to  analyst  Steve  Murray  of  re- 
search firm  Real  Trends  Inc.  in  Littleton, 
Colo.  It  may  not  sound  like  much,  but  in 
such  a  fragmented  industry,  small  shifts  in 
market  share  affect  consumer  expecta- 
tions. Once  your  neighbor  gets  a  lower 
commission,  you'll  want  one  too.  "The 


HUNTERS  LendingTree,  zipRealty. 


HUNTED  Real  estate 
brokerage  franchises  run  by  giants 
such  as  Cendant  and  RE/MAX 
International. 


AT  STAKE  Control  of  $60  billion  in 
U.S.  residential  real  estate 
commissions. 


OUTLOOK  In  a  highly  fragmented 
market,  upstarts  like  LendingTree  are 
projected  to  grab  a  4%  share  within 
three  years. 
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SPECIAL  REPORT 


standard  6%  cx>mmission  is  no  longer  stan- 
dard at  HomeGain,"  says  CEO  Brad  Inman. 

What  forces  are  at  work?  Consider 
zipRealty.  The  Emeryville  (Calif.)-based 
brokerage  cuts  costs  by  having  its  agents 
work  via  the  Net  from  home,  rather  than  in 
offices.  Agents  get  online  training  and  sales 
tools,  which  helps  them  sell  two  to  three 
times  more  homes  than  typical  realtors. 
Last  year,  the  startup  turned  profitable  as 
its  home  sales  doubled,  to  $1.6  billion. 

Web  referral  services,  such  as  Lend- 
ingTree  and  HomeGain.com,  are  taking  a 
different  tack.  Their  strategy  is  to  help  bro- 
kers find  clients  more  cheaply  and  quickly. 
In  exchange,  brokers  pay  LendingTree  up 
to  35%  of  their  commission  when  they 
close  a  sale.  On  a  $300,000  house,  for  ex- 
ample, LendingTree  would  get  up  to 
$6,300.   If  the   services   deliver  more 


clients,  brokers  can  get  enough  extra  deals 
to  make  up  for  sharing  commissions.  Last 
year,  LendingTree's  referrals  led  to  about 
7,000  home  sales.  s 

The  big  franchisers  have  more  defenses 
than  incumbents  in  other  industries.  Cen- 
dant and  RE/MAX  sued  LendingTree  to  stop 
advertising  that  local  brokers  franchised 
by  them  accept  LendingTree  referrals. 
With  the  case  pending,  LendingTree  is  un- 
der an  injunction  to  stop  using  the  names. 
Lawsuits  aside,  Cendant  says  agents  make 
more  money  when  they  get  clients  from 
the  franchisers  and  don't  split  commissions. 

But  changes  are  underway.  Murray  re- 
ports that  in  recent  focus  groups,  agents 
said  they're  cutting  rates,  amid  pressure 
from  customers.  Like  termites,  the  Web  is 
eating  away  at  the  old  homestead.  ■ 

-By  Timothy  J.  Mullaney 


Open-source  developers  are  looking  beyond 
Linux  to  databases,  e-mail,  search— even  desktop  PCs 


LINUX.  FOR  YEARS  IT  WAS  AN  OB- 
scure  word,  known  mostly  to  ideal- 
istic programmers  who  con- 
tributed chunks  of  software  to  help 
develop  a  free,  open-source  alter- 
native to  operating  systems  from  Microsoft 
Corp.  and  others.  With  its  friendly  penguin 
mascot,  it  seemed  more  like  a  feel-good  so- 
cial movement  than  a  serious  threat.  But  in 
the  past  four  years,  Linux  has  torn  into  the 
once  fat-and-happy  operating-systems  biz, 
raising  its  share  of  the  server  market  to 
23%— second  only  to  Microsoft. 

Now,  the  open-source 


crowd  is  setting  its  sights  well  beyond  Lin- 
ux, to  huge  new  swaths  of  the  software  in- 
dustry. Upstarts  such  as  MySQL  AB  and 
JBoss  Inc.  are  coming  out  with  second 
generation  open-source  software:  every- 
thing from  databases  and  search  engines 
to  programming  tools  and  desktop  PC 
software.  If  this  stuff  follows  the  trajectory 
of  Linux,  it  could  cut  into  the  sales  and 
profits  of  incumbents,  altering  the  financial 
landscape  of  the  $200  billion  business. 

None  of  this  would  be  possible  without 
the  Web.  The  Net  lets  thousands  of  people 
worldwide  contribute  code,  fixes,  and 


HUNTERS  Red  Hat,  JBoss,  MySQL. 


HUNTED  Traditional  software  makers, 
including  Microsoft,  BEA  Systems, 
and  Oracle. 


AT  STAKE  Profits  in  the  $200  billion 
worldwide  software  industry. 


OUTLOOK  Open-source  packages  are 
gaining  momentum.  MySQL  has  5,000 
customers  for  its  database  software. 
Established  software  makers  will  be 
forced  to  lower  prices  and  innovate  to 
stay  ahead  of  open-source 
alternatives. 


ideas  to  the  small  tribes  that  put  open- 
source  programs  together.  At  data-man- 
agement developer  Sleepycat  Software 
Inc.,  its  20  programmers  are  aided  by  a 
small  army  of  volunteers.  "Hundreds  of 
people  have  added  small  pieces,"  says 
Chief  Technology  Officer  Margo  Seltzer. 

"Playing  the  Iinux  Card" 

'  THE  NEW  PLAYERS  are  gaining  traction.   I 
Sweden's  MySQL  has  signed  up  5,000 
customers  for  its  $495  database  program. 
A  March  Forrester  Research  Inc.  survey  of 
140  large  North  American  companies 
showed  that  60%  are  either  using  open- 
source  software  or  plan  to.  "We're  start- 
ing to  see  a  big  change,"  says  Andy  Miller, 
vice-president  for  technical  architecture    ! 
at  Corporate  Express  Inc.,  a  Broomfield  1 
(Colo.)  office-products  distributor. 

There's  no  mystery  to  open  source's  ap- 
peal: The  price  is  unbeatable.  Corporate 
Express  has  saved  up  to  $6.1  million  over 
three  years  with  open-source  programs, 
says  Miller.  Many  corporations  simply 
download  open-source  packages  from  the 
Net  for  free.  Others  get  the  software  from 
such  companies  as  Red  Hat  Inc.  as  part  of 
a  package  that  includes  services.  Even  when 
businesses  pay  for  the  software,  it  often 
costs  a  fraction  of  what  traditional  software 
makers  charge.  MySQL's  $495  program, 
while  not  as  capable  as  Oracle  Corp.'s 
$4,995  database,  is  being  used  as  an  alter- 
native for  certain  applications.  "Open  source 
shifts  the  balance  of  power  to  tech  buyers," 
says  Forrester  analyst  Ted  Schadler. 

Software  incumbents  are  retooling 
their  strategies.  IBM  and  Novell  Inc.  are 
embracing  open  source  and  selling  cus- 
tomers a  package  of  software  and  servic- 
es. Microsoft  at  times  discounts  Windows 
to  compete.  "The  word  you  hear  from 
customers  is  that  playing  the  Linux  card 
is  worth  a  25%  to  30%  discount,"  says 
Scott  Lundstrom  of  AMR  Research  Inc. 

Many  corporate  buyers  still  want  the  se- 
curity and  predictability  of  a  proprietary 
package  that  is  sold  and  serviced  by  a 
proven  supplier.  Microsoft  tries  to  per- 
suade customers  that  Linux  costs  more 
over  time  to  maintain  and  update.  "Linux 
used  to  be  this  weird,  mystical  phenome- 
non," says  CEO  Steven  A.  Ballmer,  but  now 
that  it's  a  commercial  product,  Microsoft 
knows  how  to  compete  with  it  Maybe  so. 
But  as  open  source  moves  beyond  Linux,  t 
this  shape-shifting  phenomenon  is  shak-  I 
ing  up  the  software  biz.  ■ 

-By  Steve  Hamm  j 
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Media  Movies 


A  21st 

Century 

Mogul? 

Tech  entrepreneur 
Todd  Wagner 
may  have  a  trick 
or  two  to  show 
Tinseltown 


AS  TODD  R.  WAGNER 
ambles  around  a  busy 
movie  shoot  outside 
Montreal,  he  vis  hardly 
noticed.  Never  mind 
that  he  put  up  millions 
of  dollars  to  help  fi- 
nance the  film,  a  thriller  called  The  Jacket, 
starring  Adrien  Brody,  and  that  he  has 
$750  million  more  in  the  bank.  Forget 
that  his  friend  and  business  partner,  vol- 
uble Dallas  Mavericks  owner  Mark  Cuban, 
is  known  pretty  much  wherever  he  goes. 
Wagner's  baseball  cap  and  backpack  full 
of  scripts  say  screenwriter  or  film  stu- 
dent, not  mogul  wannabe.  "I  did  not 
want  to  come  in  like  a  big 
bag  of  wind,"  he  says.  "I'll 
just  infiltrate  my  way  in." 
The  43-year-old  Wagner, 
who  a  decade  ago  gave  up 
corporate  law  to  start  Broad- 
cast.com  with  Cuban,  is 
hoping  to  become  as  big  a 
deal  in  Hollywood  as  his 
buddy  is  in  hoops.  He  has 
spent  the  past  two  years 
studying  show  business  and 
making  friends,  from  A-list 
actors  to  producers.  Now, 


DENIRO  PAL  Wagner  is 

backing  Godsend, 
which  opens  Apr.  30 


through  a  string  of  investments  and  ac- 
quisitions, he  controls  a  tiny  piece  of  Hol- 
lywood's action— from  movie  set  to  cine- 
ma to  satellite  dish,  a  sort  of  miniature 
version  of  the  old  studio  system. 

Wagner's  angle  is  that  by  controlling 
properties,  from  filmmaking  to  distribu- 
tion, he  can  create  a  laboratory  to  test  dig- 
ital technologies.  They  enable  him  to  per- 
form functions  like  gathering  data  on 
potential  audiences  and  using  digital 
projectors  to  save  on  printing  and  ship- 
ping costs.  Instead  of  worrying  that  piracy 
will  hurt  his  box-office,  Wagner  later  this 
year  will  try  releasing  films  simultaneous- 
ly in  his  theaters,  on  DVD,  and  on  one  of 
the  two  cable  channels  he 
owns  with  Cuban,  collapsing 
Hollywood's  drawn-out  re- 
lease schedules  (table). 

Wagner,  the  son  of  a  Gary 
(Ind.)  dentist,  has  a  prag- 
matic, average-Joe  style 
that's  appealing  to  some  in- 
dustry vets.  Already  he's 
palling  around  with  Robert 
De  Niro  and  making  movies 
with  director  Steven  Soder- 
bergh.  Says  Jane  Rosenthal, 
co-founder,  with    De  Niro, 
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of  Tribeca  Productions  Inc.:  "Todd's 
not  a  dabbler.  He'll  be  a  major  player." 

So  far,  he's  anything  but  major.  Still, 
he  has  shown  how  shrewd  he  can  be. 
In  the  late  1990s,  when  outside  in- 
vestors began  to  take  note  of  Broad- 
cast.com,  he  and  Cuban  kept  control  in 
their  hands  and  rebuffed  attempts  to 
bring  in  more  seasoned  management. 
After  selling  to  Yahoo!  Inc.  in  1999  for 
$5.7  billion,  Cuban  used  his  proceeds 
to  buy  the  Dallas  Mavericks.  Wagner 
went  in  a  different  direction,  starting  a 
foundation  for  underprivileged  kids. 

Film  buff  Wagner  was  soon  taking 
an  interest  in  Hollywood.  He  and 
Cuban  eventually  bought  into  enter- 
tainment companies  such  as  producer 
Lions  Gate  Entertainment  and  distrib- 
utor Magnolia  Pictures.  In  late  2001, 
the  pair  bought  Rysher  Entertainment 
and  last  year  Landmark  Theatre  Corp., 
a  chain  of  neglected  art-house  cinemas. 
The  two  are  also  backing  feature  films, 
including  the  just-released  Godsend, 
starring  De  Niro,  and  films  shot  in  high 
definition. 

If  Wagner  can  find  magic  in  his  mot- 
ley bunch  of  companies,  it  might  one 
day  give  him  Steve  Jobs-like  cachet. 
"There  are  going  to  be  a  lot  more  Mark 
Cubans  and  Todd  Wagners  in  the  next 
decade  than  Sumner  Redstones  and 
Rupert  Murdochs,"  says  Gartner  G2 
analyst  Mike  McGuire.  Maybe  so,  but 
Wagner  first  needs  to  show  he's  more 
than  just  another  rich  guy  playing 
mogul  among  the  stars.  ■ 

-By  Andrew  Park  in  Montreal 

Hollywood 
Digital 

How  Todd  Wagner  plans  on 
shaking  up  the  film  biz: 

HIGH-DEFINITION  MOVIES:  He's 

backing  digitally  made  films  that  are 
more  cost-efficient  and  can  be  shown 
on  his  and  partner  Mark  Cuban's  HDTV 
cable  channels 

VIRTUAL  FOCUS  GROUPS:  Using  the 
Web  and  DVDs  that  go  blank  after  a  cer- 
tain amount  of  time,  Wagner  plans  to 
test-market  movies  ahead  of  release 

SYNCHRONIZED  PREMIERES:  Breaking 
with  Hollywood  tradition,  he  plans  to 
release  low-budget  movies  simulta- 
neously in  his  and  Cuban's  theaters,  on 
their  cable  network,  and  on  DVD, 
reducing  costs  and  deterring  pirates 


Management  Succession 


IBb  a 


*3*y 


FIVE-YEAR  PLAN 

Freeman  (right) 
saw  Mohapatra's 
potential  early  on 


How  to  Groom 
The  Next  Boss 

Mohapatra's  ascension  at  Quest  Diagnostics 
will  be  the  result  of  a  meticulous  process 


OF  ALL  THE  CHALLENGES 
confronting  managers 
and  directors,  few  are  as 
difficult  or  as  critical  as 
finding  and  training  a 
chief  executive-in-wait- 
ing. At  Coca-Cola,  Xerox, 
and  Procter  &  Gamble,  CEO  successions 
have  been  marked  by  long  searches,  poor 
choices,  or  fumbled  transitions.  But  a 
company  with  a  well-prepared  No.  2  can 
quell  uncertainty,  even  in  the  worst 


I  BusinessWeek 


emergencies.  When  McDonald's  Corp. 
CEO  James  Cantalupo  died  of  a  heart  at- 
tack on  Apr.  19,  the  board  named  Chief 
Operating  Officer  Charles  H.  Bell  to  his 
post  within  hours. 

Kenneth  W.  Freeman,  CEO  of  Quest 
Diagnostics  Inc.,  was  determined  not  to 
leave  his  company  in  the  lurch.  He  start- 
ed grooming  his  handpicked  successor 
five  years  ago.  When  he  transfers  man- 
agement of  the  $4.7  billion  medical-test- 
ing company  to  Surya  N.  Mohapatra  at 
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the  May  4  annual  meeting,  it  will  be  the 
culmination  of  a  meticulous  succession 
process  that  experts  say  is  a  case  study  in 
how  to  choose  a  future  CEO  and  prepare 
him  for  the  job.  Marc  S.  Effron,  global 
practice  leader  for  consultants  Hewitt  As- 
sociates Inc.,  says  the  careful  succession 
planning  at  the  Teterboro  (N.J.)-based 
company  will  pay  off  with  a  new  CEO  who 
can  hit  the  ground  running.  "It's  incredi- 
bly unusual,"  says  Effron  of  Freeman's  ef- 
forts. "They're  going  to  see  the  benefits." 
Freeman's  search  for  a  successor  start- 
ed in  1999.  He  was  on  the  brink  of  an  ac- 
quisition spree  that  would  triple  Quest's 
revenues  in  five  years.  But  he  knew  the 
buying  binge  couldn't  last  and  that 
Quest's  next  CEO  would  need  a  science 
background  to  exploit  advances  in  medi- 
cine and  technology  to  generate  internal 
growth.  To  identify  candidates,  he  put 
200  executives  from  Quest  and  a  recently 
acquired  rival  through  an  Apprentice-like 
challenge:  daylong  case  assignments  that 
allowed  him  to  see  their  leadership  skills 
in  action.  "This  was  his  legacy,"  says  Au- 
drey B.  Smith,  a  consultant  with  Develop- 
ment  Dimensions    International   who 


Freeman 
challenged 
his  heir 
to  make 
decisions 
faster 


giving  him  a  clear— but  by 
no  means  guaranteed— 
shot  at  the  top  job.  The  two 
men  could  not  be  more  dif- 
ferent. Mohapatra,  a  scien- 
tist with  several  patents  to 
his  name,  grew  up  in  India. 
Freeman,  a  New  Yorker, 
had  a  long  finance  career  at 
Corning  Inc.  When  Corn- 
ing Clinical  Laboratories 
was  spun  off  as  Quest  in 
1996,  Freeman  became 
CEO,  a  position  he  says  he  had  no  inten- 
tion of  occupying  for  more  than  10  years. 

A  skilled  integrator  of  acquisitions 
and  a  Six  Sigma  devotee,  Freeman  be- 
lieves that  when  a  business  outgrows  its 
leader,  as  Quest  has,  the  CEO  should  re- 
linquish power.  "Being  a  CEO  is  not  a 
birthright,"  he  says.  "It's  a  privilege." 

So  almost  immediately  Freeman  be- 
gan the  process  of  grooming  Mohapatra. 
Experts  say  his  willingness  to  give  Mo- 
hapatra the  spotlight  reveals  a  remark- 
able maturity.  "Part  of  the  challenge  in 
becoming  successful  is  you  become  a  lit- 
tle too  caught  up  in  your  own  abilities," 


Passing  the  Baton 


Many  companies 
fail  at  the  CEO 
succession 
process,  but 
Quest  Diagnostics 
was  determined 
to  do  better. 
Here's  how  CEO 
Kenneth  Freeman 
handled  it: 


■  START  EARLY  Freeman  started  thinking  about  succession 
five  years  before  his  departure,  giving  him  plenty  of  time  to 
groom  his  successor.  He  got  the  board  involved  from  the  start. 


■  CHOOSE  WISELY  Instead  of  choosing  a  skilled  integrator  like 
himself,  Freeman  opted  for  a  scientist  to  capitalize  on  future 
medical  advances  and  conquer  new  markets. 

■  FIX  THE  BIG  STUFF  Freeman  worked  on  improving  the 
speaking  skills  of  his  heir  apparent,  Mohapatra,  making  him 
less  of  a  micromanager,  and  speeding  up  his  decision-making. 


■  KEEP  AT  IT  24/7  In  addition  to  daily  training,  sessions  with  a 
coach,  and  unannounced  tests,  Freeman  and  Mohapatra  spoke 
every  Sunday  about  his  evolving  management  style. 


worked  with  Freeman.  "He  felt  huge 
pressure  to  make  the  right  decision." 

Of  all  the  executives,  one  stood  out:  his 
new  chief  operating  officer.  Mohapatra 
came  to  Quest  in  February,  1999,  from 
Picker  International,  a  maker  of  medical 
imaging  systems.  He  had  extensive  expe- 
rience in  cardiovascular  disease  and  in- 
formation technology— areas  that  would 
be  crucial  to  Quest's  future.  What's  more, 
he  was  CEO  material.  Says  Freeman: 
"Here  was  a  guy  who  was  incredibly 
smart,  who  could  balance  a  whole  bunch 
of  priorities  at  the  same  time,  who  could 
be  incredibly  focused,  and  who  did  not 
know  the  meaning  of  failure." 

Four  months  after  Mohapatra's  ar- 
rival, Freem   i  named  him  president, 


says  Effron.  "If  a  CEO  can  look  at  him- 
self as  a  caretaker  of  a  firm,  it's  easier  for 
him  to  hand  it  over  to  someone  else." 
Even  though  Mohapatra,  at  54,  is  a  year 
older  than  Freeman,  he  has  come  to  view 
his  CEO  as  a  mentor.  Freeman  says  the 
two  have  built  an  incredible  trust.  "We 
constantly  work  to  make  sure  the  egos 
stay  out  of  the  picture." 

STAGE  FRIGHT 

FRONT-RUNNER  OR  NOT,  it  quickly  be- 
came clear  that  if  Mohapatra  was  to  be 
CEO  he  would  need  basic  leadership 
skills.  During  his  first  week,  one  of  the 
most  glaring  deficiencies,  poor  public 
speaking  skills,  became  apparent.  At  a 
"town  meeting"  with  employees  in  Bal- 


timore, Mohapatra  told  the 
crowd  of  800  that  he  was 
glad  to  be  there— then 
clammed  up.  Freeman  de- 
cided the  best  way  to  coax 
Mohapatra  out  of  his  shell 
was  trial  by  fire.  In  the 
months  that  followed,  he 
had  Mohapatra  make  un- 
scripted comments  to  em- 
ployees, meet  with  share- 
holders, and  field  questions 
from  analysts  on  confer- 
ence calls.  He  is  now  a  more  polished, 
confident  speaker. 

As  a  scientist,  Mohapatra  had  come 
to  Quest  with  habits  that  Freeman  felt 
could  undermine  him  as  a  CEO.  A  deep 
thinker,  he  took  weeks  to  make  deci- 
sions that  should  only  take  days.  And  he 
was  far  more  "hands-on"  than  he  need- 
ed to  be,  sometimes  reopening  inter- 
views for  jobs  that  his  subordinates 
were  ready  to  fill.  Freeman  challenged 
Mohapatra  to  make  faster  decisions  and 
give  his  executive  team  more  authority. 
Every  Sunday  afternoon  for  five  years, 
the  two  engaged  in  lengthy  telephone 
conversations  during  which  Freeman 
would  analyze  Mohapatra's  evolving 
management  style  and  suggest  further 
improvements.  It  was,  Freeman  now 
concedes,  "pure  browbeating."  Perhaps, 
but  it  worked.  "Am  I  more  ready  now 
than  I  was  four  years  ago?  Absolutely," 
says  Mohapatra. 

Fine-tuning  Mohapatra's  manage- 
ment skills  was  only  part  of  the  chal- 
lenge. Making  him  an  active  board  par- 
ticipant was  equally  important.  When  he 
arrived,  Mohapatra  deferred  to  Freeman 
in  board  debates,  contributing  little. 
Freeman  forced  him  to  be  more  as- 
sertive—at first  surreptitiously,  by  leav- 
ing the  room  during  discussions,  and 
later  by  asking  him  to  conduct  formal 
board  presentations.  Even  after  joining 
the  board  in  2002,  Mohapatra  continued 
to  strike  some  directors  as  aloof.  By 
changing  the  seating  chart,  Freeman 
was  able  to  increase  Mohapatra's  face 
time  with  other  directors.  "You  want 
someone  to  be  able  to  speak  their  mind 
and  participate,"  says  Gail  R.  Wilensky, 
an  independent  director.  "It  helped." 

When  his  long  incubation  ends,  Mo- 
hapatra's success  will  be  far  from  as- 
sured. Maintaining  double-digit  growth 
won't  be  easy  as  takeover  targets  become 
scarce.  Thaf  s  the  way  it  is  in  business; 
the  future  is  never  assured.  But  Freeman 
has  done  about  as  much  to  increase  the 
odds  as  a  CEO  can.  ■ 

-By  Louis  Lavelle  in  New  York 
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When  forest  products 
are  your  business, 


planting  1.7  million  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


^  SM 


SUSTAINABLE  FORESTRY  INITIATIVE® 
Growing  tomorrow's  forests  today."1 

www.aboutsfi.org 
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'No  Excuse  Not 
To  Succeed' 

How  COO  Antonio  Perez  is  hustling 
Kodak  into  the  Digital  Age 


RESSED  IN  A  CREAM- 
colored  suit  amid  a  sea  of 
dark  jackets,  Antonio  M. 
Perez  looked  more  like  an 
MC  of  a  glitzy  Vegas 
show  than  a  corporate 
chieftain  as  he  took  the 
stage  before  a  standing-room-only  crowd 
of  camera-shop  owners  and  photo  buffs  in 
America's  gambling  mecca.  And  the  chief  I 
operating  officer  of  Eastman  Kodak  Co. 
displayed  a  showman's  bravado  when  he 
declared:  "Kodak  holds  a  winning  hand." 
Certainly,  some  in  the  room  figured 
Perez  was  bluffing.  Kodak  is  desperately 
trying  to  reinvent  itself  for  the  Digital  Age, 
and  58-year-old  Perez,  who  oversaw 
Hewlett-Packard  Co.'s  rise  to  dominance 
in  inkjet  printers,  was  hired  a  year  ago  to 
lead  the  way.  Kodak  is  in  a  race  against 
time  as  its  traditional  film  business  disap- 
pears: Sales  peaked  at  $14  billion  in  1999 
and  have  dropped  to  $133  billion  in  2003. 
Today,  Kodak  finds  itself  in  the  awkward 
position  of  having  to  establish  itself  in  a 
field  dominated  by  others. 

It's  a  painful  irony  for  the  company. 
For  a  century,  Kodak  enjoyed  near-mo- 
nopoly power— until  Fuji  Photo  Film  Co. 
came  along.  Kodak  even  came  up  with 
the  first  digital  camera  in  1975.  But  it  is 
only  now  that  the  company  is  starting  to 
capitalize  on  the  technology. 

CLEAR  VISION 

PEREZ  HAS  GOTTEN  OFF  to  a  quick 
start  at  a  company  once  known  for  its 
destructively  slow  decision-making.  He 
has  made  clear  what  many  at  the 
Rochester  (N.Y.)  headquarters  long  de- 
nied—that Kodak's  main  business  has  to 
be  digital  imaging.  In  September,  the 
company  announced  a  sharper  focus  on 
digital  businesses  for  its  consumer,  com- 
mercial, and  health  units  that  it  predicts 
will  increase  the  company's  revenue 
23%,  to  $16  billion,  in  2006,  and  to  $20 
billion  by  2010. 

Perez  helped  figure  out  how  to  pay  for 
the  transition— mostly  by  reducing  in- 
vestment in  film  and  laying  off  nearly  a 
quarter  of  Kodak's  60,000  workforce.  He 
has  instilled  a  new  discipline  at  the  com- 
pany that  is  speeding  product  develop- 
ment. And  he  is  uncovering  new  uses  for 
Kodak's  20,000  patents.  "The  intellectual 
property  and  knowhow  is  unbelievable  in 
the  company,"  he  says.  "There  is  no  ex- 
cuse not  to  succeed." 

But  the  toughest  chal- 
lenges still  lie  ahead. 
Perez  has  to  get  Kodak's 
engineers  and  marketers 
to  work  together  to  come 


QUICK  START 

Perez  is 
speeding  new 
products 
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AVAyA 


a  higher  plane 
of  communication 


WHEN  TAKING  YOUR  COMPANY  on  the 
IP  telephony  road,  the  right  traveling 
companion  is  essential.  Avaya  Global 
Services  will  not  only  get  you  going  in  the 
right  direction,  but  we'll  guide  you  the 
whole  way.  For  starters,  we  develop  a 
comprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems5"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 


I  P   Telephony 


Contact   Centers 


Unified    Communication 


With 


AVAYA  GLOBAL  SERVICES 

at  your  Me,  migration  to  IP  teiephony  earn  be  a 

SMOOOOTH  RIDE. 
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up  with  products  that  will  hold  their 
own  in  areas  where  the  company  has  lit- 
tle credibility.  For  example,  after  rum- 
maging around  Kodak's  hallowed  labs, 
Perez  believes  he  has  found  a  break- 
through technology  that  will  change  the 
inkjet  printer  business.  And  that  is  all  he 
will  say. 

Sounds  like  wishful  thinking  to  some. 
"It's  not  about  patents.  If  s  all  about  com- 
mercializing the  technology,"  says  Vy- 
omesh  Joshi,  who  worked  under  Perez  at 
HP  and  now  runs  its  imaging  and  print- 
ing group.  "That's  where  they're  going  to 
have  a  hard  time.'' 

All  the  while,  Perez  has  to  be  careful 
not  to  upstage  Chief  Executive  Daniel  A. 


Latin  America  and  Europe.  Perez  has  a 
bolder  manner:  He  was  born  and  raised  in 
Spain,  tells  (bad)  jokes,  and  plays  the  gui- 
tar. Colleagues  say  he  tends  to  work  from 
instinct;  Carp  is  more  analytical. 

LOWER  MARGINS 

THE  NEW  KODAK  is  starting  to  take 
shape.  In  the  first  quarter,  it  reported  that 
sales  were  up  11%  from  the  year  before,  to 
$2.9  billion,  and  that  net  income  more 
than  doubled,  to  $28  million.  "We're  not 
claiming  victory,  but  this  is  a  great  step," 
says  Perez.  Digital  sales  rose  44%,  boost- 
ed by  a  doubling  of  camera  sales,  while 
film  revenue  slipped  2%.  Digital  products 


Antonio  M.  Perez 

The  HP  veteran  has  instilled  a  new 
discipline  at  Kodak. 

BORN  Nov.  8, 1945,  in  Vijo, 
Spain,  a  fishing  village  where  as 
a  child  he  helped  buy  seafood 
for  his  father's  business. 

EDUCATION  Studied  electronic 
engineering  at  Madrid  University, 
but  left  before  graduating. 

POSITION  President  and  Chief 
Operating  Officer,  Eastman 
Kodak  Co.,  since  April,  2003. 

BONA  FIDES  Joined  Hewlett- 
Packard  in  1975  as  a  manu- 
facturing manager  and  worked 
there  for  25  years,  eventually 
rising  to  run  the  inkjet  printer 


EASYSHARE 

business  and  then  CX7430 
the  consumer  business.  Left  to 
briefly  run  Gemplus,  a  smart- 
card  manufacturer  in  France. 

IN  HIS  OFFICE  A  quote  from  the 
poet  Goethe  that  reads  in  part: 
"Until  one  is  committed,  there  is 
hesitancy,  the  chance  to  draw 
back,  always  ineffectiveness." 

AFTER  HOURS  He's  an  avid 
golfer  and  makes  a  terrific  paella. 

FAMILY  Married  to  his  second 
wife;  they  have  a  young  child. 
Also  has  two  grown  children 
from  his  previous  marriage. 


Carp,  a  33-year  Kodak  veteran,  who  has 
been  pushing  the  digital  transition  but  re- 
alized he  couldn't  do  it  alone.  "We  needed 
leaders  who  had  'been  there,  done  that' 
because  this  is  not  a  turnaround.  It's  a 
transformation,"  Carp  says. 

And  Perez  needs  Carp.  He  is  leaning 
on  the  55-year-old  CEO  for  his  institu- 
tional knowledge  of  Kodak,  ties  to  em- 
ployees, and  strategic  vision.  If  Perez 
plays  his  hand  right,  and  there  are  many 
outside  the  company  who  believe  he  will, 
he  could  be  the  CEO  of  Kodak  within  a 
few  years.  Kodak  says  it  never  comments 
on  succession  plans. 

Although  Carp  and  Perez  share  a  com- 
mon vision  for  Kodak,  they  could  hardly  be 
more  differenL  Carp  has  a  folksy  charm 
that  hints  at  the  small  Virginia  town  where 
he  gre  i  ip  though  he  spent  much  of  his 
career  runn    g  Kodak's  operations  in 


now  account  for  a  third  of  the  company's 
annual  revenue  but  just  an  estimated  10% 
of  operating  income.  That's  the  price  Ko- 
dak will  have  to  pay:  The  digital  business 
offers  much  lower  margins  than  film.  By 
2006,  Kodak  predicts  its  gross  margins 
will  be  about  31%,  down  from  a  high  of 
nearly  double  that. 

Perez,  for  all  his  showy  enthusiasm,  is 
well  aware  of  the  old  attitude  problems 
at  Big  Yellow.  The  biggest  is  a  strange 
complacency— some  call  it  arrogance— 
when  it  comes  to  selling  what  are  wide- 
ly acknowledged  to  be  innovative  prod- 
ucts. "They  tend  to  bring  out  one 
product  and  think,  that's  it— that  they've 
now  solved  all  the  problems  and  the 
world  will  beat  a  path  to  their  door,"  says 
Frank  J.  Romano,  a  professor  of  printing 
at  Rochester  Institute  of  Technology.  The 
printer  dock  for  the  Kodak  EasyShare 


digital  camera  is  a  case  in  point.  Intro- 
duced last  year,  the  dock  finally  made  it 
easy  for  digital  shutterbugs  to  print  their 
photos  without  a  computer.  If,  that  is, 
they  used  a  Kodak  camera.  Such  propri- 
etary standards  are  a  no-no  in  the  digital 
world.  Although  the  dock  topped  $100 
million  in  sales  in  its  first  year,  it  could 
have  done  much  better.  Now  Kodak  is 
looking  for  ways  to  make  the  dock  work 
with  other  cameras. 

Perez  has  helped  change  how  Kodak 
operates  to  ensure  the  company  doesn't 
make  the  same  mistake  again.  He  has 
sharpened  the  focus  of  an  integrated 
product- delivery  program  that  helps 
marketers  and  gearheads  work  more 
closely  together.  And  Perez  has  sped  the 
reorganization  of  each  Kodak  business 
unit  into  special  product  groups.  These 
are  teams  dedicated  to  specific  areas  such 
as  digital  cameras,  online  services,  or 
photo  kiosks.  By  partly  tying  compensa- 
tion to  each  group's  performance,  he  ex- 
pects better  results. 

Some  employees  and  customers  al- 
ready note  a  faster  pace.  Kodak  intro- 
duced six  new  digital  cameras  in  Febru- 
ary, double  last  year's  number.  And  it 
raced  to  upgrade  3,300  photo-process- 
ing kiosks  at  CVS  Corp.  drugstores  to 
wirelessly  handle  photos  from  camera 
phones.  The  old  Kodak  might  have  dis- 
couraged the  change  because  it  could  cut 
into  sales  of  disposable  cameras. 

The  new  business  units  take  a  page 
from  HP,  a  particularly  innovative  com- 
pany that  gives  individual  units  focus 
and  freedom.  Perez  thrived  in  that  envi- 
ronment: Under  his  watch  the  printer 
division  grew  into  a  $10  billion  business. 
But  when  he  disagreed  with  some  man- 
agement changes,  Perez  left  in  2000  and 
shortly  after  became  CEO  of  Gemplus,  a 
smart-card  manufacturer  in  France.  At 
Gemplus,  Perez  was  seen  less  as  a  vi- 
sionary than  an  imperious  leader.  After 
the  tech  market  crash,  his  decision  to  cut 
jobs  caused  an  uproar  among  union  em- 
ployees. They  also  criticized  his  well- 
padded  pay  package.  "He  was  never 
committed,"  says  Pierre-Jean  Delmas, 
senior  counsel  for  Gemplus  at  the  time. 
Perez  took  a  20%  pay  cut  but  left  in 
December,  2001. 

At  Kodak,  though,  Perez  doesn't  have 
the  same  reputation.  He  has  found  a  com- 
pany that  for  all  its  earlier  conceit  now 
sees  the  need  for  a  change.  That  gives  him 
a  chance  to  turn  Kodak  into  something  it 
hasn't  been  for  a  while:  a  company 
whose  best  years  are  ahead  of  it.  ■ 

—By  Faith  Arner  in  Boston,  with 
Rachel  Tiplady  in  Paris 
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Before  Centra. 


length  of  sales  cycle 


number  of  sales 


Call  it  a  reversal  of  fortune.  Centra's  solution  for  Sates  Effectiveness  turns  archaic  sales  processes  into  a 
global,  collaborative,  online  sales  environment.  Sales  folks  become  sales  forces.  Mobilizing  faster.  Producing 
more.  In  much  less  time.  Customer  demos,  check.  Planning  and  forecasting,  check.  Channel  certification, 
check.  Sales,  sky  high.  This  isn't  playing  around.  THIS  IS  COLLABORATION.  THIS  IS  CENTRA. 


Centra 

Get  work  done  like  never  before 


READ  OUR  SUCCESS  STORIES.  MAKE  YOURS  ONE  OF  THEM.  CENTRA.COM 


Finance  Advisers 


Hype  From  a 
Financial  Guru? 

Disgruntled  clients  say  Ken  Fisher's 
"customized  portfolios55  look  very  similar 


KENNETH  L.  FISHER  MAY 
not  be  a  household  name, 
but  that's  not  for  lack  of 
trying.  Through  Internet 
marketing,  direct  mail, 
and  radio  advertising,  in 
which  he  trumpets  his 
two-decade  career  as  a  Forbes  magazine 
columnist,  the  53-year-old  Californian 
has  built  his  650-person  firm,  Fisher  In- 
vestments Inc.,  into  a  major  player  in  one 
of  the  fastest-growing  segments  of  the 
money-management  business. 

Fisher  sells  "customized  portfolios"  di- 
rectly to  the  affluent.  And  he  is  doing 
nicely—  to  say  the  least.  His  firm  manages 
$20  billion  in  client  assets,  five  times  as 
much  as  four  years  ago,  for  more  than 
12,000  customers  who 
coughed  up  a  minimum 
investment  of  $500,000 
(recently  raised  to 
$750,000). 

Many  people  flock  to 
Fisher  for  a  reason  that 
he  emphasizes  in  his  ad- 
vertising: his  skill  in  de- 
signing customized  port- 
folios that  outshine 
ordinary  mutual  funds. 
Indeed,  Fisher  Invest- 
ments asserts  that  it  has 
a  superior  track  record, 
claiming  that  clients 
have  beaten  the  market, 
often  by  a  wide  margin, 
in  11  of  the  past  14  years. 
Such  impressive  num- 
bers, and  an  aggressive 
advertising  campaign,  have  made  Fisher 
the  most  visible  of  hundreds  of  firms 
clamoring  for  market  share  in  this  boom- 
ing business. 


Fed  by  a  bear  market  that  shook  in- 
vestors' confidence  in  managing  then- 
own  investments,  "separately  managed 
accounts"  distributed  through  brokerages 
such  as  Merrill  Lynch  &  Co.  and  Smith 
Barney  totaled  $498  billion  at  the  end  of 
2003,  a  29%  gain  from  2002.  And  the 
amount  is  expected  to  nearly  double,  to 
$943  billion,  by  2007,  says  Boston  re- 
searcher Cerulli  Associates  Inc. 

But  troubling  questions  have  been 
raised  concerning  Fisher's  advertised 
claims  that  he  custom-tailors  investor 
portfolios.  According  to  various  former 
clients  and  former  employees  inter- 
viewed by  BusinessWeek,  Fisher's  adver- 
tised promises  are  long  on  hype  and  short 
on  delivery.  If  the  claims  of  overstated  ad- 
vertising are  true,  Fisher 
may  have  overstepped  ethi- 
cal, and  even  legal,  strictures 
in  his  quest  for  client  cash. 


IN  THE  MONEY 

Fisher's  firm 
manages 
$20  billion 


The  Twilight  Zone 

People  who  manage  customized  accounts  must  by 
law  tailor  clients'  portfolios  to  take  into  account  their 
"financial  situation"  and  "investment  objectives"— in 
other  words,  their  age,  risk  tolerance,  preferred 
investing  style,  cash  needs,  other  investments,  tax 
situation,  and  even  personal  whims.  But  the  legal 
gray  areas  are  so  extensive  that  clients  could  find 
themselves  in  a  one-size-fits-all  portfolio,  with  a 
single  small  tweak  such  as: 


Allowing  them  to  hold  a  favorite  stock 


■  Accepting  instructions  not  to  buy  shares,  say,  in 
tobacco  or  alcohol  companies 


r 


■  Advising  them  when  to  sell  stocks  to  harvest  tax  losses 


*  Consolidating  accounts  that  customers  may  have  with 
different  brokerages 


BusinessWeek  has  learned  that  the  Securi- 
ties &  Exchange  Commission  is  conduct- 
ing an  inquiry  into  Fisher  Investments, 
and  that  several  former  employees  have 
told  the  SEC  that  they  believe  Fisher's  ad- 
vertised claims  are  exaggerated.  One  for- 
mer Fisher  Investment  counselor,  Dan 
Laimon,  president  of  San  Diego's  TriVant 
Custom  Portfolio  Group,  which  he  started 
after  leaving  Fisher  last  year,  told  Busi- 
nessWeek: "Almost  99%  of  the  Fisher 
portfolios  are  identical  in  their  composi- 
tion." Laimon  says  that  is  "odd"  because 
of  "the  very  wide  range  of  their  clients' 
investment  objectives,  income  require- 
ments, and  risk  tolerance." 

Another  probe  into  Fisher  Investments 
is  being  conducted  by  the  NASD.  The  reg- 
ulator, reacting  to  a  tip,  accelerated  a  pre- 
viously scheduled  review  of  the  firm's  af- 
filiated brokerage  Purisima  Securities. 
Fisher's  lawyer  says  the  NASD  discovered 
no  "material  problems."  But  that  conclu- 
sion maybe  premature.  NASD  spokesper- 
son Nancy  Condon  says:  "The  exam  has 
not  been  completed." 

AX  TO  GRIND 

FISHER  VIGOROUSLY  DENIES  wrongdo- 
ing. In  an  e-mail  sent  without  knowing 
that  Laimon  was  being  interviewed, 
Fisher  contended  that  his  former  em- 
ployee had  an  ax  to  grind  and  was  trying 
to  steal  business  from  him— all  of  which 
Laimon  denies.  Fisher  describes  as  "ob- 
viously false  and  illogical"  Laimon's  as- 
sertion that  Fisher's  portfolios  are  almost 
99%  identical  in  composition.  He  dis- 
misses allegations  that  he  does  not  pro- 
vide customized  portfolios  as  the  work  of 
a  single  former  disgruntled  investor  and 
several  former  employees  who  he  says 
are  biased.  "We  do  exactly  what  we  say 
we  do,"  he  says.  Even  if 
clients'  portfolios  look 
similar,  they  have  been 
customized  to  each  indi- 
vidual's objectives  and 
needs,  he  says.  Andrew  S. 
Teufel,  director  of  re- 
search at  Fisher,  draws  an 
analogy  with  ear,  nose, 
and  lung  infections  that 
may  all  be  cured  by  the 
same  antibiotic. 

Fisher  acknowledges 
that  an  SEC  inquiry  is  un- 
der way  but  downplays 
its  significance,  pointing 
out  that  it  is  a  prelimi- 
nary procedure  and  not  a 
formal  investigation. 
"We  have  never  had  a 
regulatory  problem  with 
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iie  SEC,  and  we  will  not  have  a  regula- 
:ory  problem  with  the  SEC,"  he  says. 

That  may  indeed  be  the  case.  But  the 
Ulegations  surrounding  some  of  Fisher's 
idvertising  exemplify  the  pitfalls  in- 
vestors face  when  they  opt  for  personal- 
zed  investment  management.  For  one 
.hing,  separate-account  managers  dwell 
n  a  kind  of  legal  twilight  zone,  in  which 
cey  concepts,  such  as  "customized  port- 
folio," are  not  spelled  out.  Federal  iegis- 
ation,  which  provides  the  legal  frame- 
work of  the  business,  says  only  that 
idvisers  are  required  to  manage  ac- 
:ounts  on  the  basis  of  a  client's  "finan- 


FISHER  "...we  will  not 
have  a  regulatory 
problem  with  the  SEC 


cial  situation  and  investment  objectives 
and  in  accordance  with  any  reasonable 
restrictions."  Generally  speaking,  advis- 
ers are  expected  to  "uphold  the  highest 
standards  in  the  securities  industry  in 
terms  of  their  culpability  and  responsi- 
bility to  the  client,"  says  Brian  Ham- 
burger, a  lawyer  and  managing  director 
of  MarketCounsel,  a  compliance-con- 
sulting firm  in  Teaneck,  N.J. 

Consider  the  word  "customized"  itself. 
That  often  means  just  slighdy  tweaking  a 
portfolio.  While  many  advisers  allow 
clients  to  make  some  special  requests, 
such  as  permitting  them  to  restrict  pur- 


chases of  tobacco  stocks  or  to  sell  stocks 
to  harvest  tax  losses,  usually  they  are 
careful  not  to  give  the  impression  that 
they  toil  for  hours  to  create  a  special  port- 
folio. Says  Pamela  J.  Wilson  of  Boston  law 
firm  Hale  &  Dorr  LLP:  "Most  investment 
advisers  bend  over  backward  not  to  over- 
state how  personalized  their  advice  will 
be  because  they  don't  want  to  deal  with 
angry  customers  down  the  road." 

"BASELESS" 

ONE  FORMER  FISHER  CLIENT,  H.  Frank 
Rogers  of  San  Diego,  has  filed  a  class- 
action  complaint,  which  is  pending  in  Cal- 
ifornia Superior  Court,  alleging  that  Fish- 
er's claims  of  providing  "personal  or 
customized  portfolio  management  servic- 
es and  a  customized  portfolio"  are  false. 
According  to  the  suit,  clients  expect  advis- 
ers to  design  customized  portfolios  that 
meet  their  "unique  investment  needs  and 
objectives."  Instead,  it  claims,  Fisher  ad- 
visers put  clients  into  practically  identical 
investments.  Fisher  vigorously  denies  the 
allegations  in  the  suit,  which  he  describes 
as  "baseless  and  without  any  tnithful  sup- 
port," and  is  seeking  its  dismissal. 

Previously,  in  a  separate  action,  Rogers 
won  about  $136,000  in  damages  in  an  ar- 
bitration proceeding  against  Fisher  In- 
vestments. Rogers  had  claimed  in  the  ar- 
bitration that  the  firm  inappropriately  put 
his  retirement  savings  into  stocks  in  May, 
2002,  months  before  the  stock  market  re- 
bounded, after  Rogers  requested  a  con- 
servative strategy  that  would  protect 
against  drops  in  excess  of  10%. 

The  arbitrator's  summary  of  evidence 
presented  in  the  Rogers  arbitration  ap- 
pears to  support  the  view  that  Fisher  In- 
vestments does  not  always  custom-tailor 
its  portfolios.  According  to  the  arbitration 
decision,  Teufel  testified  that  80%  of  the 
firm's  individual  clients  "had  been 
placed ...  in  essentially  the  same  portfo- 
lio." But  Teufel  says  he  was  misquoted  in 
the  decision.  He  says  he  testified  instead 
that  80%  of  the  firm's  clients  had  a  "glob- 
al orientation,"  toward  the  Morgan  Stan- 
ley Capital  International  World  index. 
Rogers'  lawyer,  however,  says  that  the  de- 
cision quoted  Teufel  correctly. 

Several  former  employees  say  they 
told  the  SEC  that  they  think  Fisher  In- 
vestments' advertising  leads  clients  to 
believe  their  portfolios  are  tailored  to 
their  needs  by  the  top  three  officers  of 
the  firm.  Fisher's  brochure  says  each 
client's  investment  counselor  will  com- 
municate "your  needs  to  Ken,  the  rest  of 
the  investment  policy  committee,  and 
our  securities  traders."  Former  employ- 
ees told  BusinessWeek  the  firm  provides 
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only  a  minimal  degree  of  customiza- 
tion and  many  clients  are  actually  put 
into  similar  investments  by  lower- 
ranking  advisers  and  not  the  "commit- 
tee." They,  and  some  former  clients, 
contend  the  firm  provides  boilerplate 
portfolios  rather  than  the  individually 
tailored  portfolios  advertised  on  the 
Web  site.  The  site  says  the  customiza- 
tion takes  into  account  "such  things  as 
time  horizon,  income  needs,  outside 
holdings,  and  tax  status."  One  former 
Fisher  client  says  he  left  after  he  dis- 
covered his  parents'  investments  were 
similar  to  his  even  though  they  are 
roughly  30  years  older. 

When  asked  about  allegations  con- 
cerning his  personal  involvement  in 
designing  portfolios,  Fisher  initially 
told  BusinessWeek  that  he  doesn't  re- 
view individual  accounts.  But  he  later 
revised  his  statement  to  say  there  is  no 
"formal  process"  for  him  to  do  so. 
Teufel  says  Fisher's  investment  policy 
committee  eyeballs  less  than  10%  of  in- 
dividual clients'  portfolios— when,  for 
example,  unusual  securities  or  compli- 
cated tax  issues  are  involved.  Most  are 
designed  by  investment  counselors 
based  on  guidelines  set  by  the  commit- 
tee. Fisher  says  the  vast  majority  of  his 
customers  are  satisfied  with  his  meth- 
ods and  receive  more  personalized 
service  than  is  offered  by  most  sepa- 
rate-account managers. 

PRESCIENT  CALLS 

FISHER  NOTES  THAT  his  firm  has 
faced  only  five  legal  actions  in  its  17-year 
history,  including  Rogers'  arbitration 
and  lawsuit.  And  friends  point  out  that 
Fisher  has  made  some  prescient  market 
calls— such  as  warning  his  clients  that 
the  technology  bubble  was  about  to 
burst  shortly  before  the  NASDAQ 
peaked  in  March,  2000.  For  some 
clients,  such  things  are  all  that  matters. 
"I  had  no  interest  in  a  customized  port- 
folio," says  San  Mateo  (Calif.)  client 
Vincent  G.  Boston.  "I  wanted  someone 
to  maximize  my  return." 

Fisher  says  he's  on  a  mission  to  force 
the  money-management  industry  to 
put  an  end  to  a  vast  array  of  hidden 
conflicts  of  interest,  such  as  abusive  fee 
structures,  by  going  directly  to  clients. 
Indeed,  if  the  questions  swirling 
around  how  Fisher  customizes  portfo- 
lios are  any  indication,  this  corner  of 
the  money  management  industry  has 
some  serious  issues.  They  need  to  be 
resolved— and  fast.  ■ 

-By  Emily  Thornton 
in  San  Mateo  Calif. 


LIFE  SAVINGS 

Lonardo. 
retired,  lost 
$311,000 


A  Hedge  Fund 
Too  Good  to  beTrue 


How  small  investors  were  lured  by 
neophyte  managers— and  lost  millions 


LIKE  MANY  MEN  OF  HIS 
generation,  Riccardo  Lonar- 
do worked  long  and  hard  for 
steady,  if  unspectacular, 
wages.  He  clocked  33  years 
as  a  civilian  worker  in  the 
U.S.  Air  Force  and  15  more 
in  the  private  sector  before  retiring  in 
early  2000,  just  before  turning  70.  With 
substantial  savings  in  conservative  in- 
vestments and  regular  monthly  income 
from  pensions  and  Social  Security,  he 
and  his  wife,  Rachel,  were  set  to  relax 
and  enjoy  life  at  their  tidy  split-level 
home  in  Methuen,  Mass. 

At  the  same  time,  U.S.  stock  markets 
were  hitting  record  highs.  And  soon 


enough,  Lonardo  received  a  phone  call 
from  James  Pangione,  33,  a  former  as- 
sistant to  his  trusted  broker  at  Morgan 
Stanley.  Pangione  was  now  a  registered 
investment  adviser  himself,  working  at 
Cantella  Securities  Inc.,  a  small  broker- 
dealer  in  Boston.  Lonardo  says  he  had 
always  found  Pangione  to  be  charming 
and  affable,  so  he  listened  to  his  sales 
pitch.  He  says  he  was  told  that  if  he  in- 
vested in  hedge  funds  that  Pangione 
was  starting,  he  could  quickly  double 
his  money  at  no  risk.  Lonardo  bit,  ini- 
tially putting  $200,000  in  Pangione's 
$3.7  million  Hercules  Hedgehog  Fund, 
even  though  he  wasn't  qualified  under 
Security  &  Exchange  Commission  rules 
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FOR  THINGS  YOU  DON'T  WANT,  FROM  PEOPLE 


YOU  DON'T  KNOW. 


J 
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to  invest  in  hedge  funds  at  all  and  had  no 
idea  what  one  was.  "It  didn't  mean  any- 
thing to  me,"  he  says.  "I  thought  it  was  a 
way  to  protect  your  holdings  in  a  down 
market."  After  making  $21,000  in  the 
first  three  months,  Lonardo  kicked  in 
$125,000  more. 

UNFAIR  AND  DECEPTIVE? 

SOON,  THOUGH,  THE  MARKET  began  to 
slide,  taking  a  big  chunk  of  Lonardo's 
savings  with  it.  By  the  end  of  2000,  he 
had  lost  $311,000.  Pangione  had  invested 
heavily  in  tech  stocks  that  later  tanked.  All 
told,  41  investors— including  retirees, 
young  couples  starting  families,  and  par- 
ents saving  for  their  children's  college  ed- 
ucations—lost nearly  all  the  $37  million 
they  invested  in  the  fund.  One,  Mark 
Awed,  has  sued  Pangione  and  his  busi- 
ness partner,  Timothy  Rassias,  35,  alleg- 
ing fraud,  breach  of  contract  and  fiduciary 
duty,  and  unfair  and  deceptive  business 
practices.  The  defendants  deny  all  the 
charges.  And  Awed's  lawyer  said  the  suit 
is  stayed  because  both  filed  for  personal 
bankruptcy  last  year. 

Massachusetts  Secre- 
tary of  the  Common- 
wealth William  F.  Galvin  is 
also  on  the  case.  He  has 
charged  Pangione  and 
Rassias  with  illegally  of- 
fering risky  investments 
to  unqualified  investors, 
who  made  up  60%  of  their 
clients.  In  January,  he  filed 
separate  charges  against 
Cantella,  alleging  that  the 
firm  failed  to  supervise  its 
agents  and  to  keep  proper 
records.  Cantella  has  de- 
nied the  charges  in  a  filing. 
Pangione  and  Rassias  de- 
nied Galvin's  charges, 
which  they  said  were 
based  on  testimony  taken 
out  of  context. 

Galvin  is  on  the 
warpath  because  increas- 
ing numbers  of  funds  are 
flouting  SEC  rules.  Hedge 
funds  are  legally  barred 
from  taking  money  from 
investors  with  less  than 
$200,000  in  annual  in- 
come or  $1  million  in  net  worth.  But,  com- 
plains Galvin,  "they've  moved  from  the 
stratosphere  of  high  rollers  to  the  general 
public.  It  argues  for  some  significant 
changes  in  the  regulatory  system."  He 
wants  to  raise  the  income  threshold  for 
fund  investors.  And  he  wants  tighter  lim- 
its on  hedge-f i.  nd  managers  operating  un- 
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der  the  same  roof  as  a  mutu- 
al-fund or  brokerage  house, 
where  they  have  easier  access 
to  investor  cash  and  conflicts 
of  interest  could  arise. 

But  the  state  regulator  is 
unlikely  to  get  all  he  wants. 
The  SEC,  which  is  due  to  pro- 
pose reforms  within  weeks, 
favors  more  disclosure  rather    tOUSjl.  IXlleS 
than   an   outright   ban   on    ^^*^^^ 
hedge-fund  managers  simul-    ^^^^^^^ 
taneously     running     other 
types  of  funds.  It  will  make  fund  man- 
agers register  with  the  agency.  They 
would  then  have  to  report  conflicts  of  in- 
terest as  well  as  the  number  of  clients 
they  serve,  assets  under  management, 
and  investment  techniques— and  raise 
the  bar  for  investors  in  most  funds. 

Of  course,  many  of  the  7,000  hedge 
funds  in  the  U.S.  now  managing  $750  bil- 
lion in  assets  are  run  by  sharp  money 
managers  with  years  of  experience.  But 
that  wasn't  the  case  with  Pangione  and 
Rassias.  Neither  had  ever  managed  mon- 
ey as  a  principal  before. 
According  to  Galvin's 
complaint,  they  never 
stayed  with  any  brokerage 
for  long,  working  together 
for  three  between  1998 
and  2003.  Nor  did  they 
have  backgrounds  in 
technology— in  which 
they  invested. 

Their  slim  resumes 
proved  to  be  no  bar  to  set- 
ting up  a  hedge  fund. 
"We  saw  all  these  very 
successful  people  going 
out  and  opening  up 
hedge  funds,"  Rassias  ex- 
plained in  testimony 
quoted  in  Galvin's  com- 
plaint. He  and  Pangione 
figured  they  could  attract 
money  from  clients  of 
Cantella— which  they  say 
approved  the  fund— as 
well  as  friends  and  family. 
So  they  made  a  deal  with 
Securities  Dynamics  LLC, 
a  hedge  fund  in  Aventura, 
Fla.,  to  copy  its  Web  site 
and  other  materials. 
What  the  two  may  have  lacked  in  busi- 
ness acumen  they  apparently  made  up  for 
with  slick  talk.  Investors  describe  them  as 
charismatic,  affable,  and  smooth.  One 
drove  a  BMW,  the  other  a  Lexus.  Both 
wooed  some  investors  at  fancy  restau- 
rants. "They  were  good  salesmen,  but 
they  were  full  of  it,"  says  a  plumber  in 


Shrewsbury,  Mass.,  who 
lost  $70,000. 

According   to   Galvin's 
complaint  and  Awed's  suit, 
Rassias  and  Pangione  told 
some  investors  Hercules— 
which  went  out  of  business 
in     April,     2003— would 
make  them  $1  million  and 
there  was   no  way  they 
could  lose.  "They  said  all  of 
their  money  was  in  [the 
fund],  so  that  made  us  con- 
fident," says  a  37-year-old  contractor  in 
Worcester,  Mass.,  who  invested  his  life  sav- 
ings of  $350,000  with  Pangione  in  late 
1999.  In  testimony  quoted  in  Galvin's  com- 
plaint,  Rassias   and   Pangione   denied 
promising  investors  they  could  not  lose 
money.  Rassias  also  said  they  had  invested 
a  total  of  $20,000  in  Hercules— far  less 
than  the  $100,000  minimum  they  de- 
manded of  many  investors. 

As  Hercules'  value  plummeted,  Pan- 
gione and  Rassias  were  busy  raising  more 
money  to  try  to  dig  themselves  out  of  the 
hole.  In  2002,  Mark  Awed,  who  owned  a 
cleaning  business  in  Worcester  at  the 
time,  handed  over  $100,000  he  had  from 
refinancing  his  home.  Though  he  wasn't 
qualified  to  invest  in  hedge  funds,  the  pah- 
told  him  "they  would  make  him  a  million 
dollars  and  that  the  way  the  hedge  fund 
worked  he  could  not  lose  his  money,"  ac- 
cording to  the  lawsuit  Awed  filed  against 
the  two  in  May,  2003.  In  his  complaint  he 
says  he  never  received  the  proof  he  asked 
for  that  his  money  had  even  been  invest- 
ed in  the  Hercules  fund. 

CROOKED  OR  INEPT? 

AWED'S  SUIT  TIPPED  OFF  Galvin,  who 
has  sued  Cantella  seeking  a  penalty  and 
compensation  for  investors  who  lost 
money.  In  its  response,  Cantella  said  it 
had  reasonably  supervised  Pangione 
and  Rassias  but  was  not  a  party  to  the 
Hercules  hedge-fund  transactions,  so  it 
should  not  be  held  accountable.  Further, 
Cantella  says  it  had  a  letter  signed 
by  Pangione  and  Rassias  freeing  the  firm 
of  any  liability  associated  with  the 
Hercules  fund. 

Investors  still  hope  they'll  get  some  of 
their  money  back  from  Cantella.  But 
there's  little  hope  of  redress  from  Pan- 
gione or  Rassias  since  they  filed  for 
bankruptcy.  Despite  what  happened  to 
their  investments,  several  investors  think 
the  two  were  incompetent  and  unlucky, 
not  thieves.  Either  way,  they're  still  nurs- 
ing losses  that  they  can't  afford.  ■ 

-By  Faith  Arner  in  Boston, 
with  Amy  Borrus  in  Washington 
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COMMENTARY 


BY  MARA  DER  HOVANESIAN 


Hedge  Fund  Values:  Stop  the  Fudging 

Asset  mispricing  is  the  industry's  "next  black  eye."  Is  the  SEC  doing  enough? 


FIGURING  OUT  HOW  much  a 
stock  or  mutual  fund  is  worth  is 
as  easy  as  picking  up  the  daily 
newspaper.  No  such  luck  with 
hedge  funds.  The  values  of  un- 
derlying investments  are  highly  subjec- 
tive. Some  high-profile  firms,  including 
Beacon  Hill  Asset  Management  LLC  in 
Summit  Hill,  N.J.,  and  Manhattan's  Lipper 
&  Co.,  are  already  in  hot  water  with  au- 
thorities who  want  to  know  whether  managers  g^| 
misled  investors  about  how  much  their  invest- 
ments were  worth.  Edward  J.  Strafaci,  a  for- 
mer Lipper  portfolio  manager  charged  with 
fraud  and  overstating  portfolio  values  at  the 
$4  billion  company  by  the  Securities  &  Ex- 
change Commission,  is  fighting  the  charges. 
Beacon  Hill,  which  allegedly  lost  $300  million, 
agreed  in  November  to  shift  assets  to  another 
company  while  the  investigation  continues. 

The  fair  market  value  of  securities  held  by  a  hedge  fund  is 
the  basis  for  calculating  its  performance.  If  the  numbers  are 
suspect,  so  are  the  returns.  Moreover,  mispricing  of  the 
stocks,  bonds,  and  other  securities  in  their  portfolios  is  a  sig- 
nificant factor  in  pushing  hedge  funds  into  difficulties.  The 
New  York  office  of  Capco,  a  risk-management  firm,  found 
mispricing— combined  with  a  financial  incentive  to  cover  up 
poor  performance  and  scant  regulatory  oversight— had 
played  a  role  in  more  than  a  third  of  the  115  fund  blowups  in 
the  1990s  that  they  tracked.  Says  Capco  partner  Stuart  Feffer: 
"Valuation  issues  will  be  the  next  major  black  eye  for  the 
hedge-fund  industry." 

The  SEC  is  well  aware  of  the  dangers.  In  a  report  last  fall- 
part  of  a  yearlong  SEC  investigation  into  the  $750  billion  in- 
dustry—staffers rated  mispricing  as  the  agency's  "most  seri- 
ous concern."  Within  weeks,  the  SEC  is  expected  to  propose 
rules  that  would  force  managers  to  register  as  investment  ad- 
visers, which  almost  a  third  do  voluntarily.  That  doesn't  nec- 
essarily forestall  mispricing,  though  it  requires  the  disclosure 
of  pricing  policies. 

That's  a  good  first  step,  but  the  SEC  should  go  further.  The 
agency  should  expressly  require  hedge  funds  to  retain  third- 
party  auditors  to  validate  the  valuations  they  put  on  the  in- 
vestments they  hold.  Already,  hedge  funds  get  current  prices 
from  the  brol  ts  who  handle  their  trades,  but  managers  can 
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and  often  do  override  the  brokers,  particularly  for  thinly  trad- 
ed—and hard  to  value— securities  such  as  bank  debt.  Capco 
found  quotes  from  different  brokers  for  illiquid  investments 
can  vary  by  30%.  In  the  future,  managers  should  have  to  justi- 
fy their  valuation  rationale.  At  the  very  least,  they  should  be  I 
able  to  prove  that  their  pricing  policies  are  "conservative,  re- 
producible, simple,  transparent,  and  verifiable,"  says  Rutter 
Associates  partner  Charles  Smithson,  a  market-risk  consultant. 
The  valuation  problem  is  likely  to  get  worse  as  hedge  funds 
continue  to  attract  huge  inflows.  In  search  of  new  investment 
alternatives,  investors  poured  another  $72.2  billion  into  hedge 
funds  last  year,  more  than  in  the  previous  four  years  com- 
bined. As  a  result,  more  cash  is  chasing  the  same  investments, 
driving  returns  lower.  That  has  pushed  managers  into  more 
exotic  instruments,  such  as  credit  default 
swaps,  bank  loans,  and  mortgage-backed 
securities.  When  funds  get  away  from 
plain-vanilla  strategies,  such  as  buying 
some  stocks  while  selling  others  short, 
"you've  got  a  lot  of  nuance  and  complexi- 
ty," says  Jim  Hedges,  president  of  LJH 
Global  Investments,  a  consultant  for  high- 
net-worth  and  institutional  investors.  "And 
you're  playing  with  fire." 

When  investors  get  jumpy 
about  valuations,  the  conse- 
quences can  be  dramatic.  For  ex- 
ample, last  November,  investors 
bolted  when  a  former  trader  raised 
questions  about  how  New  York's 
Clinton  Group  Inc.  was  valuing 
bonds  in  its  flagship  Trinity  Fund, 
one  of  the  largest— and  oldest- 
hedge  funds  in  the  world.  In  just 
two  months  investors  withdrew 
$3-5  billion,  about  half  the  fund's 
assets.  Forced  to  sell  assets  to  raise 
cash,  the  fund  posted  a  loss  of  21.5%  in  the  12  months  through 
January,  its  first  decline  in  about  a  decade.  Clinton  Group 
hired  PricewaterhouseCoopers,  and  says  their  audit  uncov- 
ered nothing  untoward.  Clinton  founder  George  E.  Hall  prom- 
ised that  the  fund  would  explain  more  clearly  in  the  future 
how  it  values  investments. 

That's  a  good  start  However,  regulators  should  also  insist  that 
hedge  funds  calculate  their  values  with  prices  verified  by  inde- 
pendent sources.  Such  a  step  would  give  investors  an  early  signal 
about  potential  troubles.  While  no  one  expects  hedge-fund  values 
to  be  listed  in  the  daily  newspapers,  everyone  would  be  relieved 
if  fewer  meltdowns  appeared  in  the  headlines.  ■ 
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Taking  Better  Aim 
At  Cancer 

New  studies  point  the  way  to  more 
effective  use  of  lung  cancer  drugs 


THE  FUTURE  OF  CANCER 
treatment  almost  certainly 
lies  in  a  new  generation  of 
targeted  drugs  that  can 
knock  out  tumor  cells 
without  harming  healthy 
tissue.  And  yet,  the  few 
such  drugs  developed  so  far  have  been 
disappointing.  They  work  in  only  a  small 
percentage  of  patients,  who  rarely  live 
longer  than  they  would  on  standard 
chemotherapy,  and  it's  often  unclear 
which  patients  will  be  helped.  Three  new 
breakthrough  reports  may  radically  im- 
prove the  outlook  for  these  drugs  and  rev- 
olutionize the  way  cancer  therapies 
are  administered. 

In  two  of  the  studies,  released  on  Apr. 
29,  scientists  report  that  they  have  figured 
out  how  to  identify  which  lung  cancer  pa- 
tients will  respond  to  Iressa,  a  targeted 
drug  from  AstraZeneca  PLC  that  was  ap- 
proved last  ye  r.  These  two  studies  follow 


an  announcement  that  Tarceva,  an  exper- 
imental drug  similar  to  Iressa,  can  extend 
the  fives  of  some  lung  cancer  patients  by 
at  least  one  to  two  months.  That  may  not 
seem  like  much,  but  these  patients  were 
in  final  stages  of  the  disease  with  less  than 
six  months  left.  And,  there  have  been  no 
new,  life-extending  therapies  for 
lung  cancer  in  decades.  "The 
events  of  the  last  couple  of 
weeks  have  been  nothing  short 
of  amazing,"  says  Dr.  Mark  G. 
Kris,  chief  of  the  lung  cancer 
service  at  Memorial  Sloan-Ket- 
tering  Cancer  Center  in  New 
York.  "We  see  people  living 
longer,  and  we  know  why." 

The  why  was  answered  by  the 
two  Iressa  studies.  Iressa  blocks 
a  protein  called  the  epidermal 
growth  factor  receptor  (EGFR), 
which  tumors  need  to  fuel  their 
rapid  spread.  Although  EGFR  is 


LUNG  TUMOR 

Iressa  and 
Tarceva  block  a 
pivotal  protein 


IRESSA" 


a  primary  driver  be- 
hind lung  cancer, 
only  about  10%  ol 
patients  responc 
to  Iressa.  Research 
teams  at  Dana-Farber  Cancer  Institute 
and  Massachusetts  General  Hospital, 
both  in  Boston,  noticed  that  the  best  re- 
sponders  were  nonsmokers,  women,  anc 
Japanese.  They  screened  the  DNA  of  tu- 
mor tissue  from  patients  in  Iressa  clinical 
trials  and  found  that  some  cancer  cells 
had  mutations  in  their  EGFR  that  made 
the  tumor  particularly  aggressive— anc 
particularly  susceptible  to  Iressa.  Both 
teams  reported  that  almost  all  patients 
with  the  EGFR  mutation  had  a  strong  re- 
sponse to  Iressa,  while  those  without  it 
gained  little  or  no  benefit.  "You  don't  fine 
such  a  clear  response  pattern  in  clinica 
medicine  very  often,"  says  Dr.  Bruce  E 
Johnson  of  Dana-Farber,  a  co-author  o 
one  of  the  studies. 

'STRIKING  ADVANCE' 

THE  DISCOVERY  could  make  cancer 
treatment  far  more  rational,  particularly  i 
similar  genetic  defects  are  found  that  cor- 
respond to  other  targeted  therapies.  A 
hospital  could  extract  some  of  a  patient's 
tumor  cells,  screen  them  for  genetic  mu- 
tations, and  then  determine  when  and  if  it 
makes  sense  to  administer  Iressa  or  some 
other  drug.  "This  is  the  most  striking  ad- 
vance in  lung  cancer  therapy  in  decades," 
says  Dr.  Vincent  A.  Miller,  a  lung  cancer 
specialist  at  Sloan-Kettering. 

It  is  not  yet  clear  how  many  people  will 
be  helped,  or  whether  they  will  live  longer. 
Genentech  Inc.  and  OSI  Pharmaceuticals 
Inc.,  co-developers  of  Tarceva,  will  not  re- 
lease the  full  details  of  their  survival  trial 
until  June.  Without  that  data,  oncologists 
can't  properly  evaluate  the  results. 

Still,  cancer  specialists  speculate  that 
since  Tarceva  and  Iressa  both  attack  EGFR 
in  the  same  way,  a  similar  mutation  may 
predict  effectiveness  for  both  drugs.  If  so, 
these  treatments,  which 
have  minimal  side  effects, 
could  be  given  as  a  first-line 
therapy  to  patients  with  the 
mutation,  avoiding  toxic 
chemotherapy.  They  might 
even  prevent  cancer  from  re- 
curring—at least  for  a  while. 
"After  surgery,  patients 
could  take  a  daily  pill,"  says 
Dr.  Daniel  A.  Haber,  director 
of  Mass  General's  cancer 
center.  That's  not  a  cure,  but 
any  advance  is  welcome.  ■ 
-By  Catherine  Arnst 
in  New  York 


PINPOINTED  Iressa 
works  on  10%  of 
patients.  Now,  they 
can  be  identified 
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Please  join  Standard  8c  Poor's  and  industry  leaders  for  an  interactive  program  that 
examines  the  critical  success  factors  in  today's  insurance  industry. 
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STRUCTURING  FOR  SUCCESS 

June  15-17  •  Grand  Hyatt  •  New  York  City 

Insurance  Executives  and  Investment/Credit  Professionals  won't  want  to  miss  this 
chance  to  learn  about  and  discuss  leading  strategies  with  those  at  the  forefront  of 
the  insurance  industry. 
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PIXEL  POWER  Flexible 

electronic  "pages"  look 
like  the  future  of  paper. 
Ultrathin  displays  (left) 
may  fan  sales  of 
e-books  like  those 
developed  by  Sony 
and  Philips 
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Plastic  Chips 


rhey  can  endow  just  about  anything  with 
computer  smarts-and  they'll  be  cheap 


IT'S  CALLED  THE  SEDUCTION 
room.  Eastman  Kodak  Co.  uses  it  to 
woo  visitors  with  the  vivid  colors 
that  light  up  new-breed  video 
screens.  They're  made  from  organ- 
ic light-emitting  diodes,  or  OLEDs. 
And  in  the  room's  side-by-side 
:omparisons  with  ordinary  liquid-crystal 
lisplays  (LCDs),  the  difference  is  impres- 
;ive:  Colors  are  more  vibrant,  resolution 
s  crisper,  and  the  OLED  screens  can  be 
viewed  from  farther  off  to  the  sides  with- 
)ut  visual  loss. 

Kodak  fell  for  OLEDs  long  ago.  In  1979, 
esearcher  Ching  Tang  was  looking  for  an 
nexpensive  plastic  solar  cell  to  convert 
ight  into  electricity.  Ironically,  says  Willy 
Z.  Shih,  president  of  Kodak's  Display  & 
Components  Group,  Tang  stumbled  on  a 
Dolymer  recipe  that  "did  just  the  oppo- 
site." His  plastic  converted  electricity  into 
ight— with  unprecedented  efficiency  for 
in  organic  compound.  Kodak  has  been 
smitten  ever  since. 

Today,  the  whole  display  industry  loves 
jlastics.  Every  maker  of  TV  sets  and  com- 
DUter  monitors  is  working  on  OLED 
screens.  In  Japan,  a  dozen  companies  and 
bur  universities  are  collaborating  to 
Duild  a  60-inch  OLED  display  by  2007, 
says  Kimberly  Allen,  director  for  technol- 


ogy research  at  market  watcher  iSuppli 
Corp.  Don't  look  for  anything  larger  than 
a  laptop  screen  much  before  then.  One 
reason:  The  little  organic  light  bulbs  that 
make  up  the  picture  elements,  or  pixels, 
burn  out  after  about  8,000  hours  of  use. 
That's  fine  for  cell  phones,  which  only  get 
used  intermittently.  But  desktop  monitors 
in  offices  would  last  only  a  year  or  so. 
Shih  says  Kodak's  latest  chemicals  prom- 
ise a  tenfold  boost  in  performance. 

Displays,  though,  barely  scratch  the 
surface  of  what's  coming  in  plastic  elec- 
tronics. A  typical  home  probably  has  only 
a  handful  of  displays,  but  it  has  hundreds 
of  food  containers,  toys,  medicine  bottles, 
and  other  items,  each  of  which  could  be 
endowed  with  a  modicum  of  computer 
smarts  if  brittle  and  costly  silicon  and 
glass  can  be  replaced  with 
plastic.  With  the  advent  of 
cheap  plastic  circuits,  food 
packages  could  sport  a  "sell 
by"  imprint  that  keeps  track 
of  time  and  turns  bright  red 
when  the  limit  is  reached. 
Kids  could  converse  with 
even  low-priced  toys,  not 
just  the  premium  ones. 
"And  a  sensor  in  my  daugh- 
ter's asthma  inhaler  could 


Printers 
could  spew 
out  plastic 
chips  like 
so  much 
newspaper 


warn  when  it's  close  to  empty,"  says  Elsa 
Reichmanis,  director  of  polymer  materi- 
als research  at  Lucent  Technologies  Inc.'s 
Bell  Laboratories.  "The  possible  con- 
sumer applications  are  endless." 

Moreover,  in  a  world  of  polymer  elec- 
tronics, virtually  any  company  could  be- 
come a  chipmaker.  Thanks  to  inks  made 
from  conductive  and  semiconductive 
polymers,  it  will  soon  be  possible  to  print 
proletarian  circuits  on  almost  any  surface 
using  an  inkjet  printer  or  offset  press.  A 
billion-dollar  semiconductor  factory  isn't 
needed,  notes  Jim  Tully,  chief  of  Gartner 
Inc.'s  research  arm  in  Europe,  "so  this 
will  open  the  door  for  a  large  number  of 
manufacturers"  to  make  poly  chips  for  a 
host  of  everyday  products. 

THINGS  THAT  THINK 

POLYMER  ELECTRONICS  can't  challenge 
silicon  in  heavy-duty  number-crunching 
jobs  now,  although  that  may  be  just  a 
matter  of  time.  Plastic  transistors  today 
are  positively  poky  compared  with  silicon 
versions,  concedes  Alan  J.  Heeger,  the 
University  of  California  at  Santa  Barbara 
physicist  who  shared  a  No- 
bel prize  in  2000  for  helping 
to  create  the  first  conductive 
polymer  in  1977.  But  the 
speed  of  poly  transistors 
has  been  rising  steadily. 
"Every  improvement,"  says 
Heeger,  "expands  the  po- 
tential market." 

How  much  might  the 
poly-chip  market  be  worth? 
Motorola  Inc.  sees  an  op- 
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portunity  for  new  applications  that  could 
reach  as  much  as  $300  billion  ultimate- 
ly—more than  double  the  total  worldwide 
sales  of  silicon  chips  last  year.  Since  plas- 
tic chips  would  cost  a  fraction  of  silicon- 
chip  prices,  hitting  that  target  would  take 
many  times  the  100  billion  silicon  chips 
cranked  out  last  year.  So  Motorola  is 
working  with  Dow  Chemical  and  Xerox  to 
develop  printing  methods  that  could 
spew  out  flexible  plastic  circuits  like  so 
much  newspaper,  at  perhaps  300  feet  per 
minute.  The  trio's  big  breakthrough 
came  in  April:  Beng  Ong,  manager  of 
poly-chip  research  at  Xerox  Research 
Centre  of  Canada,  unveiled  a  new  ink  for 
printing  plastic  chips  that  can  be  used 
anywhere.  (Previous  inks  were  sensitive 
to  oxygen,  so  printing  had  to  be  done  in 
enclosures  filled  with  an  inert  gas.) 

In  addition  to  catalyzing  new  markets, 
plastic  chips  could  also  supplant  silicon 
chips  in  a  growing  number  of  current 
applications.  By  combining  polymers 
with  other  organic  materials,  such  as 
carbon  nanotubes,  composite  materials 
"will  sidestep  today's  limitations  and 
compete  with  the  very  best  silicon  tran- 
sistors," predicts  John  A.  Rogers,  a  ma- 
terials scientist  at  the  University  of  Illi- 
nois. In  March,  Rogers'  group  unveiled  a 
new  way  to  produce  high-speed  plastic 
chips.  It  resembles  the  rotogravure  tech- 
nique used  to  print  raised-ink  letters  on 
business  cards. 

Organic-inorganic  hybrids  also  show 
promise.  In  March,  a  group  of  IBM  re- 
searchers led  by  David  B.  Mitzi  revealed  a 
technique  that  can  coat  plastics  with  a 
very  thin  semiconducting  film  of  metal, 
such  as  tin  sulfide.  Electrons  zip  through 
this  structure  up  to  10  times  faster  than 
typical  poly  chips,  and  Mitzi  says  an  addi- 
tional fivefold  increase  may  be  possible. 
Last  year,  University  of  Toronto  re- 
searchers showed  that  hybrid  chips  can 
generate  pulses  of  infrared  light  for  fiber- 
optics  systems  if  the  polymer  is  salted 
with  5-nanometer  dots  of  lead  sulfide. 

For  Europe,  the  ascent  of  polymer  elec- 
tronics holds  special  promise  because  of 
the  Continent's  strong  chemicals  indus- 
try. So  the  European  Union  in  March 
coughed  up  half  the  cost  of  PolyApply,  a 
$29  million,  five-year  collaboration  in- 
volving 20  companies  and  research  insti- 
tutes. The  first  goal,  says  PolyApply  coor- 
dinator Luigi  Occhipinti,  head  of 
strategic  research  at  STMicroelectronics, 
will  be  to  develop  polymer  radio -frequen- 
cy identification  (RFID)  tags— essentially 
smart  bar  codes  with  antennae  that  en- 
able individual  packages  and  products  to 
communis ite  with  computers  in  facto- 


ries,   warehouses,    stores, 
and,  eventually,  homes. 

The  final  result,  predicts 
Occhipinti,  will  be  "ambient 
intelligence."  Cheap  chips 
will  be  everywhere,  even  on 
the  surface  of  textile  fibers, 
wirelessly  jabbering  back 
and  forth.  "Things  that 
think,"  he  adds,  will  be 
"truly  ubiquitous." 

Only  plastic  chips  can  be 
cheap  enough  to  make  this 
happen,  notes  Bernard  J. 
Kippelen,  a  University  of 
Arizona  researcher.  There's 
a  limit  on  how  small,  and 
hence  cheap,  silicon  chips 
can  get— 5<t  to  10<t  is  consid- 
ered rock  bottom.  But  even 
that's  too  expensive  for  con- 
sumer giants  such  as  Proc- 
ter &  Gamble  Co.,  which 
would  need  tens  of  billions 
of  tags  a  year.  "Wal-Mart, 
P&G,  Gillette,  and  lots  of  others  all  want 
lower-cost  tags,"  says  Paul  F.  Baude,  head 
of  RFID  development  at  3M.  If  plastic 
tags  bring  the  price  down  to  a  penny,  says 
iSuppli's  Allen,  digital  readouts  on  sub- 
way and  commuter  cards  that  show  the 
balance  may  be  possible. 

Companies  in  the  silicon-chip  game 
are  also  exploring  polymeric  potentials. 
Researchers  at  Hewlett-Packard  Co.'s  HP 
Labs,  for  example,  foresee  building  ultra- 
tiny  transistors  from  custom-designed  or- 
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Bright  Future 

Flat-panel  displays  using  organic 
light-emitting  diodes  are  one  of  the 
hotter  areas  in  polymer  electronics. 
Here  are  the  key  sectors: 

APPLICATION 

MILLIONS  OF  DOLLARS* 

2004 

2009 

Camcorders 

12 

156 

Cameras                           61 

266 

Desktop  Monitors 

0 

189 

Handheld  Games 

19 

117 

Industrial  Equipment 

9 

321 

Mobile  Phones 

408 

1383 

Portable  Computers 

6 

313 

Portable  DVD  Players 

0 

44 

Television 

0 

31 

Others 

23 

319 

Total 

538 

3139 

-■3tes                                                         Data:  iSuppli  Corp. 

ganic  molecules.  One  idea  is 
a  row  of  hydrogen  atoms 
encircled  by  a  benzene  ring 
that  serves  as  an  on/oft 
switch  by  sliding  back  and 
forth.  The  notion  of  molecu- 
lar electronics,  or  moletron- 
ics,  is  sizzling  at  places  such 
as  Cornell  University,  State 
University  of  New  York  at 
Stony  Brook,  and  Pennsyl- 
vania State  University.  Be- 
cause of  the  chemical  versa- 
tility that  polymers  offer,  it 
may  be  possible  to  tailor 
polymer  chains  that  serve  as 
memory  storehouses  or 
duplicate  the  logic  circuits 
in  microprocessors.  That 
might  lead  to  pinhead-size 
plastic  chips  with  the  power 
of  today's  supercomput- 
ers—made in  virtual  test 
tubes,  not  billion-  dollar  sili- 
con factories. 
Moletronics  probably  won't  be  a  viable 
contender  for  silicon's  crown  until  after 
2010,  says  Bell  Labs's  Reichmanis.  By 
then,  you  may  read  the  news  on  thin,  flex- 
ible screens  that  unroll  like  window 
shades.  Some  plastic  displays— alterna- 
tives to  OLEDs— are  already  moving  into 
the  commercial  arena.  One  closely 
watched  technology  is  "electronic  paper,7" 
developed  by  E  Ink  in  Cambridge,  Mass. 
The  first  consumer  product  is  an  elec- 
tronic book  that  Sony  and  Royal  Philips 
Electronics  have  just  launched  in  Japan. 
The  size  of  a  thin  book,  it  opens  to  reveal 
a  paperlike,  black-and-white  screen  that 
changes  the  text  from  page  to  page  by  ro- 
tating its  tiny  pixel  balls,  each  of  which  is 
half  black,  half  white.  Behind  the  screen  is 
enough  memory  to  store  an  entire  library 
of  500  digital  books.  So  its  name,  LIBRle, 
is  apt.  Cost?  Just  $380. 

LIBRle's  screen  is  rigid,  but  Philips' 
new  Polymer  Vision  (PV)  unit  is  itching  to 
launch  a  flexible  follow-on.  By  summer, 
PV  will  be  churning  out  prototype  five- 
inch  displays  just  three  sheets  of  paper 
thick,  says  General  Manager  Bas  van 
Rens.  They  can  roll  up  inside  a  fat  foun- 
tain-pen-size holder.  The  case  could  be  fit- 
ted with  an  antenna  to  download  news 
and  e-mail  wirelessly  from  the  Internet 
whenever  a  user  whips  out  the  e-pen.  And 
the  length  of  the  case  could  grow,  eventu- 
ally accommodating  tabloid-size  screens. 
For  the  British  market,  the  tubes  might 
even  be  topped  off  with  an  umbrella.  ■ 
-By  Otis  Port  in  New  York,  with 
Rachel  Tiplady  in  Paris  and 
Faith  Arner  in  Rochester,  NY. 
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Data  Goes  To  The  Edge 

Real-time  data  everywhere.  Sybase 
mobile  middleware  and  mobile  databases 
enable  secure,  wireless  delivery  of 
relevant,  intelligent,  actionable  data. 


Events  Trigger  Data  - 
Data  Goes  Into  Action 

A  flat  tire  shouldn't  let  the  air  out  of 
customer  service.  Sybase  Adaptive 
Server  Enterprise  enables  your 
business  processes  to  respond  to 
exception  events  in  real  time. 


Data  Gets  A  Lot  Smarter 

Your  data  gets  smarter  every  step  of  the 
way.  Sybase  Integration  Orchestrator  links 
isolated  events  with  knowledge  and  then 
correlates  those  events  into  meaningful 
business  performance  metrics. 
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Sybase  Real  Time  Data  Services 

can  help  your  enterprise 

become  smarter,  faster,  and  more 

responsive.  Implementing 

a  real-time  initiative?  Start  with 

our  new  White  Paper. 

Sybase 

The  Enterprise.  Unwired. 


Free  White  Paper 
www.svbase.comy 


Personal  Business  Travel 


Ride  Like  a 
Railroad  Baron 

Here's  how  you  can  charter  a  luxurious  vintage  private  car-and  hook  up 
to  an  Amtrak  train.  BY  LARRY  ARMSTRONG 


BREAKFAST  IS  SERVED.  We're  about  an  hour  out  of 
Union  Station  in  Los  Angeles  as  we  sit  down  to 
a  meal  of  crab  quiche  and  fresh  fruit,  laid  out  on 
tables  bedecked  with  china,  linens,  and  flowers. 
Through  the  wide  expanse  of  windows  of  our 
private  dome  car,  the  Bella  Vista,  we  can  see  the 
skyline  giving  way  to  row  after  row  of  ware- 
houses, then  to  modest  residential  neighborhoods.  Soon  the 
Pacific  Ocean  comes  into  view  on  the  right.  We're  hooked  on 
the  back  of  Amtrak's  Pacific  Surfliner,  on  our  way  to  San 
Diego.  J  Such  is  the  world  of  "private  varnish,"  a  nickname  for 
any  privately  owned  railroad  car.  It  comes  from  the  high-gloss 
exterior  finish  and  hand-rubbed  wood  interiors  of  the  sump- 
tuous cars  built  for  the  personal  use  of  railroad  barons  early  in 
the  20th  century.  J  If  you're  itching  to  recall  the  halcyon  days  of 
rail  travel,  there  are  100  or  so  private  cars  in  the  U.S.  certified 
to  ride  on  Amtrak  or  VIA  Rail  Canada  trains,  and  about  half  of 
them  are  available  for  hire.  But  private  varnish  isn't  the  way  to 


go  if  you're  in  a  hurry,  or  strapped  for 
cash.  Prices  to  charter  a  car  start  at 
around  $3,000  a  day  and  can  easily  top 
$5,000  or  $6,000,  depending  on  which 
car  you  choose,  how  far  you're  going,  and 
how  many  switches  between  Amtrak 
trains  you  need  to  get  there.  The  price  in- 
cludes a  crew  of  at  least  a  chef  and  a  stew- 
ard. For  most  private  cars,  what  you'll  pay 
per  person  works  out  to  be  comparable  to 
accommodations  in  a  veranda  or  pent- 
house stateroom  on  a  high- end  cruise. 

"It's  like  chartering  a  business  jet," 
says  Tom  Tilford,  a  retired  lawyer  from 
Spokane,  Wash.  "It  makes  no  economic 
sense  to  compare  the  price  to  a  commer- 
cial airline  ticket."  Tilford  hired  the  Bella 
Vista  for  a  weekend  in  April  to  treat  fam- 
ily members  and  friends  to  "the  most 
spectacular  scenery  in  the  U.S."  on  a  San 
Francisco-Denver  trip  that  traveled  over 
the  Sierra  Nevada  and  Rockies. 

Planning  starts  with  picking  a  car.  The 
American  Association  of  Private  Railroad 
Car  Owners  (AAPRCO)  has  pictures  on  its 
Web  site,  aaprco.com,  of  all  the  private 
cars  available  for  charter,  with  contact  in- 
formation. Or  you  can  buy  its  Private  Car 
Charter  Guide  for  $750  (800  856-6876). 

You'll  probably  want  either  a  business 
or  dome  car.  Business  cars,  mostly  built 
for  railroad  execs  in  the  1920s,  sleep  four 
to  eight  in  two  to  four  staterooms.  They 
have  a  dining  room  in  the  center,  a  lounge 
at  the  back,  and  usually  an  open-air  rear 
platform  of  the  type  used  by  politicians 
for  whistle-stop  tours.  Classic  business 
cars  include  the  Chapel  Hill,  built  in  1928 
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for  stockbroker  E.F.  Hutton  and  now 
based  in  Cincinnati,  and  the  New  York 
Central  3,  built  in  1922  for  the  last  Van- 
ierbilt  to  run  that  railroad  and  now 
housed  in  Brookfield,  Conn.  One  of  the 
newest  business  cars  in  private  service, 
the  Los  Angeles-based  Scottish  Thistle, 
built  in  1959,  logged  more  miles  on  Am- 
trak  last  year  than  any  other  private  car. 

OVERNIGHT  STOPOVERS 

BECAUSE  OF  THE  20-FOOT  upstairs 
lounge,  you'll  get  more  space  in  dome 
cars,  all  built  after  World  War  II.  The 
poshest  rebuilt  cars  are  the  Bella  Vista 
and  the  Northern  Sky,  which  author  Tom 
Clancy  chartered  five  years  ago  for  his 
honeymoon.  Dome  cars  generally  sleep 
eight  in  four  double  bedrooms  and  some- 
times have  a  downstairs  lounge  as  well. 
Because  of  height  restrictions,  you  can't 
travel  in  domes  in  the  Northeastern  U.S. 
Most  private  cars  can  accommodate 
more  passengers  during  the  day  than 
overnight,  so  consider  coupling  one  to  a 
sleeper  car  for  larger  groups  or  to  spread 
the  cost  among  more  people.  (Amtrak  has 
a  reduced  rate  for  second  cars,  and  crew 
costs  will  be  less  for  the  sleeper.) 


Look  at  as  many  pictures  as  you  can, 
visit  the  car  if  it's  berthed  locally,  and  ask 
for  references.  If  if  s  yesteryear  elegance 
you  dream  of,  you  probably  don't  want  to 
be  stuck  in  a  car  that  still  has  its  original 
1950s  stainless-steel  fittings  and  Nau- 
gahyde  divans.  On  the  other  hand,  you 


may  not  be  comfortable  in  one  outfitted 
with  period  Victorian  furnishings  either. 
Check  the  sleeping  arrangements  careful- 
ly: There's  usually  a  mix  of  larger  cabins 
with  full  beds  and  tiny  compartments 
with  upper  and  lower  berths. 

You'll  save  a  substantial  amount  if  you 
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fly  to  where  the  car  is  based  rather  than 
having  it  come  to  you.  That  cuts  down  on 
the  owner's  costs  to  position  the  car.  If 
you're  traveling  one  way,  expect  to  pay  for 
the  empty  car  to  deadhead  home. 

STOPOVER  CITIES 

PLAN  OVERNIGHT  stopovers  in  cities 
you'd  like  to  explore  rather  than  simply 
rolling  across  the  countryside  at  night. 
Again,  you'll  save  on  mileage  costs— Am- 
trak  currendy  charges  $1.15  per  mile— 
and  in  many  cities  your  car  can  serve  as 
your  hotel.  The  favorites  by  far  are  Den- 
ver, where  you're  in  the  heart  of  the  hip 
LoDo  (lower  downtown)  district,  and 
New  Orleans,  whose  station  is  a  short 
hike  from  the  French  Quarter.  Other  pop- 
ular layovers:  Seattle;  Portland,  Ore.; 
Vancouver,  B.C.;  Washington,  D.C.;  and 


Insurance 


Whitefish,  Mont.,  the  starting 
point  for  tours  to  Glacier  Na- 
tional Park.  For  cities  such  as 
San  Francisco,  Chicago,  New 
York,  Miami,  and  Boston,  Am- 
trak  has  no  facilities  to  accom- 
modate private  cars  overnight, 
or  they're  in  marginal  neigh- 
borhoods: You'll  need  to  book 
a  hotel. 

If  you  don't  want  to  reserve 
a  whole  car,  buy  a  compart- 
ment instead.  Check  out 
AAPRCO's  Web  site  for  public  trips  run  by 
owners  trying  to  defray  their  costs.  A 
good  bet  are  voyages  to  AAPRCO's  con- 
vention in  September  in  Missoula,  Mont.; 
27  private  cars  are  scheduled  to  make  the 
journey.  Some  cars'  sites,  such  as  that  of 
the  New  York  Central  3,  seek  compatible 


You  also 
can  rent 
just  a 
cabin, 
not  the 
whole  car 


groups  to  fill  up  cars  chartered 
by  their  clients. 

Other  options:  Bella  Vista 
spends  summers  in  first-class 
service  on  Montana  Rockies 
Rail  Tours  (800  519-7245)  be- 
tween Spokane,  Wash.,  and 
Livingston,  Mont.,  a  gateway  to 
Yellowstone  National  Park. 
American  Orient  Express  (800 
320-4206)  runs  trains  of  16 
vintage  cars  on  10  itineraries  in 
the  U.S.,  Canada,  and  Mexico. 
Sleeping  cabins  start  at  about  $500  per 
person  per  night. 

No  matter  how  you  go,  riding  these 
cars  is  bound  to  rekindle  nostalgia  for  a 
slower,  more  romantic  way  of  travel  all 
but  lost  in  the  U.S.  today.  You'll  feel  it 
when  you  hear  the  first  "all  aboard."  ■ 


Premiums  You  Can  Retrieve 

That  is,  if  you  outlive  the  term  of  an  ROP  policy.  BY  CAROL  MARIE  CROPPER 


FOR  THOSE  WHO  SEE  TERM 
life  insurance  as  a  losing 
proposition— live  and  you 
lose  the  money  you  paid  in, 
die  and,  well,  you're  dead— 
an  old  insurance  product  is 
back.  Called  Return  of  Pre- 
mium (ROP)  or  Money-Back  Term,  these 
policies  refund  every  penny  paid  in  pre- 
miums if  you  outiive  the  15-,  20-,  or  30- 
year  term  of  the  policy. 

There  is  a  catch.  The  policies  cost 
more— perhaps  30%  to  50%  more  for  a 
30-year  policy— than  traditional  term  life. 
A  healthy  35-year-old  man  might  pay 
$550  annually  for  a  basic  $500,000, 30- 
year  term  policy,  vs.  $810  for  one  with  the 
ROP  feature.  You  can  get  policies  for  a 
shorter  term,  but  they  cost  so  much 
more— sometimes  six  or  seven  times  as 
much  as  simple  term— that  Byron  Udell, 
CEO  of  insurance  brokerage  AccuQuote, 
advises  against  them.  American  General 
Life  &  Accident  Insurance  is  the  biggest 
player  in  this  field,  but  ROPs  are  also  of- 
fered by  Fidelity  &  Guaranty  Life  Insur- 
ance, United  of  Omaha  Life  Insurance, 
and  Federal  Kemper  Life  Assurance. 
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Does  an  ROP  policy  make  sense?  That 
depends  on  your  answer  to  two  ques- 
tions: Would  you  earn  more  buying  a 
cheaper  term  policy  and  investing  the 
savings?  Are  you  likely  to  cancel  before 
the  30  (or  however  many)  years  are  up? 

In  the  example  above,  the  ROP  would 
cost  $260  more  each  year  than  regular 
term  insurance  but  would  return 
$24,300  in  premiums  at  the  end  of  30 
years.  That  amounts  to  an  annualized  re- 
turn of  6.6%,  and  it's  tax-free  because 
you're  just  getting  back  your  own  money. 


For  someone  looking  for  a  con- 
servative investment,  such  a  pol- 
icy could  make  sense,  says 
Charles  Hais,  manager  of  the  in- 
surance department  at  Brecek  & 
Young  Advisors,  a  Cincinnati 
brokerage. 

But  remember,  you  get  that  re- 
turn only  if  you  pay  the  premi- 
ums for  the  entire  30  years.  If 
you  drop  the  policy  before  (most 
buyers  of  term  life  do),  you'll  get 
less,  or  perhaps  nothing,  in  re- 
turn for  those  higher  premiums. 
"A  company  generally  counts  on 
people  dropping  the  policies— in  order  to 
pay  the  money  to  those  who  don't,"  says 
James  Hunt,  a  life  insurance  actuary  for 
the  Consumer  Federation  of  America. 

If  you've  decided  to  use  insurance  as 
an  investment  vehicle,  you  ought  to 
check  out  universal,  variable  universal, 
and  whole  life  policies  as  well.  These 
other  types  of  insurance  usually  cost 
even  more.  But  because  they  pay  interest 
or  dividends  or  allow  you  to  invest  in 
mutual  funds,  they  have  the  potential  for 
higher  returns.  ■ 
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Reach  Out 
And  See 
Someone 

Instead  of  picking  up  the  phone,  launch 
that  video  link,  by  david  rocks 


'//, 


BUSINESS  TRIPS  REALLY 
should  be  a  blast.  You  get 
to  stay  in  fancy  hotels, 
meet  new  people,  and  eat 
in  restaurants  every  night, 
while  your  boss  picks  up 
the  tab.  The  reality,  of 
course,  is  that  it's  often  lonely  in  those 
fancy  hotels  or  in  restaurants  chowing 
down  sushi  or  sauerbraten  on  your  own. 
For  me,  the  novelty  quickly  wears  off,  ard 
I  find  myself  craving  the  companionship 
and  conversation  I  get  at  the  family  din- 
ner table.  The  nightly  phone  call  just 
doesn't  cut  it. 

So  on  a  recent  month-long  trip  to 
Asia,  I  decided  to  upgrade  my  communi- 
cations. I  packed  a  Webcam,  one  of  those 
golf-ball-shaped  jobs  that  you  can  stick 
on  top  of  your  computer  to  broadcast 
pictures  on  the  Internet.  Since  most  of 
the  hotels  I  was  booked  in  had  high- 
speed Net  connections  and  we  had 
broadband  and  a  Webcam  at  home,  I  fig- 
ured it  would  be  a  breeze  to  set  up  a 
trans-Pacific  video  link. 

APOLLO  13  QUALITY 

I  WAS  ONLY  partially  right.  As  is  so  often 
the  case  with  computers,  it  wasn't  exact- 
ly a  snap  to  get  started.  But  in 
the  end  I  worked  out  the 
kinks  and  was  able  to  talk 
with  and  see  my  wife  and  two 
daughters  every  morning  and 
evening.  Sure,  it  had  a  bit  of 
an  Apollo  13  quality:  The 
video  was  grainy  and  jerky, 
and  we  couldn't  talk  from 
both  ends  of  the  connection  at 
the  same  time.  (If  we  did,  we 
got  an  endless  loop  of  echoes 


PORTABLE  EYEBALL 

Pack  a  Webcam  and 
share  your  trip 


that  rendered  conversa- 
tion impossible.)  But  my 
ability  to  see  my  girls, 
and  theirs  to  see  me, 
made  the  7,000  miles  between  us  almost 
melt  away.  Sometimes  we  would  simply 
leave  the  connection  open  for  hours,  giv- 
ing me  a  window  into  our  study  at  home, 
and  my  family  a  view  of  my  room  in  Bei- 
jing or  Tokyo. 

Even  better,  it  didn't  cost  a  penny.  The 
Web  connection  was  included  in  the  room 
rate  at  the  hotels  where  I  was  staying,  al- 
though some  hotels  charge  from  $5  to 
$15  per  day  for  broadband.  And  I  used 
Yahoo!  Messenger  software,  which  can  be 
downloaded  free  of  charge.  AOL,  MSN, 
and  Apple  offer  similar  service  gratis. 

After  installing  the  software,  my  wife 
and  I  launched  the  program  and  were 
soon  able  to  send  text  messages  to  each 
other.  The  video  and  audio  were  a  bit 
more  complex  and  required  patience.  For 
instance,  the  audio  didn't  function  prop- 
erly the  first  dozen  or  so  times  we  tried. 
By  repeatedly  pressing  the  software's 
voice  button,  though,  we  finally  got  it  to 
work.  The  system  would  also  freeze  up 
about  once  a  day,  or  we'd  lose  the  images 
or  sound.  So  we  sent  a  lot  of  text  mes- 
sages saying:  "Can  you  see 
me  now?"  or  "I  can't  hear 
you."  An  even  bigger  problem 
came  up  when  I  tried  using 
the  system  in  our  Hong  Kong 
office.  There,  the  corporate 
firewall  would  let  only  text 
messages  through. 

Since  returning,  I've 
checked  out  other  services. 
MSN's  video  is  a  bit  better 
than  Yahoo's,  and  AOL's  is 


worse.  But  the  difference  is  small,  so  if 
you've  already  got  an  account  and  use  ei- 
ther one  for  instant  messaging,  you 
should  stick  with  the  program  you 
know.  I  also  tried  video-calling  services 
SightSpeed,  VibePhone,  and  Logitech 
VideoCall,  which  offer  better  sound  and 
images  but  will  set  you  back  $5  to  $20 
monthly.  Ultimately,  though,  any  of  the 
services  is  better  than  a  simple  phone 
call.  And  they  sure  make  that  solo  sushi 
dinner  more  fun,  even  when  someone 
else  is  paying  the  bill.  ■ 


What  You'll  Need 

Basic  video  communication  is  easy 
as  long  as  you  have  the  right  setup: 


WEBCAM  This  can  range  anywhere 
from  $20  to  $180.  The  least  expensive 
will  work  fine,  although  costlier 
cameras  offer  a  better  picture. 


BROADBAND  You'll  need  it  both  at 
home  and  on  the  road.  Dial-up  works, 
too,  but  the  images  are  much  better 
with  high-speed. 


COMPUTER  Most  computers  made  in 
the  past  few  years  will  work,  but  a  faster 
processor  can  improve  the  quality  of 
the  video. 


SOFTWARE  I  used  Yahoo.  MSN,  AOL, 
and  Apple  also  offer  good  video  instant- 
messaging  programs  that  are  free  to 
download  and  easy  to  set  up. 


May  10.  2004  |  BusinessWeek    115 


HHflflH^HMUUUMHOH 


ra 


invent  ©  2004  Hewlett-Packard  Development  Company,  L.R 


Kb 


HHHMtan 


uanaan 


Some  colorful  remarks 
about  HP  printers. 


For  over  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable 
Color  LaserJet  printers  to  high-performance  inkjets,  HP  has  a  solution  to  meet  your  needs. 
That's  because  HP  scientists  have  spent  years  refining  our  ink,  toner,  paper  and  printers 
to  work  together  flawlessly.  The  result— the  kind  of  rock-solid  reliability  and  dedicated 
excellence  that  can  add  brilliance  to  any  document,  bring  outsourced  materials  in-house 
and  help  any  size  business  succeed.  Which  may  be  why  HP  has  become  the  most 
preferred  printer  manufacturer  in  the  world.  And  the  most  talked  about. 

+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
For  more  information  on  products  and  current  offers,  contact  your 
reseller,  go  to  hp.com/go/printcolor  or  call  1-866-625-1174. 
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"The  only  printing  vendor  to  receive  an  'A'  rating  in  printer  satisfaction  12  years  in  a  row.' 

-PC  Magazine  Readers'  Choice  Award,  August  5,  2003 


-Macworld,  2003 


"'Pick  of  the  Year'  for  Outstanding  Color  Inkjet  Workgroup  Printer-Business  Inkjet  3000n." 

-Buyers  Laboratory  Inc.,  2003 


-PC  World,  August  2003 


"Editors'  Hot  Pick  for  Hardware-Color  LaserJet  9500." 

-The  Seybold  Report,  October  2003 
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A  Pipeline  to 
Bargain  Deals 

Through  little-known  PIPEs,  investors  buy  shares  of 
listed  stocks  at  favorable  terms.  BY  LEWIS  BRAHAM 


SUPPOSE  YOU'RE  AN  IN- 
vestor  who  could  persuade  a 
company  to  sell  you  shares  of 
its  stock  for  less  than  the  last 
price  on  NASDAQ  or  the  Big 
Board.  Wouldn't  that  give 
you  an  edge  up  on  the  public 
investor?  Well,  that's  precisely  what  a 
group  of  hedge  funds  did  in  January  with 
modem  maker  Novatel  Wireless.  By  ne- 
gotiating a  private  transaction  with  the 
San  Diego  company,  fund  firms  such  as 
Omicron  Capital  and  Vertical  Ventures 
were  able  to  buy  shares  at  $7  when  they 
were  trading  for  $9  on  NASDAQ.  Recent- 
ly shares  were  $21— a  robust  133%  gain 
for  the  regular  investor,  but  an  even 
sweeter  200%  for  the  hedge  funds  that 
still  hold  the  shares. 

Such  bargain-price  deals— known  as 
Private  Investments  in  Public  Equity 
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(PIPEs)— are  becoming  popular  among 
sophisticated  investors.  Some  hedge 
funds  specialize  in  these  deals,  but  PIPEs 
have  also  attracted  buyers  such  as  Berk- 
shire Hathaway's  Warren  Buffett  and  mu- 
tual-fund manager  Bill  Miller  of  Legg 
Mason  Value  Trust.  Most  of  the  compa- 
nies are  not  household  names.  They  in- 
clude SuperGen,  a  biotech  firm,  American 
Water  Star,  which  makes  flavored-water 
drinks,  and  Empire  Resorts,  which  oper- 
ates a  race  track  in  Monticello,  N.Y.,  and 
hopes  to  build  a  casino  and  resort  nearby. 
Broadly  speaking,  a  PIPE  is  a  transac- 
tion between  a  public  company  and  select 
investors  involving  equity  or  equity-relat- 
ed securities  such  as  convertible  bonds  or 
convertible  preferred  stock.  The  buyers 
negotiate  favorable  terms,  such  as  price 
discounts  or  warrants  to  receive  addition- 
al shares  should  the  stock  hit  a  target 
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price.  In  exchange,  they  agree  to  hold  the 
securities  for  a  set  time,  often  one  year,  af- 
ter which  they  can  sell.  "Discounts  can 
range  as  wide  as  50%  for  weak  companies 
to  5%  for  strong  ones,"  says  Steven  Dres- 
ner, publisher  of  the  PIPEs  Report,  an  in- 
dustry newsletter. 

Why  would  companies  sell  shares  at  a 
discount?  Some  may  be  cash-strapped 
and  unable  to  borrow  from  a  bank.  But 
even  healthy  companies  make  these 
deals,  because  they're  often  cheaper  and 
faster  than  issuing  new  shares.  A  typical 
secondary  offering  "takes  six  months  to 
do  and  costs  at  least  10%  of  the  deal's  val- 
ue in  underwriting  fees  plus  legal  costs 
and  road  show  expenses,"  says  Andy 
Reckles,  co-manager  of  the  Palisades  Eq- 
uity Fund  in  Roswell,  Ga.,  which  special- 
izes in  PIPEs.  "I  can  turn  a  PIPE  deal 
around  in  two  weeks  for  much  less." 

HEDGING  OPTION 

MOST  OF  THE  COMPANIES  that  do  these 
deals  are  relatively  small,  which  can 
make  them  risky.  Still,  the  PIPE  investor 
can  come  out  ahead  of  the  public  investor 
if  the  stock  goes  down.  That's  because 
PIPE  funds  often  hedge  their  risks  by  sell- 
ing the  stock  short.  A  manager  who  buys 
a  $10  stock  for  $8  can  short  the  publicly 
traded  shares  and  lock  in  that  $2  differ- 
ence, ensuring  a  gain  of  at  least  25%,  no 
matter  which  way  the  stock  moves. 

The  average  PIPE  fund  delivered  a  12% 
annualized  return  for  the  five  years  end- 
ing Feb.  29,  net  of  fees,  vs.  -0.1%  for  the 
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More  seamless  accessibility  options. 


A  better  security  option. 
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More  IP  data  options  from  Sprint. 


Sprint  has  more  IP  data  options  to  meet  your  company's 
needs  than  AT&T 

•  Sprint  IP  data  services  provide  seamless 
access  to  your  corporate  data,  enabling  you 
to  connect  your  headquarters  to  branch 
offices,  home  offices  and  mobile  employees. 

•  The  Sprint  Peerless  IP  network  is  more  secure 
since  it  has  no  connection  to  the  public  Internet. 

Get  the  facts  at  sprint.com/facts  or  call  866-700-0029 
for  a  Business  Representative. 
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One  Sprint.  Many  Solutions; 
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Internet  Services 


E-Business  Solutions 


Managed  Services 


Accessibility  claims  based  on  the  portfolio  of  seamless  Sprint  IP  and  wireless  network  capabilities,  and  the  portfolio  of  the  AT&T  IP  network.  Security  claims  based  on  the  Sprint  Peerless  IP  network  and  the 
AT&T  IP  network.  ©Sprint  2004.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP  All  other  marks  are  the  property  of  their  respective  owners 
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Standard  &  Poor's  500-stock  index,  ac- 
cording to  fund  tracker  Hedge  Fund  Re- 
search. Palisades  Equity,  run  by  HPC  Cap- 
ital Management,  also  in  Roswell,  has 
been  one  of  the  best  performers.  It  has  de- 
livered a  79.6%  annualized  return  since 
its  inception  in  December,  2001,  rising 
25.1%  in  2002  and  143.9%  last  year.  "The 
critical  component  to  our  performance 
was  the  quality  and  strength  of  our  PIPE 
deal  flow,  not  how  the  stock  market  per- 
formed," Reckles  says.  During  2002, 
Reckles  structured  most  of  his  deals  so  he 
received  convertible  bonds  that  could  be 
swapped  into  equity  at  a  fixed  price.  Such 
bonds  retain  their  value  and  pay  interest 
even  if  the  stock  market  declines.  But  in 
2003's  recovery,  Reckles  favored  dis- 
counted stock  PIPE  deals  with  warrant 
kickers— options  to  buy  more  shares  of  a 
company  cheaply  if  the  stock  rises  above  a 
certain  price.  That  effectively  leveraged 
his  portfolio  as  the  stock  market  soared. 

LOCKED  IN 

PIPES  HAVE  THEIR  RISKS.  The  selling 
company  could  go  bankrupt  or  engage  in 
fraud,  in  which  cases  the  PIPE  investor 
may  be  locked  in  as  the  shares  plummet. 
And  shorting  shares  as  a  hedge  may  not 
always  be  an  option:  The  shares  may  be 
too  illiquid  to  short,  or  the  company  may 
oppose  it.  "We  will  short  a  stock  only  if  a 
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company  gives  us  permission  to  hedge 
our  position  beforehand,"  says  Lawrence 
Goldfarb,  general  manager  of  BayStar 
Capital,  which  is  in  Larkspur,  Calif.  "If  we 
did  otherwise,  we'd  never  get  another 
deal."  If  shorting  is  impossible,  the  in- 
vestor may  opt  for  convertible  bonds. 

Getting  your  money  into  PIPEs  isn't 
easy.  First,  you  must  have  a  net  worth  of 
at  least  $1  million  or  an  annual  income 
above  $200,000— what  it  takes  to  buy 
into  any  hedge  fund.  (Fees  are  similar  to 
those  of  most  hedge  funds:  1%  to  2%  an- 


Who  in  Private  Equity  Is  Doing  Public  Deals? 

FUND  MANAGER/ 
PHONE 

DEALS* 

VALUE* 
(MILLIONS)  NEW  HOLDINGS" 

Omicron  Capital 

212  803-5262 

97 

$108 

LMIC.  SuperGen,  AuthentiDate  Holding 

LH  Financial  Services 

212  586-8224 

Vertical  Ventures  Investment 

212  974-3070 

83 

37 

theglobe.com,  American  Water  Star, 
Industries  International 

ts  82 

57 

StockerYale,  GlycoGenesys, 
Lynx  Therapeutics 

Downsview  Capital 

847  562-9030 . 

Bristol  Capital  Advisors 

323  769-2852 

81 
63 

88 

Yak  Communications,  SuperGen, 
DUSA  Pharmaceuticals 

25 

SuperGen,  Neurobiological  Technologies, 
Validian 

SuperGen,  Industries  International, 
Silver  Standard  Resources 

GreenLight  (Switzerland) 

4122  7917256 

62 

30 

BayStar  Capital 

415834-4600 

Gryphon  Partners 

214871-6998 

OTA 

914694-6342 

Langley  Capital 

212  850-7528 

Kingsport  Capital  Partners 

847559-0060 

HPC  Capital  Management 

770992-1015 

-  'Aar  29 

54 
52 
48 

113 

Aerogen,  Avanex,  NeoRX 

52 

Intrusion,  Avitar,  American  Water  Star 

12 

Large  Scale  Biology,  Glowpoint, 
StockerYale 

41           38 
41           36 
29           23 

■  sitons  acquirec 

SuperGen,  Vion  Pharmaceuticals, 
VerticalNet 

ChromaVision  Medical  Systems,  North 
American  Technologies  Group,  Empire  Resorts 

Industries  International, 
Lifestream  Technologies.  Viragen 

1  since  December  2003 

Data:  Sagient  Research 

nual  management  fee,  plus  20%  of  the 
profits.)  Even  then,  PIPE  funds  are  a 
small  and  not  well-known  subset  of  the 
hedge  fund  world.  "Often  you  have  to 
know  somebody  who  knows  somebody 
to  get  into  one  of  these  funds,"  says  Bri- 
an Overstreet,  CEO  of  Sagient  Research 
Systems,  a  firm  that  tracks  PIPE  deals. 
"Unless  you  have  a  lot  of  money,  chances 
are  you  won't  hear  about  them."  In  fact, 
because  of  the  increased  regulatory 
scrutiny  of  hedge  funds,  several  PIPE 
funds  declined  to  reveal  their  perform- 
ance to  BusinessWeek  for  fear  regulators 
would  interpret  it  as  advertising,  a  no-no 
in  the  hedge  fund  business. 

A  good  source  for  investors  is  the  PIPEs 
Report's  Dresner  (516  364-8431).  He 
knows  most  of  the  major  fund  managers 
and  is  willing  to  help  accredited  investors 
find  a  match  for  free.  (He  will  charge  the 
hedge  fund  a  fee  if  the  pairing  is  success- 
ful.) If  you  want  to  do  your  own  research, 
a  subscription  to  his  newsletter  is  $1,950 
a  year.  Another  alternative  is  to  examine 
the  funds  with  the  highest  deal  volume  in 
size  and  quantity  at  www.sagientre- 
search.com/pt/  (table).  While  volume 
doesn't  ensure  great  returns,  it  can  drive 
performance.  "Someone  like  Larry  Gold- 
farb at  BayStar  Capital  knows  everybody 
in  the  business,"  says  Sagienfs  Over- 
street.  "He  may  not  have  the  best  returns 
in  any  given  year,  but  he  will  certainly  get 
the  deal  flow."  On  the  free  portion  of 
Sagienfs  Web  site,  you'll  find  listings  of 
the  top  dealmakers.  You  can  purchase  a 
detailed  report  on  an  individual  fund  for 
$225.  An  annual  subscription  to 
Sagient's  site  costs  $30,000. 

All  this  may  seem  like  a  lot  of  effort  and 
expense  to  get  into  an  investment.  But 
given  the  inherent  advantage  PIPEs 
funds  have,  it  may  be  worthwhile.  ■ 
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Can  you  say  Z3?" 


Certified  glee. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre-Owned 

■MHHMHBB  b,  IMW  aMHHBM 


We  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


Certified 
Pre-Owned 


brrrwuea.com 
V800-334-4BMW 


o 


Trie  Ultimate 
Driving  Machine* 


'Warranty  Protection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50, 000-mile  BMW  New 
Vehicle  Limited  Warranty.  See  participating  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-800-334-4BMW,  or  visit  bmwusa.com.  ©2003  BMW 
of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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Higher  Rates: 
A  Survival  Kit 

Plenty  of  options  exist  for  maximizing  yields 
in  this  climate.  BY  ANNE  TERGESEN 


FOR  NEARLY  TWO  YEARS, 
investors  have  been  talking 
about  the  day  when  interest 
rates  would  start  to  climb. 
Well,  the  bond  market  has 
started  to  push  up  long- 
term  rates,  and  the  betting 
is  that  the  Federal  Reserve  will  start  rais- 
ing short-term  rates  this  summer.  Rising 
rates  are  usually  the  bane  of  bondholders, 
but  not  if  you  own  certain  investments. 

»  BANK-LOAN  FUNDS 

"BANK-LOAN"  or  "prime-rate"  funds 
buy  portions  of  loans  made  to  corporate 
borrowers.  The  loan  rates  are  generally 
pegged  at  3.5  percentage  points  or  more 
above  the  London  interbank  offered  rate 
(LIBOR),  now  1.17%.  Because  the  rates  on 
the  loans  change  frequently— typically 
every  90  days— the  funds'  yields  rise 
along  with  interest  rates.  Indeed,  when 
rates  spiked  in  1994,  the  funds  rose  6.6% 
on  average,  while  long-term  government 
bond  funds  lost  77%,  according  to  fund 
researcher  Morningstar. 

Now  may  be  a  good  time  to  buy  such 
funds.  Not  only  are  their  yields  expected 
to  rise,  but  their  biggest  risk— that  the 
loans  they  hold  will  default— is  less  of  a 
worry.  "These  loans  are  generally  issued 
by  companies  that  carry  a  junk-bond  rat- 
ing," says  Eric  Jacobson,  senior  analyst  at 
Morningstar.  But  if  "the  economy  is  im- 
proving, you'd  expect  the  credit  quality  of 
these  companies  to  be  improving,  too." 

Still,  the  average  expense  ratio  is  1.47% 
of  assets,  or  35  basis  points  above  that  of 
the  average  bond  fund.  One  alternative: 
Fidelity  Floating  Rate  High  Income 
Fund,  which  carries  no  sales  charge  and 
has  a  relatively  modest  0.86%  expense  ra- 
tio. The  Fidelity  fund  allows  shareholders 
to  pull  money  out  at  any  time.  Most  other 
bank-loan  funds  restrict  withdrawals  to 
one  day  per  r-.onth  or  quarter. 


There's  a  price  for  that  liquidity.  In  part 
because  it  needs  to  keep  more  cash  on 
hand  to  meet  redemptions,  the  Fidelity 
fund  has  earned  an  annual  average  of 
3.63%  over  the  past  three  years,  vs. 
4.56%  for  its  peers,  says  Morningstar  an- 
alyst Scott  Berry.  Still,  with  short  rates  ex- 
pected to  climb,  returns  are  likely  to  rise. 

» INFLATION-PROOF  BONDS 

INFLATION  HAS  BEEN  RUNNING  about 
2%  a  year  for  the  past  three  years.  But  if 
you  think  it's  likely  to  return  to  its  long- 
term  average  of  3.9%,  there's  a  good  case 
for  buying  inflation-proof  bonds.  Issued 
by  the  Treasury  and  commonly  known  as 
"TIPS,"  these  bonds  will  outperform  reg- 
ular Treasuries  as  long  as  inflation  re- 
mains above  2.46%  over  the  next  decade. 
Why  2.46%?  That's  the  difference  be- 


tween the  10-year  Treasury's  4.42%  yield 
on  Apr.  26  and  the  TIPS'  1.95%— and  if  s 
used  to  gauge  what  the  market  expects 
inflation  to  be  over  the  bond's  10-year  life. 
"If  there's  an  inflation  surprise,  the  infla- 
tion bond  will  do  really  well,"  says  R  Brett 
Hammond,  head  of  investment  analytics 
at  TIAA-CREF  Investments.  "People  will  | 
see  it  as  a  port  in  the  storm." 

Here's  how  TIPS  work:  Twice  a  year 
the  principal  increases  to  offset  any  rise  in 
inflation.  That  means  that  if  you  pay 
$1,000  for  a  TIPS  bond  and  inflation  is 
3%,  the  principal  will  be  boosted  to  about 
$1,030.  Better  still,  the  next  interest  pay- 
ment will  be  computed  on  the  new, 
$1,030  principal.  You  can  place  a  mini- 
mum $1,000  order  without 
commission  via  the  TreasuryDi-  • 
rect  program  (www.pub- 
licdebt.treas.gov  or  800  722- 
2678),  or  buy  TIPS  mutual 
funds  from  firms  including  Fi- 
delity and  Vanguard. 

It's  best  to  hold  TIPS  or  TIPS 
funds  in  a  tax-deferred  account. 
That's  because  the  Internal 
Revenue  Service  will  tax  you  on 
the  annual  inflation  adjustment 
even  though  you  won't  see  a 
dime  of  it  until  the  bond 
matures  or  you  sell  it.  With 
I  Bonds,  inflation-adjusted  U.S. 
savings  bonds,  you  don't  pay 
taxes  on  the  inflation  adjust- 
ments until  you  cash  in  the 
bond.  However,  the  I  Bond  often 
has  a  lower  interest  rate. 

»  SHORT-SELLING 

IF  YOU  HAVE  high  tolerance  for 
risk,  tiiink  about  selling  bonds 
short.  This  strategy  involves 
selling  borrowed  bonds  in  a 
margin  account  in  the  hope  that  their 
prices  will  fall.  You  can  also  short  any  of 
six  exchange  traded  funds  (ETFs),  called 
iShares,  that  track  various  bond  indexes. 
Since  long-term  bonds  are  the  most 
volatile,  the  7-to-10  year  and  20-plus  year 
Treasury  bond  ETFs  offer  the  greatest  op- 
portunity for  short-selling  gains. 

The  risk,  of  course,  is  that  if  bonds  ral- 
ly, you'll  have  to  replace  your  borrowed 
securities  at  a  higher  price.  You  also  must 
reimburse  the  lender  for  any  interest  paid 
out  while  you  hold  the  short  position.  You 
may  be  liable  for  other  fees,  too. 

Two  no-load  mutual  funds  also  offer  a 
chance  to  profit  from  falling  bond  prices: 
Rydex  Juno  and  ProFunds  Rising  Rates 
Opportunity.  But  unlike  short-selling, 
you  don't  need  a  margin  account,  and  you 
won't  owe  lenders  any  interest.  ■ 
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"Citrix  gives  us  an  extremely 
secure,  highly  efficient  access 
infrastructure  for  the  5,000 
employees — including  1,000 
mobile  users — at  our  head 
quarters  and  branch  offices. 
The  technology  has  really 
changed  the  way  the  company 
works — for  the  better." 


:•-. 


:•:• 


Noriaki  Shimazaki,  Member  of  the  Board 
Senior  Managing  Executive  Officer 
Sumitomo  Corporation 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

At  Sumitomo  Corporation,  security  is  top  priority. 
So  when  this  member  of  Japan's  elite  integrated 
trading  companies  needed  an  IT  infrastructure  that 
would  give  its  employees  secure  access  to  critical 
applications  and  information  on-demand,  they 
chose  Citrix.  Perhaps  Sumitomo  knew  that  99%  of 
the  Fortune  500  uses  Citrix®  software  to  deploy 
applications  centrally  for  secure,  easy,  and  instant 
access  to  business-critical  information — anywhere, 
anytime,  from  any  device.  We  call  it  the  on-demand 
enterprise.  And  it's  helping  more  than  120,000  of 
our  customers  save  money  and  reduce  IT  complexity. 
To  learn  what  we  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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EDITED  BY  TODDI  GUTNER 
FASHION 

SHADES  OF 
ADAPTABILITY 


ONE  OF  THE  LEADING  SUNGLASS  brands 
has  made  its  best-selling  model  more 
practical  for  people  who  can't  see 
without  their  glasses.  Oakley 
(oakley.com)  can  now  outfit  its 
wraparound  Half  Jacket  sunglasses 
($100  to  $135)  with  interchangeable 
prescription  lenses  that  let  you  adapt  to 
changing  light  conditions.  So  in  intense 
sunlight  you  can  slip  in  the  dark  lenses; 
on  overcast  days  you  can  wear  the 
yellow  ones;  and  if  there's  water  or  snow 
glare,  you  can  go  polarized.  Because  of 
the  extreme  curve  of  the  glasses,  the 
lenses  are  hard  to  fit  to  a  frame— and 
that  makes  them  costly.  Oakley  charges 
$194  and  up  for  each  replacement  pair. 
Before  Oakley  came  along,  only  tiny  Zeal 
Optics  (zealoptics.com)  made  frames 
with  interchangeable  Rx  lenses. 

TIME  OFF 

ASEUSS 
MENAGERIE 

FOR  CHILDREN  OF  ALL  AGES,  an  exhibit  in 
New  York  features  nearly  60  never-seen 
works  by  Theodor  Seuss  Geisel,  better 
known  as  Dr.  Seuss. 
The  show  at  SoHo's 
Animazing  Gallery 
through  June 
(animazing.com) 
includes  drawings  of 
classic  characters 
such  as  The  Cat  in  the 
Hat  and  The  Lorax  that 
hung  in  his  California 
conference  room  in 
the  1970s.  Also  on 
exhibit:  rare 
sculptures  and  oil 
paintings.  Some 
pieces  are  for  sale, 
starting  at  $250. 
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SAVING 

Rewards  to  Bank  on  I 

LOOKING  FOR  A  WAY  TO  COLLECT  more  than  frequent-flier  miles  the  next  time  you 
travel?  BondRewards  (bondrewards.com)  members  can  now  earn  U.S.  savings  bonds 
when  they  book  flight,  hotel,  and  car  rentals  through  partners  such  as  TravelNow.com 
(travelnow.com).  Reserve  a  hotel  room  through  the  site,  and  you  can  earn  as  much 
as  5%  of  the  total  purchase  in  savings  bonds.  A  car  rental  will  get  you  up  to  4%  back 
in  bond  rewards.  An  airline  ticket  gets  you  a  flat  $2.50  toward  bonds. 

In  addition  to  travel  perks,  BondRewards  lets  you  collect  savings  bonds  when  you 
shop.  The  site  has  relationships  with  150  major  retailers,  including  the  Gap,  Netflix, 
Target,  Kmart,  Dell,  and  Macy's,  which  offer  as  much  as  15%  back  in  bonds.  Members 
redeem  bond  dollars  for  EE  savings  bonds,  which  have  a  current  interest  rate  of 
2.61%,  in  increments  of  $50,  $75,  or  $100.  With  free  membership,  it's  a  good  deal, 
considering  that  the  average  BondRewards  member  collects  about  $750  per  year,  or 
15  bonds  annually.  Where  else  can  you  spend  money,  boost  your  savings,  and  help 
fund  the  national  debt  all  at  the  same  time?  -Lauren  Young 


INVESTING 

EVEN  WITH  INFLATION  worries, 

gold  prices  have  plummeted  in 
recent  weeks  from  a  10-year  high 
of  $426  an  ounce  to  $397.  Thafs 
partly  the  result  of  talk  in  Europe 
that  central  banks  in  cash- 
strapped  nations  such  as  France, 
Germany,  and  Italy  might  sell  off 
some  of  their  hoards  to  finance 
budget  deficits.  With  a  stash  of 
12,800  metric  tons-well  above 
the  U.S.  Treasury's  9,888  metric 
tons— the  euro-zone  nations  can 
raise  cash  without  raising  taxes. 
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SAMSUNG  DIGIT..//. 

ivtryone's   invited 


Want  to  buy  an  LCD  monitor? 
Make  sure  it  has  a  wisevjew™  TFTLCD  panel 


wise 


When  you'  re  shopping  for  a  monitor,  a  lot  of  brand  names  come  to  mind.  But  before 
you  go  out  and  buy  one,  consider  this  -  a  monitor  is  essentially  a  display  panel, 
just  like  your  television  or  cell  phone  screen.  And  the  most  advanced  display 
technology  on  the  market  is  TFTLCD.  So  the  first  thing  you  should  decide  is  which 
brand  of  TFTLCD  to  ask  for.  And  the  most  advanced  TFTLCD  out  there  is  Wiseview™ 

Wiseview.  A  Wise  Choice. 

Wiseview  is  a  trademark  owned  by  Samsung  Electronics  Co.Ltd.    www.samsungTFTLCD.com 


view™ 

SAMSUNG  TFTLCD 
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BY  ROBERT  BARKER 


Keeping  Hot  Air 

Out  of  Energy  Reserves 


Humiliations  in  the  Royal  Dutch/Shell 
affair  are  many.  Yet  from  the  company's 
report  on  how  it  misstated  oil  and  gas 
reserves,  the  most  amazing  lapse  leaps 
out.  Get  this:  The  world's  No.  2  energy 
producer  relied  on  a  lone  former 
employee  to  audit  its  annual  estimate  of 
reserves— and  he  worked  part-time. 

It's  enough  to  make  you  think  Arthur  Andersen  had 
scruples.  It's  also  enough  to  make  you  take  the  pledge  against 
oil  stocks.  If  you're  still  tempted,  spend  a  few  fruitful  minutes 
with  Shell's  report  (downloadable  from  shell.com/static/ 
investor-en/downloads/gac_report.pdf ).  Soon  you  will  be 
asking:  How  can  I  trust  an  oil  company?  Like  banks,  whose 
chief  assets  are  loans  that  are  impossible  for  everyday 
investors  to  evaluate,  and  insurers,  whose  policy  risks  are 
similarly  hellish  to  grasp,  energy  producers'  reserves  are 
estimates  built  atop  umpteen  variables,  a  confounding 
mystery  even  sometimes  to  the  companies  themselves. 

YET,  AS  USUAL,  THERE  are  distinctions.  You  can  see  a  big  one 
in  EnCana,  Canada's  top  oil  and  gas  producer.  After  its  Apr.  15 
bid  to  buy  natural  gas  rival  Tom  Brown,  EnCana's  shares  sold 
off  8%.  Predictable,  perhaps.  But  to  me,  the  stock,  lately  near 
$42,  offers  an  opportunity.  Why?  First,  EnCana  has  a  fine 
track  record  exploiting  assets  such  as  Tom  Brown's,  many  of 
which  lie  next  to  some  of  its  own  in  Colorado  and  Wyoming. 


Outside  Opinions? 

How  petroleum  reserves  are  estimated  and  who  reviews  the  estimates  is  decided 

company  by  company.  Major  integrated  producers  often  do  most  of  the  work 

in-house.  Independents  often  hire  outside  consultants: 

COMPANY 
SYMBOL 

WHO  ESTIMATED          WHO  REVIEWED 
THE  RESERVES          ]    THE  ESTIMATES 

PERCENTAGE  OF  2003 
RESERVES  REVIEWED 
BY  OUTSIDERS 

Anadarko  Petroleum 

APC 

Insiders 

Team  of  four  insiders, 
one  consultant 

50% 

Apache  APA 

Insiders 

Consultants 

76 

Burlington  Resources  8R 

Insiders 

Consultants 

80 

Devon  Energy 

DVN 

Insiders  and 
consultants 

Insiders  and 
consultants 

63 

EnCana  ECA 

Consultants 

Consultants 

100 

Data: 

Company  reports.  BusinessWeek 
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Second,  EnCana  comes  up 
with  its  reserves  estimates 
in  a  distinctive  way.  It  hires 
outside  consultants  to  do 
the  job. 

How  unusual  this  is  you 
can  see  from  the  table 
below.  Some  companies, 
particularly  supermajors 
such  as  Shell,  do  the 
estimating  themselves, 
with  internal  audits.  Many 
others  make  their  own 
estimates  and  then  hire 
outsiders  to  audit.  Some, 
such  as  Devon  Energy,  use 
a  blended  process.  Consultants  estimate  a  third  of  its  reserves 
each  year  so  they're  all  done  by  outsiders  every  three  years. 
Which  way  is  best?  It's  a  big  industry  debate.  In  a  recent 
speech,  Anadarko  Petroleum  CEO  Jim  Hackett  defended 
internal  estimates.  "At  the  end  of  the  day,"  he  said,  "investors 
are  going  to  hold  Anadarko  accountable  for  our  reserve 
estimates— not  an  outside  consulting  firm."  EnCana  CEO 
Gwyn  Morgan  told  me  he  did  not  want  to  imply  that  other 
companies  with  internal  estimates  report  "bad  numbers."  But 
then  he  added:  "It's  easier  for  investors  to  look  at  a 
completely  independent  process  and  have  a  higher  degree  of 
confidence."  Are  Anadarko's  estimates,  made  by  insiders  and 
reviewed  by  a  team  of  four  insiders  and  one  outsider, 
necessarily  shakier?  No.  And  as  investors  in  Enron  learned, 
venality  can  undermine  any  audit,  even  if  a  once- 
reputable  firm  such  as  Andersen  does  it. 

Just  the  same,  if  you  want  to  invest  in  energy, 
if  s  worth  listening  to  someone  who  learned  the 
hard  way  how  difficult  it  can  be  to  do  the  right 
thing  while  a  paycheck  hangs  in  the  balance. 
Shell's  former  part-time  auditor  of  oil  and  gas 
reserves,  Anton  Barendregt,  told  company 
investigators  that  in  his  first  years  as  auditor, 
operating  unit  execs  would  object  whenever  he 
raised  a  red  flag.  Without  his  own  engineering, 
financial,  or  legal  allies,  he  quickly  caved  in.  Soon 
he  stopped  raising  red  flags.  "With  hindsight,  I 
should  have  been  more  forceful  in  this  respect," 
he  concluded.  "It  would  have  been  a  clear  break 
with  all  my  predecessors,  and  it  would  probably 
have  cost  me  my  job,  but  I  should  have."  ■ 

E-mail:  rb@businessweek.com 
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MidCap  SPDR:  the  complete  S&P  MidCap  400  in  one  share. 

Find  out  more? visit  zvzvw.amex.com/MDY  or  call  i-8oo-77Z£  AMEX. 


Oh,  what  an  untangled  web  of  opportunity  we  weave. 


The  weaving  prowess 
of  spiders  is  not  limited  to 
silk;  they  also  work  wonders 
with  securities. 

MidCap  Spiders  (MDY) 
are  exchange  traded  funds 
that  add  the  whole,  diverse 
S&P  MidCap  400  to  your 
portfolio  in  one  shot.  Each 
share  represents  the  whole 
basket  of  S&P  MidCap  400 
stocks  just  like  a  traditional 
index  fund.  But  you  buy 
and  sell  MidCap  Spiders 
like  a  stock.  In  fact,  they 
trade  all  day  long.  So 
they're  the  best  of  both 
worlds  —  made  even  better 
by  low  management  fees? 

If  you're  interested  in 
the  S&P  MidCap  400, 
this  is  a  smart  way 
to  own  it.  MidCap 
Spiders  are  one  of  IOO+ 
exchange  traded  funds 
listed  on  the  American 
Stock  Exchange.  Ask 
your  advisor  to  spin  you 
the  whole  story.  Or  visit 
amex.com/MDY. 
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STOCK  EXCHANGE' 


*Usua!  brokerage  commission  applies.    For  more  complete  MidCap  SPDR  information  and  a  prospectus,  including  poti  iks, 

call  I- 800-TH  t  AMEX  or  visit  www.amejc.com/MDY.  Read  prospectus  carefully  before  investing. 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  tbe  MidCap  SPDR  Trust,  a  unit  investment  trust. 

MidCap  SPDRs  are  subject  to  risks  including  possible  loss  of  principal.  Past  performance  is  no  guarantee  of  future  results. 

S&P  MidCap  400  and  MidCap  SPDR  are  trademarks  of  Die  M<  ill  Companies.  Inc..  and  have  been  licensed  for  use  by  PDR  Servicei 

and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  n  sold  or  promoted  by  Standard  S.  Poor's  and  Standard  &  P< 

makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  £2003  amirjcan  stock  ucbanci 


Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

REFINER  PREMCOR  IS  PROFITING  FROM  LAVISH  MARGINS. 


PILES  OF  CHIPS  ARE  ON  WYNN  RESORTS  IN  VEGAS  AND  MACAO. 
THE  TECH  UPSWING  MEANS  GOOD  BUSINESS  FOR  PERFICIENT. 
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Premcor  Is  Pure  Heat 

PREMCOR  (PCO)  is  a  clean-energy  bet.  And  it  has  paid  off 
handsomely.  As  a  pure  play  on  refining,  it  is  profiting 
from  tight  capacity.  Premcor  is  positioned  to  benefit  from 
a  "long  period  of  strong  margins,"  says  Jennifer  Rowland  of  J.P. 
Morgan  Securities,  who  rates  it 
"overweight."  Premcor's  four 
refineries— in  Delaware,  Ohio, 
Tennessee,  and  Texas— have  total 
capacity  of  790,000  barrels  a  day.  The 
gap  between  the  cost  of  crude  and  the 
price  fetched  by  gasoline  and  heating 
oil  has  widened.  Douglas  Terreson  of 
Morgan  Stanley,  which  has  done 
banking  for  Premcor,  sees  the  spreads 
in  2004-05  at  their  best  in  a  decade.  He 
figures  margins  will  rise  to  an  average 
of  $5.05  a  barrel  this  year  and  $5.30  in 
2005,  up  from  $4.79  in  2003.  Demand,  he  says,  will  outstrip 
refining  capacity  gains  in  2004-06.  Terreson  also  rates  Premcor 
"overweight."  Although  the  stock  has  shot  up— from  21  last 
August  to  34.95  on  Apr.  27— it's  still  cheap,  says  Donald  Gimbel 
of  investment  bank  Carret,  which  owns  shares.  Based  on  his 
higher-than-consensus  earnings  estimates  of  $3.50  a  share  for 
2004  and  $4  for  2005,  he  sees  Premcor  at  45  in  a  year. 
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Wynn  Resorts: 
Place  Your  Bets 


WYNN  RESORTS  (WYNN)  is  a  gamble  on  mogul  Steve 
Wynn,  his  new  Las  Vegas  project,  and  a  still-to-be- 
built  casino  in  Macao.  Many  early  birds  who  bought 
Wynn  stock  when  it  went  public  at  13  in  October,  2002,  took 
their  profits  as  the  stock  soared  to  39,  where  it  is  now.  But 
some  investors  stayed— believing  the  fun  had  just  begun. 
More  people  "recognize  the  huge  potential  of  Wynn's  proj- 
ects—and are  aware  of  Steve  Wynn's  track  record,"  says  Marc 
Falcone  of  Deutsche  Bank-North  America,  which  has  done 
banking  for  Wynn.  Falcone  has  a  12-month  target  of  46  for 
the  stock  and  a  30-month  target  of  59,  based  on  cash-flow  and 
earnings  forecasts  for  the  Nevada  and  Macao  projects.  Macao 
could  really  thrive  as  Asia's  gambling  mecca,  he  says.  In  2003, 
betting  in  Macao,  where  Wynn  has  a  20-year  pact  to  build  and 
operate  unlimited  casinos,  generated  revenues  of  $3.6  billion, 
notes  Falcone.  He  sees  Macao  growing  at  20%  to  25% 
annually  for  several  years.  The    ^acao  casino  is  slated  to  open 
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in  mid-June,  2006.  The  Vegas  resort  is 
set  to  begin  operations  in  April,  2005. 
William  Lerner  of  Prudential 
Securities  rates  the  stock  overweight, 
with  a  24-month  target  of  55.  The 
stock  has  yet  to  reflect  "the  magnitude 
of  Wynn's  phenomenal  prospects,"  he 
says.  At  present,  Wynn  has  no  sales. 
But  Lerner  sees  revenues  of  $738 
million  in  2005;  earnings  before 
interest,  taxes,  depreciation,  and  amor- 
tization (EBITDA)  of  $229  million;  and 
earnings  per  share  of  84$.  In  2006,  he  sees  revenues  of  $1.2 
billion,  EBITDA  of  $356  million,  and  earnings  of  $1.74. 

Perf  icient:  Making  E-Biz 
More  Efficient 

WITH  INFO  TECH  OUTLAYS  rebounding,  little-known 
Perficient  (PRFT)  has  snapped  back— from  1.30  a 
share  last  August  to  4.11  on  Apr.  28.  When  first 
featured  in  this  column  on  Sept.  29, 2003,  Perficient  was  at 
1.70.  It  helps  companies  adapt  their  systems  to  the  Net,  using 
IBM's  WebSphere  software.  Morton  Meyerson,  ex-boss  of 
Electronic  Data  Systems,  recently 
upped  his  18%  stake  to  20%.  "I  am 
impressed  by  the  management,  which 
did  well  when  the  going  was  tough," 
he  says.  CEO  Jack  McDonald  says 
that,  as  one  of  the  few  to  survive  the 
tech  crash,  Perficient  hopes  to  be  a 
major  provider  of  e-business  solutions 
in  the  central  states.  Perficient  has 
grown  at  a  record  clip  in  the  past  two 
years,  notes  Brian  Harvey  of  Kingfisher 
Capital  Management,  which  owns 
sha.es.  Sales  rose  30%,  to  $30  million, 
in  2003,  and  he  expects  $50  million  in  2004.  Harvey  sees 
earnings  jumping  to  17$  to  20$  a  share  in  2004,  up  from  last 
year's  7$.  He  figures  sales  could  soar  to  $100  million  in  2006. 
And  the  stock,  he  adds,  could  hit  7  in  a  year.  ■ 


lUismoNsWock  OnliiH 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Personal  Business  Figures  of  the  Week 


STOCKS 


SAP  500 

APR.     OCT.     APR.  APR.  22-28 
1250  1-M1    -( I —        —  U65 


1150 


850 


COMMENTARY 

Stocks  advanced  at  the  start  of 
the  week  on  higher  forecasts  from 
eBay  and  Caterpillar,  along  with 
good  earnings  from  AIG,  GM,  and 
Microsoft.  A  strong  March 
durable  goods  orders  report 
helped,  too.  But  rising  interest- 
rate  phobia  took  hold  and  the 
market  did  a  180,  shedding  its 
gains.  Investors  have  little 
conviction  despite  Corporate 
America's  stellar  performance. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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4-WEEK  TOTAL  RETURN 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  27 

■  S&P500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 
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%           7           14         21         28         35         42 
Data:  Standard  &  Poor's 

U.S.  MARKETS 
S4P500 

Dow  Jones  Industrials 
NASDAQ  Composite 

S4PMidCap400 
SAP  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
SAP  Energy 
S&P  Financials 
SAP  REIT 

SAP  Transportation 
SAP  Utilities 
GSTI  Internet 
PSE  Technology 


%  CHANGE 

YEAR  TO     LAST  12 
APR.  28  WEEK  DATE      MONTHS 
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34.3 
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26.2 

2.5 
12.4 

37.6 
57.8 

-3.3 
0.2 
16.4 

39.1 
25.7 
59.3 

0.3 

2.3 

14.6 

-0.1 

-L7 

22.6 

-0.2 

0.4 

18.1 

-0.1 

L5 

27.5 

1.5 
-0.6 

8.3 
-0.3 

32.0 
21.0 

1.1 

-33 

18.9 

0.4 

-4.3 

11.5 

1.8 

L4 

18.1 

0.7 
-1.2 

6.3 
L7 

55.5 
42.6 

GLOBAL  MARKETS  apr.28  week 

SAP  Euro  Plus  (U.S.  Dollar)  1161.4  -0.6 

London  (FT-SE 100)  4524.5  -0.3 

Paris  (CAC  40)  3722.6  -0.5 

Frankfurt  (DAX)  4065.7  1.0 

Tokyo  (NIKKEI  225)  12,004.3  0.5 

Hong  Kong  (Hang  Seng)  12.165.3  -0.5 

Toronto  (SAP/TSX  Composite)  82343  -3.9 

Mexico  Crty  (IPC)  10.2403  -2.8 


FUNDAMENTALS                         apiu?  weekagc 

SAP  500  Dividend  Yield                    1.58%  1.59% 

SAP  500  P/E  Ratio  (Trailing  12  mos.)    22.0  22.0 

SAP  500  P/E  Ratio  (Next  12  mos.)*        17.3  17.2 

First  Call  Earnings  Surprise*                736%  5.73% 

•Rrst  Cat  Corp. 

TECHNICAL  INDICATORS          apr.2?  weekago     reading 

SAP  500  200-day  average                 107L8  1068.4       Positive 

Stocks  above  200-day  average             75.0%  72.0%  Negative 

Options:  Put/call  ratio                        0.65  0.70       Neutral 

Insiders:  Vickers  NYSE  Sell/buy  ratio    4.52  478      Negative 


YEAR  AGO 

L76% 

30.6 

16.4 

6.77% 


BEST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LAST  12 
MONTHS  % 


Health-Care  Supplies          12.1 

Divsfd.  Metals  A  Mining 

136.1 

Wireless  Services               113 

Internet  Software 

116.7 

Fertilizers  A  Ag.  Cnems.      11.7 

Wireless  Services 

109.1 

Motorcycles                      11.5 

Instrumentation 

102.3 

Hypermarkets  A  Suprcntrs.10.0 

Fertilizers  A  Ag.  Chems. 

94.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Health                               5.9 

Japan 

77.1 

Natural  Resources              3.4 

Pacific/Asia  ex-Japan 

67.2 

Europe                              1.7 

Diversified  Emerg.  Mkts. 

63.2 

Large-cap  Growth               1.0 

LAG6ARDS 

Diversified  Pacific/Asia 

LAGGARDS 

60.0 

Precious  Metals               -14.0 

Domestic  Hybrid 

17.9 

Real  Estate 
Financial 
Latin  America 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

Amerindo  Technology  D  14.9 

New  York  Equity  14.4 

PIMCO  RCM  Biotech.  D  12.1 

Scudder  Glob.  Biotech.  A  11.1 

LAGGARDS 

PFds.Pr.Mtls.Usr.lnv.  -23.9 

Rydex  Precious  Metals  -18.5 

ProFds.  Rl.  Est  Usr.  Inv.  -18.2 

AXP  Precious  Metals  A  -16.1 


-10.3     Large-cap  Growth  23.9 

-3.2     Utilities  242 

-2.6     Large-cap  Blend  24.5 


52-WEEKTOTALRETURN  % 
LEADERS 

Eaton  Vance  Grtr.  India  A  128.8 

ProFunds  Ultra  Japan  Inv.  125.9 

Pacific  Advs.  Sm.  Cap  A  124.5 

ProFds.  Urt  Sm.  Cap  Inv.  109.8 

LAGGARDS 

ProFunds  UrtSh.OTC  Inv.  -50.0 

Rydex  Dynam.  Vent.  100  -49.9 

Rydex  Dyn.  Tempest  500  -39.4 

ProFunds  UltraBear  Inv.  -39.3 


WORST-PERFORMING 
GROUPS 


LAST 
MONTHS 


LAST  12 
MONTHS H 


Employment  Services 

-16.2 

Photographic  Products 

-1.5 

Tires  A  Rubber 

-14.2 

Health-Care  Facilities 

-0.1 

Broadcasting 

-12.8 

Trading  Cos.  A  Distribs. 

3.2 

Automobiles 

-12.3 

Health-Care  Distributors 

9.5 

Airlines 

-11.1 

Brewers 

12.8 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


APR.28 

WEEKAGO 

rEARAGO 

038% 

0.58% 

0.79% 

037 

0.98 

Ul 

2.24 

2.17 

L49 

4.47 

4.42 

3.84 

S26 

523 

4J7 

6.01 

533       569 

tBanxQuote.  Inc. 

General  Obligations 

3.89% 

4.86% 

Taxable  Equivalent 

5.56 

6.94 

Insured  Revenue  Bonds 

4.02 

505 

Taxable  Equivalent 

5.74 

I.C.1 

THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  May  3, 10  a.m.  EDT 
»  The  Institute  for  Supply 
Management's  April  industrial 
activity  index  is  forecast  to  have 
eased  to  62%,  after  rising  to  62.5% 
in  March.  That's  according  to  the 
median  forecast  of  economists 
surveyed  by  Action  Economics. 
FOMC  MEETING  Tuesday,  May 
4,  9  a.m.  EDT  »  The  Federal 
Reserve  Board's  Open  Market 
Committee  will  meet  to  set 


monetary  policy.  Economists 
surveyed  by  Action  Economics 
unanimously  expect  the  Fed  to 
hold  the  federal  funds  rate  at  1%. 
FACTORY  INVENTORIES  Tuesday, 
May  4, 10  a.m.  EDT  » 
Manufacturing  inventories  most 
likely  rose  0.1%  in  March,  after  a 
0.5%  gain  in  February. 
PRODUCTIVITY  It  COSTS 
Thursday,  May  6,  8:30  a.m. 
EDT  »  Output  per  hour  worked  in 
the  first  quarter  probably  grew  at 


an  annual  rate  of  3.3%,  after 
slowing  to  a  2.6%  pace  in  the 
fourth  quarter.  Unit  labor  costs 
very  likely  dropped  by  0.4%  for  a 
second  straight  period. 
EMPLOYMENT  Friday,  May  7, 
8:30  a.m.  EDT  »Nonfarm 
payrolls  are  expected  to  have  risen 
by  150,000  in  April,  after  a  gain  of 
308,000  in  March.  The  jobless 
rate  probably  held  steady  at  5.7%, 
while  the  average  hourly  earnings 
most  likely  rose  0.2%. 


The  BusinessWeek  production  index 
climbed  to  218.5  for  the  week  ended 
Apr.  17,  an  11.7%  increase  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  rose  to  219.5. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.comAnagazine/extra.htm 
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TOduct  Activation  Drives  Revenue 
and  Prevents  Software  Piracy 


Software  piracy  costs  the  industry 
i  estimated  $13  billion  annually 
oduct  Activation  is  being  em- 
Dyed  more  and  more  to  protect 
ftware  product  sales  from  software 
racy.  However,  an  effective  and 
;11  thought  out  strategy  can  also 
ive  revenue,  and  many  f 
unpanies  are  integrating 
tivation  strategies  in  just 
is  way  Driving  revenues 
ith  a  strategy  originally 
signed  to  protect  software 
oducts  from  piracy  is  the 
timate  win-win  situation. 
For  example,  technologies 
ed  to  prevent  unautho- 
:ed  use  of  products  can 
;o  create  "try  and  buy" 
rect  marketing  programs, 
rrich  give  ne»'  users  limit- 
l  free  usage  of  products. 
Tien  combined  with  email 
•mmunications  during 
e  trial  version,  this  can 
crease  conversion  to  pur-  "^^™ 
lase  by  300%. 

Product  Activation  can  require  the 
id  users  computer  to  make  contact 
ith  the  host  server  in  order  to  enter 
specific  code  to  activate  the  trial, 
company  can  embed  a  voluntary 
gistration  process  dunng  this  con- 
:t.  In  this  way,  the  software  com- 
iny  gains  the  capability  to  obtain 

"...product  activation 

technologies  offer 

companies  great 

flexibility  to  offer  new 

variations  of  products 

to  new  audiences..." 

iluable  information  about  the  end- 
;ers  interests  and  product  prefer- 
lces,  information  that  can  be  used 
r  future  communication  on  prod- 
:t  upgrades  or  related  product 
ferings.  The  end  result  is  increased 
venue. 


Product  activation  can  also 
generate  additional  revenues  from 
the  occasional  user.  This  customer 
cannot  cost-justify  making  a  full 
purchase,  but  may  have  a  require- 
ment to  rent  the  product  for  a 
limited  time  (30-day  trial)  or  for  a 


globalware® 

solutions 
GlobalWare  Solutions  is  an  international  provider 
of  supply  chain  management  and  eBusiness  solu- 
tions to  the  Technology,  Broadband  and  Medical 
industries.  For  managing  inventories  and  logistics, 
providing  on-demand  CD's  and  printing,  support- 
ing digital  rights  management  and  e-Licensing, 
companies  have  relied  on  GlobalWare's  expertise  to 
provide  high-quality  products  and  services  in  short 
turn-times.  With  more  than  25  years  experience  in 
optimizing  client  revenues,  GlobalWare  Solutions 
is  built  on  innovative  approaches  to  solving 
industry  challenges,  a  resident  technology  base 
to  improve  efficiency,  a  strong  customer  focus 
and  inventive  solutions  to  optimize  client  needs. 

www.globalwaresolutions.com 


limited  set  of  features.  For  exam- 
ple, a  student  would  be  able  to 
purchase  a  limited  set  of  features 
for  a  reduced  rate.  Product  activa- 
tion allows  the  capture  of  this 
type  of  sale,  and  many  of  these 
customers  return. 

Yet  another  use  for  the  product 
activation  method  is  that  it  can 
be  used  to  bundle  trial  versions 
of  complementary  products  on 
current  CD's  or  drives  being 
sold.  When  a  company  has  already 
paid  to  produce,  market  and 
deliver  one  title,  trial  versions  of 
other  titles  can  potentially  be 
bundled  on  that  platform,  creating 
an  opportunity  for  incremental 
revenue. 

As  organizations  look  to  increase 
ROI  from  product  development 
efforts,  product  activation  tech- 
nologies offer  companies  great 
flexibility  to  offer  new  variations  of 
products  to  new  audiences,  there- 
by adding  incremental  revenue 
with  minimal  new  investment. 


Creating  Customer  Loyalty  with 
Every  Customer  Experience 


Pan  of  the  challenge  with  e-com- 
merce  applications  has  been  how 
best  to  integrate  customer  phone, 
e-mail  and  web  contacts.  As  a  result, 
companies  have  invested  heavily 
in  call  centers,  computer  telephony 
integration  (CTI)  and  customer  rela- 
tionship management  (CRM)  ^^^ 
systems  to  ensure  the  quality 
of  every  customer  interaction. 

Although  voice  calls  are 
still  the  most  popular  means 
of  contacting  a  company, 
customers  in  growing  num- 
bers are  choosing  to  do  busi- 
ness by  e-mail  or  web  collab- 
oration. In  recent  years, 
companies  have  struggled  to 
add  e-mail  and  web  sessions 
into  the  contact  media  mix. 
Contact  centers  have  specific 
challenges  when  providing 
levels  of  service  across  all 
three  media  channels.  They 
include  complex  integration 
of  media  channels,  manage- 
ment of  multiple  media  appli- 
cations at  the  agent  desktop,  and 
accurate  consolidated  reporting  on 
service  levels  by  media  type. 

The  integration  of  these  systems 
has  been  costly,  time-consuming 
and  complicated.  Voice  over  Internet 
Protocol  (VoIP)  promises  to  simplify 
the  integration  of  phone,  e-mail  and 
web  for  e-business  communications. 
VoIP  is  the  great  enabler  for  the  cus- 
tomer service  center.  The  appeal  of 
VoIP  has  been  the  notion  of  manag- 
ing a  single,  corporate  data  network 
for  all  the  customer  communication 
needs  of  a  company 

There  are  compelling  reasons 
why  companies  should  deploy 
VoIP-based  systems  in  the  customer 
service  center: 

1 .  VoIP  will  save  money,  lots  of 
money.  Reduce  labor  and  telephony 
costs  and  eliminate  costly  CTI 
deployments. 

2.  Simplified  deployment  of 
e-business  applications.  With  an  IP 


customer  service  center  on  a  single- 
network  architecture,  computer 
telephony  integration  is  built  in, 
reducing  deployment  time  from 
weeks  or  months  to  hours. 

3.  Phone,  e-mail,  web  contacts  on 
a  single  platform.  A  single  platform 


N  U  A  S  I  S 


Nuasis  Corporation,  the  IP  contact  center 
company,  provides  companies  with  enterprise 
software  that  improves  customer  service  and 
reduces  contact  center  operating  costs.  The 
company's  product,  the  NuContact  Center,  is 
leading  the  transformation  of  the  customer 
contact  center  from  proprietary  circuit-based 
ACD  switches  to  IP-based  enterprise  software 
applications  for  intelligently  routing  customer 
inquiries  via  the  phone,  e-mail,  and  Web.  It 
offers  low  cost  of  deployment  and  the  quickest 
payback  of  systems  on  the  market  today  by 
reducing  labor,  hardware,  and  network  costs. 

San  Jose,  CA  408-350-4900 
www.nuasis.com 


can  reduce  the  cost  of  acquisition 
and  integration  but  more  importandy 
will  improve  the  customer  experi- 
ence. Self-service  web  applications, 
deferred  services  like  e-mail  and 
immediate  services  over  the  phone 
are  now  seamless  to  the  customer. 

4.  Route  contacts  to  the  best  agent 
anywhere  on  the  corporate  net- 
work. The  latest  IP  customer  service 
center  systems  identify  specific 
customer  needs  and  match  them  to 
agent  skill  sets. 

5.  Continue  to  leverage  legacy 
investments.  Ultimately  every 
contact  center  will  go  to  a  single- 
network,  IP-based  system.  The  right 
migration  plan  will  maximize  the 
investment  in  legacy  systems  while 
providing  a  quick  transition. 

With  the  right  vendor  and  the 
latest  generation  of  IP  contact  center 
systems,  the  contact  center  is  on  the 
verge  of  a  transformation  that  will 
not  only  reduce  operating  costs  but 
enrich  the  customer  experience. 


Tech  Solutions:  E-BlZJ2pUf 

Progressive  Ideas  and  Leading 


Intranets  That  Work 


Developing  a  Complete 
Services  Strategy 


What  comes  to  mind  when  you 
think  of  intranet?  A  recent  survey 
of  Fortune  500  executives  shows 
polarized  sentiment  on  the  topic. 
Intranets  are  either  friend  or  foe, 
with  hardly  any  middle  ground. 

If  friend,  executives  report  that 
their  intranets  drive  cntical  f 
business  processes  and 
deliver  a  clear  return  on 
investment  (ROD.  If  foe, 
they're  practically  dead-end 
URLs,  or  worse,  a  steady- 
drain  of  corporate  resources 
with  only  intangible  results. 

Here's  the  difference: 
Todays  intranets  require 
clear  objectives,  like  reduc- 
ing overhead  expense,  track- 
ing compliance,  or  helping 
employees  achieve  corpor- 
ate goals  more  efficiently. 
They  require  savvy  design, 
a  proven  implementation 
process,  and  measurable 
key-performance  indicators. 


automate  a  paper-based  process  that 
formerly  took  an  employee  20  hours 
per  week  to  complete.  Moving  that 
process  to  the  intranet  where  auto- 
mated systems  track  forms  and 
provide  status  upon  login  reduced 
the  task  time  to  less  than  two  hours. 


CONNECTSIX 


ConnectSix  is  a  web  applications  provider  spe- 
cializing in  intranet  development  for  Fortune 
1000  companies.  Connectsix  helps  its  clients 
create  and  maintain  high-impact,  intelligent 
intranet  experiences  through  technical  and 
implementation  know-how,  creative  expertise, 
business  strategy  and  project  management 
leadership.  Headquartered  in  San  Francisco, 
ConnectSix  specializes  in  several  business 
areas,  including  sales  and  marketing,  HR,  IT. 
PM0,  and  public  relations. 

San  Francisco,  CA  •  877-679-1742 
www.ConnectSix.com 


Not  Data,  But  Intelligence 

Think  of  an  intranet  as  a  powerful 
filter:  it  takes  a  vast  amount  of  data, 
weeds  out  what  you  don't  need 
and  gives  you  the  relevant  online 
processes  and  business  intelligence 

Intranet  Musts 

If  you  re  wondering  whether  or 
not  your  intranet  is  delivering 
on  objectives,  check  out  this 
list  of  must  dos: 

' .utomate  business 


you  do.   Intranets  can  serve  up 
dynamic    competitive    analysis, 
instantaneous  news  targeted  to  the 
automated  tasks  and  up-to- 
the-minute  status  reports. 
One   Fortune    500   Company 
try  develo]  ntranet  to 


A  friendly  intranet  combines 
enterprise  integration,  usability,  con- 
tent management,  business  intelli- 
gence and  collaboration.  The  goal 
is  to  automate  business  processes, 
increase  efficiency,  deliver  secure  and 
important  information  and  commu- 
nicate critical  business  intelligence. 

If  your  intranet  isn't  delivering 
results  like  these,  it  may  be  more 
foe  than  friend. 

Intranet  Darwinism 

An  intranet  is  an  ever-evolving 
system.  As  a  company's  needs  grow 
and  change,  the  intranet  adapts  to 
deliver  what  is  most  critical.  Appli- 
cations can  be  added,  analysis  run 
using  myriad  parameters,  and  busi- 
ness intelligence  sliced  and  diced. 

Ultimately,  though,  it's  key  to 
keep  the  bottom-line  in  mind. 
When  every  piece  of  intelligence, 
every  metric,  every  application 
impacts  the  end  result,  the 
intranet  will  work  in  your  best 
interest.  After  all,  isn't  that  what 
friends  are  for? 


"A  services  focus  has  changed 
GE  from  a  company  that  in  1980 
derived  85%  of  its  revenues  from 
the  sale  of  products  to  one  that 
today  is  based  70%  on  the  sale  of 
services." — Jack  Welch  ^^^ 


•  Coordinating  distributl 
service  delivery  resources  w 

locations,  skills,  parts  availabil 
and  customer  requiremen 
Today's  enterprise  software  is  n 


The  ability  to  provide 
supplementary  services 
to  a  product,  McKinsey 
reports,  can  yield  as  much 
as  four  to  five  times  more 
revenue  than  the  market 
for  the  original  products. 

However,  most  compa- 
nies are  not  prepared  to 
take  advantage  of  post- 
sales  service  opportunities 
for  two  reasons: 


(1)  Companies  have  not 
devised  strong  service 
strategies.  By  offering 
only  a  few  services,  com- 
panies cannot  embrace  V 
the  full  revenue  oppor- 
tunity in  the  market.  By  offering 
too  many  services  companies 
become  overwhelmed  by  com- 
plexity, losing  control  over 
costs.  Inefficiencies  comprise  as 
much  as  50%  of  total  costs  of 
service  delivery. 

(2)  While  businesses  have  vigor- 
ously implemented  supply  chain 
management  software  to  stream- 
line manufacturing,  no  equivalent 
provides  the  same  level  of  visibil- 
ity for  service  delivery. 

There  are  three  main  obstacles 
to  services  management  that 
everv  company  must  overcome  to 
improve  services  from  request 
through  fulfillment: 

•  Managing  contracts  effectively 

aligns  service  costs  with  pricing 
to  meet  service  commitments  and 
optimize  margins.  Global  1000 
companies  maintain  up  to  40,000 
active  contracts  with  a  complex, 
inconsistent  array  of  terms  and 
conditions. 


mcmageStar. 


manageStar  provides  Service  Delivery 
Management  solutions  enabling  businesses 
to  create,  deliver  and  manage  services.  With 
manageStar,  Global  2000  organizations  have 
increased  revenues,  gained  competitive  advan- 
tage and  improved  customer  satisfaction. 
manageStar  helps  dozens  of  enterprises — 
including  Cisco,  Commerce  Bank,  Time  Warner, 
and  Sodexho — to  streamline  and  effectively 
manage  their  service  delivery  processes. 


Walnut  Creek,  CA  •  800-213-0029 
www.manageStar.com 


designed  to  provide  visibility  ir 
these  service  elements. 

•  Gaining  visibility  and  utili: 
tion    of  distributed,   servic 

assets  to  reduce  surplus  inve 
tories  and  to  avoid  unnecesss 
new   equipment    purchases 
leases. 

The  end  game 

The  adoption  of  a  sm; 
services  strategy  provides  t 
ability  to  maximize  reven 
across  the  entire  product  li 
cycle  to  increase  revenue 
gain  competitive  advanta 
and  increase  customer  satisfy 
tion.  Performed  incorrect 
however,  a  poor  service  strate 
leads  to  customer  loss.  To  si: 
ceed,  companies  must  balan 
customer  need  with  standa 
service  options  to  keep  cc 
and  complexity  under  control. 
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Better  Decisions  Faster 


With  the  proliferation  of  news 
id  information  accessible  both 
i  the  Web  and  inside  of  corpo- 
ite  firewalls,  it's  no  longer  a 
uestion  of  having  available 
id  valuable  content.  Now, 
nart  organizations  are  ^^ 
icused  on  how  to  quickly  f 
xess  and  integrate  the 
sws  and  information 
ito  their  everyday 
orkflow  to  accelerate 
ie  competitive  decision 
rcle. 


Customer  Relationship  Manage- 
ment system  saves  hours  each 
and  every  week  by  having  news 
and  information  on  her  clients 
integrated  directly  into  the  CRM 
platform.     One    click    delivers 


factiva 


v. 


he  right  content 

As  professionals  strive 
>r  advantage,  the  sheer 
[formation  hunt  causes 
ustration  and  inefficien- 
es  on  a  massive  scale, 
ccording  to  analysts  at 
utsell,  Inc.  US  knowl- 
ige  workers  spend 
>out  four  hours  a  week 
loking  for,  gathering 
id  pulling  information  together, 
)sting  $143  billion  to  US  com- 
mies every  year. 
There's  no  doubt:  timely  news 
id  information  drives  business 
id  makes  organizations  more 
tccessful.  A  salesperson  armed 
ith  breaking  news  about  a 
ient's  new  product  line  makes 
ie  sale  while  competitors  are 
ft  in  the  dust.  The  executive 
ith  the  latest  vertical  industry 
iformation  makes  difficult 
rategy  decisions  with  confi- 
mce.  Organizations  everywhere 
'e  faced  with  a  dilemma: 
fliile  news  and  information  is 
•itical,  accessing  it  drains 
:sources. 

iformation  when  and  where 
's  needed 

Today,  smart  organizations 
ive  time  and  money  by  placing 
"itical  news  and  information 
irectly  into  the  workflow  appli- 
itions  they  use  everyday.  The 
ilesperson    who    relies    on    a 


Factiva®,  a  Dow  Jones  and  Reuters  Company, 
provides  world-class  global  content,  including  Dow 
Jones  and  Reuters  newswires  and  The  Wall  Street 
Journal  -  unduplicated  in  a  single  service  else- 
where. Factiva  offers  the  only  single  content 
solution  with  multiple  language  interfaces  and 
multilingual  content  covering  nearly  9,000  sources. 
Factiva's  products  and  services  help  compa- 
nies integrate  news  and  business  information 
into  their  daily  workflow  to  increase  organ- 
izational intelligence  and  leverage  external 
and  internal  content  within  the  knowledge 
management  function. 

www.factiva.com 


external  news  together  with 
her  sales  notes  all  within  con- 
text of  the  sales  process.  The 
executive  accesses  internal 
reports  and  external  information 
from  the  same  portal  and  sees 
the  whole  picture.  Professionals 
can  even  integrate  external 
news  and  information  directly 
into  Microsoft  Office,  stream- 
lining access  and  accelerating 
the  competitive  decision  cycle. 

Better  Decisions  Faster 

The  salesperson  with  breaking 
news  at  her  fingertips  or  the 
executive  who  sees  internal  and 
external  information  in  one 
application  saves  valuable  time. 
With  the  added  and  unpro- 
ductive step  or  gathering  infor- 
mation removed,  professionals 
everywhere  can  make  better 
decisions  faster,  instantly  in- 
creasing competitive  advantage 
and  adding  to  the  organizations 
bottom  line. 


Utility  Computing  On-Demand:  the 
Affordable,  Flexible  IT  Solution 


The  new  paradigm  for  com- 
puting is  the  concept  of  buying 
technology  as  a  service.  Similar  to 
purchasing  utilities  such  as  elec- 
tricity companies  only  pay  for  the 
information  technology  they  really 
need,  when  they  need  it.  Rather 
than  companies  waiting  ^^mm 
until  they  have  capacity  to 
handle  a  computer  network 
and  in-house  IT  support, 
they  can  purchase  an  afford- 
able IT  solution  one  user  at 
a  time.  Buying  and  main- 
taining an  in-office  server 
that  probably  won't  utilize 
its  full  capacity  isn't  neces- 
sary A  business  can  buy 
application  hosting,  file 
sharing,  and  data  protection 
from  a  utility  computing 
provider  for  as  few  or  many 
workstations  as  they  need. 
It's  an  on-demand  service 
that  reduces  the  cost  of 
owning  technology  by  30  to 
40  percent  annually. 


Applying  the  Model 

This  online  working  model  has 
potential  to  be  applied  to  a  myria 
of  functions  and  industries.  One 
prime  example  is  accounting 
Online  accounting  opens  the  dooi 
for  accountant  and  client  to  wort 


vu.  wmi  » 


Aptus  Corp.  is  a  broad-range  utility  computing 
company  that  provides  on-demand  application- 
hosting  and  managed  IT  services  to  small-to- 
medium  businesses.  Aptus'  technology  allows  cus- 
tomers to  access  their  software  and  data  instantly 
through  any  web-enabled  computer,  regardless 
of  location  or  operating  system.  An  option  to  rent 
software  is  also  available.  Smaller  companies  can 
maximize  business  efficiency  by  creating  remark- 
ably affordable  corporate  intranets  with  built-in 
IT  support,  and  gain  the  ability  to  outsource 
non-core,  business  processes  through  a  secure, 
flexible  platform.  Clients  represent  a  variety  of 
industries  including  accounting  and  finance. 
Tacoma,  WA  •  253-650-9905 
www.aptus-3c.com 


How  It  Works 

Software  applications,  file  storage 
and  sharing,  virus  protection,  and 
automatic  backup  are  delivered 
from  a  secure  data  center  over  the 
Internet  to  a  business.  With  Internet 

"The  new  paradigm 
for  computing  is  the 
concept  of  buying 
technology  as  a  service." 

connectivity  any  computer  on  any 
platform  (Windows,  Linux,  Mac, 
etc.)  can  link  to  company  software 
and  data  virtually  from  anywhere  in 
the  world.  Staff  and  team  members 
essentially  use  the  Internet  as  a 
wide-area  network  and  have  access 
to  all  the  protected  information  they 
need  to  conduct  business.  Much,  if 
not  all  of  a  company's  IT  functions 
are  effectively  outsourced. 


together  on  the  same  financial  dat 
in  real  time,  share  files,  minimize 
office  visits,  and  eliminate  file  trans 
fers.  The  model  also  allows  account 
ants  to  easily  outsource  bookkeep 
ing  and  tax  preparation.  Another 
example  is  companies  with  satellite 
offices  and/or  remote  staff  who  can 
use  the  model  to  effortlessly  set  up  a 
corporate  intranet. 


Benefits  of  Utility  Computing 

•  Hosts  familiar,  name-brand 
software 

•  Outsources  data  protection, 
testing  and  installing  upgrades,  etc. 

•  Reduces  cost  of  IT  management 

•  Provides  world-wide  access 

from  any  platform 

•  Allows  establishment  of  virtual 
ofIice(s) 

•  Functions  as  a  business  network 
with  permissions  features,  tile 
sharing,  etc. 

•  Enables  business  process 
outsourcing 
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Campaign  Automation 
Drives  Success 


Many  direct  marketers  use 
some  level  of  personalization  to 
try  and  lift  response  rates,  but 
what  really  works  to  drive  cam- 
paign success  and  increase  ROI? 

The  answer  lies  in  a  ^^— 
single  distinction:  person-  r 
alization  doesn't  automati- 
cally equal  relevance  and 
higher  response.  The  right 
kind  of  relevant  personal- 
ization is  what  ultimately 
increases  qualified  re- 
sponse and  conversion 
rates.  The  key  to  success 
lies  in  using  personaliza- 
tion in  the  right  way,  to 
make  relevant,  one-to-one 
connections  with  each 
member  of  your  audience. 

Here  are  some  guide- 
lines to  help  you  do  just 
that: 


what  that  means  to  them.  Or,  you 
can  tell  the  CFO  how  it  reduces 
costs,  the  CEO  how  it  increases 
ROI,  and  the  end  user  how  to 
justify  buying  one  by  showing 


# 


nimblefish 

get  relevant,  get  results. 


Nimblefish  Technologies  is  the  leader  in 
automated,  relevant  direct  marketing  commu- 
nications. The  company's  Individua™  Direct 
Marketing  Platform  is  the  first  and  only  solution 
to  manage  and  deploy  integrated  direct  mail, 
email  and  web  with  complex,  data-driven 
personalization  and  real-time  tracking.  The 
system  easily  creates  a  Personalized  URL  (or 
PURL)  for  each  and  every  recipient,  enabling 
the  deepest  possible  levels  of  individual 
relevance  across  all  campaign  touchpoints. 
For  more  information,  email  Gretchen  Perilli 
at  gretchenp@nimblefish.com 


San  Francisco,  CA  •  415-247-7000 

Spin  features  into  relevant  I  www.relevance-pays.com/nimblefish 


benefits.  Help  each  recipi- 
ent see  the  clear  need  for  your 
product  or  service — not  by 
listing  all  the  great  features — but 
by  outlining  the  benefits  that 
address  their  particular  need. 

Use  what  you  know  to  connect 
some  dots.  Relevant  messaging 
requires  amazingly  few  variables, 
like  company  name  and  title. 
Using  just  these  can  buy  you  a 
lot  of  credibilit\ 

"The  key  to  success  lies 

in  using  personalization 

in  the  right  way, 

to  make  relevant, 

one-to-one  connections 

with  each  member  of 

your  audience." 

.'-in-point:  you're  marketing 
a   new    b  ompuier 


how  it  increases  productivity.  It's 
how  you  go  from  being  just 
another  computer  to  "the  right 
solution  for  me". 

Relevance  is  more  than  words. 
If  the  CEO  you  are  mailing  runs 
a  car  company,  you  might  want 
your  images  related  to  cars.  Is  it  a 
coincidence,  or  a  database-driven 
variable?  The  recipient  may  not 
know,  but  more  personally  rele- 
vant communication  significantly 
drives  response  and  ROI. 

Keep  the  conversation  going. 
You've  shown  that  you  know 
how  to  fulfill  a  need  or  solve  a 
problem.  With  this,  you've  differ- 
entiated your  company  from  the 
pack  as  a  trusted  authority.  Your 
initial  contact  piqued  their  inter- 
est, left  them  wanting  more,  and 
offered  them  an  easy  way  to 
get  the  exact  information  they 
needed.  In  exchange,  you  can  ask 
them  a  question  or  two  that  helps 
make  your  next  point  of  contact 
even  more  relevant  and  your 
marketing  more  successful. 


Electronic  Prescribing  and  Online 
Refills  Ensures  Patient  Safety 


Efficiency  in  the  ever-changing 
world  of  pharmacy  is  key  to  provid- 
ing  quality  healthcare  and  ensuring 
patient  safety.  With  the  industry  in 
constant  change  and  the  era  of  elec- 
tronic prescribing  on  the  horizon, 
keeping  up  with  the  latest  in  tech- 
nology is  more  important  f 
now  than  ever  before. 


to  support  patient  counseling 
healthcare  content  accessible  d 
or  night,  patients  no  longer  have 
wait  in  the  pharmacy  for  an 
able    pharmacist    to    assist    wJ 
health-related  questions.  Pharmaci 
can  also  offer  health  and  wellnJ 


Challenges 

The  improvements  in 
medicine  are  allowing  indi- 
viduals to  live  longer  and 
causing  the  aging  "baby 
boomer"  generation  to  create 
a  shortage  of  pharmacists, 
as  prescription  demand  out- 
paces the  ability  of  existing 
resources  to  meet  the  need. 
The  pharmacist  shortage 
and  increasing  prescription 
demand  is  driving  the  use  of 
technology  to  continue  pro- 
viding quality  patient  care. 

Solution 

Electronic  prescribing 
allows  doctors  to  electronically 
submit  new  prescriptions  to  phar- 
macists improving  prescription 
processing  efficiency:  This  method 
of  communication  will  eliminate 
the  inconvenience  of  patients  being 
forced  to  wait  by  allowing  the 
prescription  to  be  filled  by  the  time 
the  patient  arrives  at  the  pharmacy. 

Online  prescription  refills  is  another 
service  that  reduces  errors  and 
improves  prescription  processing  effi- 
ciency in  the  pharmacy:  With  online 
refills,  patients  can  visit  the  pharmacy 
web  site  to  submit  their  refill  request. 
Mow  ing  patients  to  enter  their  own 
refill  requests  and  verify  this  informa- 
tion against  the  pharmacy's  database 
eliminates  the  possibility  of  entering 
incorrect  prescription  information, 
further  ensuring  patient  safety. 
Patients  can  schedule  presenption 
pick-up  times  online  based  on  phar- 
macy parameters,  and  can  also 
receive  refill  reminders  via  e-mail. 

Pharmacies  with  a  web  presence 
can  offer  valuable  healthcare  content 


QS/1  Data  Systems,  a  lead-  i 
ing  provider  of  pharmacy] 
management    software, 
serves   more  than   9,000 
customers  throughout  North 
America.  ComerDrugstore  offers  many  services 
to  help  pharmacies  establish  their  own  web 
site  and  supports  those  with  existing  web  sites 
to  integrate  valuable  services  like  online 
prescription  refills  and  pharmacy-related 
health  care  content.  The  electronic  prescribing' 
capabilities  included  in  QS/l's  pharmacy  soft- 
ware combined  with  CornerDrugstore's  online 
services  provide  the  total  pharmacy  solution. 
QS/1  Data  Systems  and  ComerDrugstore  are 
divisions  of  J  M  Smith  Corporation. 

www.qsl.com 


and  drug  interaction  tools  whi 
provide  essential  information 
ensure  patient  safety:  A  web  presen 
can  also  provide  pharmacy  spea 
information  such  as  store  hours,  sto 
profiles  and  driving  directions. 

Software  OnDemand 

For  pharmacies  just  entering  tf 
market  or  opening  a  new  store,  a 
Application  Service  Provider  (ASI 
solution  for  pharmacy  managemei 
provides  a  cost  effective  way  to  elin 
inate  software  installation  and  man 
tenance  by  pharmacy  personne 
A  hosted  solution  can  take  care  < 
maintenance  and  security.  It  can  ali 
provides  data  backups  and  redui 
dancy  to  support  disaster  recovery 

Benefits  of  Pharmacy  Technolog 

•  Ensures  patient  safety 

•  Reduces  patient  wait  time 

•  Reduces  prescription  errors 

•  Improves  prescription  pro- 
cessing efficiency  and  accurac 

•  Eliminates  illegible  pre- 
scriptions and  the  necessary 
follow-up 
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A  Key  to  America's 
Strong  Growth 


HOW  IS  IT  THAT  the  world's  largest 
economy,  far  from  settling  into  a 
satisfied  stasis,  is  expanding  at  a  rate 
that  puts  most  of  the  world  to  shame? 
Business  investment  has  picked  up, 
payrolls  are  growing,  consumers  are  bullish,  and  the 
housing  market  remains  irrepressible.  How  has  the 
U.S.  restarted  the  engines  of  growth  so  successfully, 
while  other  rich  countries  glide  along  at  half-speed? 

To  understand  one  of  America's  secrets  of  success,  study 
the  E-biz  Special  Report  in  this  week's  issue  (page  80).  It 
highlights  six  industries  that  are  being  transformed  by 
advances  in  information  technology  and  the  Internet:  bill 
payment,  phone  service,  jewelry,  software,  real  estate  sales, 
and  hotel  bookings.  For  each,  info  tech  is  raising  productivity, 
enabling  companies  to  offer  products  that  are  better,  faster, 
and  cheaper  than  before. 

Take  just  one  important  example:  bill  payment.  It  costs 
about  $30  billion  a  year  to  print,  transport,  and  process  paper 
checks,  including  the  expense  of  trundling  them  around  the 
country  via  armored  car  and  jet.  But  that  expense  is  falling 
now  that  more  people  are  paying  bills  online.  And  checks  will 


be  far  less  costly  to  process  under  a  law  taking  effect  this 
October  that  encourages  banks  to  accept  electronic  images  of 
checks  in  lieu  of  the  actual  pieces  of  paper. 

Imagine  new  technologies  continually  slashing  costs 
throughout  the  economy,  and  you  begin  to  understand  how 
U.S.  productivity  has  grown  at  an  annual  rate  of  3.1%  since 

the  beginning  of  the  period  of  New 
Economy  acceleration  in  1995, 
more  than  double  the  rate  of  1.5% 
from  1973  to  1995. 

Of  course,  radical  change  creates 
losers  as  well  as  winners.  Among 
those  labeled  as  the  "hunted"  in 
our  special  report  are  incumbent 
phone  companies,  hotel  chains, 
unwired  real  estate  agents,  corner 
jewelers,  small-town  banks,  and 
even  all-powerful  Microsoft  Corp., 
which  is  threatened  by  open- 
source  software. 
The  U.S.  gains  the  full  advantage  of  technology  because  it 
doesn't  prop  up  every  company  that's  harmed  by  creative 
destruction.  Established  companies  can't  strangle  upstarts  in 
the  cradle.  Sure,  they  try.  Microsoft  is  waging  war  on  Linux. 
Hotel  chains  are  threatening  franchisees  with  expulsion  if 
they  continue  to  book  rooms  via  online  agents  for  less  than 
they  charge  the  chains.  And  so  on.  But  in  the  end,  many 
incumbents  come  to  understand  that  it's  wiser  to  switch  than 
fight.  Thus,  Verizon  Communications  is  investing  billions  of 
dollars  to  offer  Net  phone  service  beginning  this  spring. 

E-biz  is  back,  bigger  than  ever.  And  the  U.S.  economy  is 
once  again  growing  strongly.  A  coincidence?  Hardly. 


Tech-sawy 
upstarts 
have  learned 
to  harness 
the  power 
of  e-biz 


A  Safer  Fannie 
and  Freddie 


FANNIE  MAE  AND  FREDDIE  MAC  are 
linchpins  of  the  U.S.  housing  market.  By 
buying  mortgages  from  lenders  so  they 
can  extend  new  loans,  the  two  companies 
help  serve  the  worthy  public  goal  of 
making  houses  affordable  to  low-  and  middle- 
income  families.  But  critics  charge  that  an  implicit 
guarantee  of  their  debt  by  the  government  has  let 
them  muscle  aside  competitors  and  grow  so  big  that  a  failure 
of  either  company  would  jeopardize  the  U.S.  financial  system. 
The  question  is  how  to  make  sure  that  Fannie  and  Freddie 
continue  to  do  their  important  work  while  increasing  the 
safeguards  against  a  financial  meltdown.  On  that  score, 
the  latest  move  by  regulators  is  sensible  (page  53).  The 
Federal  Housing  Enterprise  Oversight  Office  has  started 
working  out  the  details  of  how  Fannie  and  Freddie  could 


have  some  of  their  assets  liquidated  if  they  got  into  trouble. 

Having  a  clear  procedure  for  deciding  who  gets  paid  and 
when  would  help  avoid  uncertainty  and  panic  among 
creditors  if  either  firm  gets  into  deep  trouble.  Also,  the  effort 
shows  that  the  government  is  serious  about  forcing  creditors 
to  take  a  haircut  on  their  loans  and  bondholdings  if  need  be. 
While  it's  not  the  radical  reform  that  some  in  the  Bush 
Administration  and  Federal  Reserve  would  prefer,  it's  a  step 
in  the  right  direction.  If  investors  conclude  that  Fannie  and 
Freddie  really  could  be  allowed  to  default,  they  will  stop 
lending  to  them  at  artificially  low  rates. 

Other  measures  are  worth  considering  as  well.  Over  time,  it 
makes  sense  to  increase  the  capital  they  must  hold  as  a  buffer 
against  sharp  moves  in  interest  rates  or  mortgage  defaults. 
Fannie  and  Freddie  say  they  have  plenty  of  capital  for  the 
risks  they  face— but  there  could  be  risks  lurking  that  even 
their  models  don't  capture.  Of  course,  a  thicker  capital 
cushion  would  tend  to  reduce  the  companies'  profit  margins. 

The  reforms  under  discussion  would  have  a  negligible 
impact  on  housing  affordability.  At  the  same  time,  they  would 
spread  the  risks  of  mortgage  lending  more  evenly  through  the 
financial  sector  by  putting  Fannie  and  Freddie  on  a  more  level 
playing  field  with  the  banks. 

Fannie  and  Freddie  have  performed  a  useful  service  by 
helping  people  buy  houses.  Let's  reduce  the  systemic  risks 
they  pose  without  wiping  out  the  good  they  do. 
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Confessions  of  the  World's  Most  Demanding  ClOs. 

"Our  business  will 
change  before  I 
finish  this  senten..." 

"Within  Philips'  semiconductor  division,  I  need  to  keep  IT  flexible  so  we 
can  respond  to  changing  market  conditions  instantly. 

"As  a  leader  for  connected  consumer  applications,  we  challenged  HP  to 
improve  our  efficiency.  They  responded  by  introducing  a  service-centric 
computing  model  (based  on  HP  OpenView  and  the  HP  Utility  Data  Center) 
into  our  largest  facility. 

"Now  we  treat  computing  as  a  utility.  We've  improved  IT  delivery 
processes,  eliminated  excess  IT  capacity  and  reduced  hardware  acquisition 
-  costs  while  still  remaining  equipped  to  handle  peak  loads.  We're  currently 
deploying  the  solution  globally,  and  I'm  sleeping  better  knowing  market 
fluctuations  won't  slow  us  down." 

-Mathieu  Clerkx,  CIO,  Philips  Semiconductors 
Make  change  work  for  you.  Visit  www.hp.com/adapt 


Solutions  for  the  adaptive  enterprise. 


Confessions  of  the  World's  Most  Demanding  ClOs. 


"We  have  met 
the  competition, 

It  IS  us. 

"An  OOCL  container  ship  is  only  the  most  visible  element  of  an  enormously 
complex  enterprise  that  moves  goods  from,  say,  Shanghai  to  Kilkenny. 

"With  our  IT,  we  do  that  better  than  our  competitors.  So  we  compete  against 
our  own  benchmarks. 

"HP  helped  us  get  there  -  to  migrate  from  mainframe  to  open  systems, 
and  to  adopt  standards-based  technology  for  real-time  communication  with 
partners.  So  OOCL  can  adapt  to  market-driven  changes  much  faster  than 
other  carriers. 

"Today,  IT  costs  have  dropped  sharply,  and  we  project  double-digit 

growth  for  the  next  five  years. 

"Now  we'll  try  to  beat  that." 

-Ken  Chih,  CIO 

Make  change  work  for  you.  Visit  www.hp.com/adapt 


** 


Solutions  for  the  adaptive  enterprise. 
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SRX  V8   -320-hp  4.6L  Northstar  /8  VVT   -Available  power-folding  third-row  seat   »2004  Best  Luxury  SUV-Car  and  Driver 


onstar.com. 


STRENGTH 


AND  AGILITY 


The  very  backbone  of 
our  bodies  too. 


It  allows  you  to  lift  a  100-pound  barbell  overhead 
without  crumbling  to  the  ground.  It  lets  you  move 
and  turn  with  remarkable  precision.  The  spine.  It 
is  the  body's  beast  of  burden.  A  unique  combina- 
tion of  stability  and  agility. 


I 
I 


in  the  apex  of  a  tight  corner.  SRX  responds 
without  the  usual  pitch  and  lean  of  most  utilities. 
Solid  grounding  makes  dynamic  handling  in  a 
utility  finally  possible. 


This  miraculous  core  is  the  inspiration  behind 
the  Sigma  platform.  Cadillac's  revolutionary 
architecture  that's  the  underpinning  of  the 
new  SRX.  One  secret  behind  its  remarkable 
handling  characteristics  is  its  stiffness.  The 
vehicle's  structure  is  molded  into  the  body- 
one  inseparable  union. 


t 


In  the  past,  one  penalty  of  tensile  strength 
was  weight.  Now,  with  the  use  of  lightweight, 
ultra-high-strength  steel,  the  Sigma  skeleton  is 
relieved  of  this  heaviness.  Vehicles  built  on  its 
platform  are  nimble  and  agile.  Sheet  metal  has 
been  set  free. 

The  Sigma  platform  is  bestowed  with  an  unusual 
versatility,  proving  to  be  both  functional  and  agile. 
SRX  is  a  telling  example.  This  is  a  utility  that 
can  seat  sevent  But  due  to  its  grounding  in  the 
Sigma  platform,  SRX  V8  acts  unlike  any  ordinary 
utility.  With  a  320-hp  VS,  it  is  athletic  in  both 
power  and  prowess. 

A  long  wheelbase,  low-to-the-ground  stance  and 
near-perfect  50/50  weight  distribution  add  to  its 
stability  and  uncompromising 
\  \  \p      ride.  You'll  notice  its  control 
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A  stiff  structure  also  contributes  to  a  secure 
cabin.  The  instrument  panel  structure  in  SRX  uses 
a  two-piece,  cross-vehicle,  magnesium-casted 
frame.  This  rigid,  integrated  foundation  performs 
well  in  front  and  side  impacts. 

Road  noise  and  vibration  face  a  veritable  brick  wall 
with  the  advanced  Sigma  design.  The  rigid  struc- 
ture makes  it  easier  to  isolate  and  tune  out  noise. 
Outside  disturbances  are  further  squelched  by  a 
reinforced  tunnel  that  sandwiches  noise  between  its 
inner  and  outer  structures  at  the  root  of  the  vehicle. 
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Why  such  dogged  attention  to  a  structure  that 
goes  virtually  unseen?  Bottom  line:  Distinctive 
automobiles  are  only  as  good  as  the  bones 
they're  built  upon.  A  rigid  skeleton  may  go 
unseen,  but  not 
undetected  by 
the  discerning 

driver.  This  keen  sensibility  has  always  been 
a  hallmark  of  Cadillac  engineering.  It  takes 
an  unerring  eye  for  detail.  A  commitment  to  an 
ideal.  A  backbone.  In  the  end,  it's  not  just  the 
measure  of  a  vehicle,  it's  the  measure  of  a  com- 
pany. For  more  details,  see  cadillac.com/strength. 
Cadillac  SRX  V6  starting  at  $38,690.  " 


BREAK  l&  /  THROUGH 
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cadillac.com     'With  available  third-row  seat.     **MSRP.  SRX  V8  as  shown  $50,090  MSRP.  Tax,  title,  license,  dealer  fees,  and  other  optional  equipment  extra. 
©2004  GM  Corp.  All  rights  reserved.  Break  Through"  Cadillac*  Cadillac  badge'  Northstar*  OnStar*  SRX™ 


Stay  hydrated 
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Why  does  one  of  the  nation's  leading  health  plans  want  you 
to  drink  more  water?  Because  it's  a  simple  thing  you  can  do 
to  improve  your  health.  And  if  everyone  were  just  slightly 
more  mindful  of  their  health,  we  could  all  help  control  one  of 
the  major  factors  that  drives  up  the  cost  of  health  care  for  all 
Americans  —  unhealthy  habits.  Meanwhile,  we'll  do  our  share 
by  focusing  on  our  mission  to  help  contain  rising  costs.  Right 
now,  we're  developing  solutions  that  will  help  make  quality 
medical  care  more  affordable  and  accessible.  Like  our  health 
coaching  programs,  physician-support  efforts  and  innovative, 
cost-saving  health  coverage  products  designed  to  help  people 
make  more-educated  medical  decisions.  Okay,  now  drink  up. 


WELLPOINT- 


S2O04  WellPoint  Health  Networks  Inc.  wellpoint.COm 
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DEO'S  BIG  IDEAS 

Companies  desperate 
o  connect  with  their 
:ustomersareturninj 
o  a  firm  long  known  for 
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GROWTH  ELIXIR 

Technology  is  the 
key  to  expansion 


Cover  Story 

86  Triumph  of  Design 

A  tiny  firm  called  IDEO 
redefined  design  by 
creating  experiences,  not 
just  products.  Now,  IDEO 
is  changing  the  way 
companies  innovate 

News:  Analysis 
&  Commentary 

36  Energy:  The  Big  Squeeze 

Oil  and  gasoline  prices  keep  rising.  Hov 
worried  should  you  be? 

39  Commentary:  The  Fed 

It's  gambling  on  a  go-slow  strategy  to 
head  off  market  mayhem 

40  The  GOP  vs.  'Massachusetts  Values' 

Duck,  Mr.  Kerry:  The  guns  of  the  cultur« 
war  are  about  to  start  booming 

41  Commentary:  Election  2004 

Bush  and  Kerry's  dramatically  different 
approaches  to  economic  policy 

43  Candid  Talk  from  Candidate  Kerry 

BusinessWeek  queries  him  on  taxes,  job 
creation,  and  free  trade 

44  Nissan's  Costly  Cost-Cutting 

Its  J.D.  Power  ranking  has  plummeted  a 
defects  from  the  Georgia  plant  pile  up 

45  Hyundai:  Kissing  Clunkers  Goodbye 

A  five-year,  top-down  focus  on  quality 
has  sent  customer  satisfaction  soaring 

46  Look  Out,  Google 

As  the  big  guy  goes  public,  rivals  are 
working  on  the  future  of  search  engines 

48  In  Business  This  Week 


International 
Business 

50  Germany:  Outsourcing  Siemens 

With  company  bosses  giving  up  on  labo 
reforms  at  home,  the  jobs  may  be  going 
where  the  customers  seem  to  be 

52  Taiwan:  Acer's  Hot  Streak 

Its  PC  sales  in  Europe  and  Asia  are 
soaring.  Can  it  crack  the  U.S.  and  China 


6  I  BusinessWeek  |  May  17  2004 


54  Commentary:  Latin  America 

Deepening  poverty  and  corruption  are 
undermining  attempts  at  democracy 

57  International  Outlook:  Saudi  Arabia 

The  struggle  with  Islamic  militants  is 
shaking  the  House  of  Saud 


Economic  Analysis 

28  Economic  Viewpoint 

Garten:  Next  month's  summit  is  an 
opportunity  to  engage  the  G-8  on  Iraq 

33  Business  Outlook 

U.S.:  The  Fed  will  tighten— slowly 
France:  Fragile  signs  of  strength 


The  Corporation 

58  Keeping  You  Glued  to  the  Couch 

In  video  games,  Electronic  Arts  is 
zapping  the  competition 


Social  Issues 

60  Brown's  Bittersweet  Birthday 

Fifty  years  after  the  Supreme  Court 
outlawed  segregation,  progress  has  been 
followed  by  disturbing  slippage 


Information 
Technology 


26  Wildstrom:  Technology  &  You 

Clear,  fast  phone  calls  over  the  Net 

63  Can  Souping  Up  TiVo  Save  It? 

Investors,  spooked  by  competition,  may 
be  fleeing  just  as  expanded  services  and 
software  sales  raise  its  chances 

64  Look  Who's  Going  Offshore 

Young  tech  outfits  are  heading  abroad 
even  more  eagerly  than  multinationals 


Book  Excerpt 

76  In  Praise  of  'Rational  Exuberance' 

BusinessWeek's  Michael  J.  Mandel  says 
what's  needed  is  tech-driven  expansion 


Marketing 


81  Weaning  Coke  Off  Soda 

With  cola  sales  stagnant,  its  new  CEO 
needs  to  tap  deeper  into  the  surging 
noncarbonated-drink  market 


126 

ONLINE  BROKERS 

Internet  trading  has 
turned  into  a  multi- 
tiered  affair,  with  fees 
or  perks  to  match. 
Who's  best  for  you? 


Media 

82  GF:  Lights!  Camera!  Bean  Counters! 

The  merger  with  Universal  could  prove 
more  difficult  to  manage  than  NBC 


Finance 

96  A  Loophole  for  Health  Insurers 

Many  state  laws  allow  companies  after  a 
merger  or  acquisition  to  cull  the  costliest 
policyholders  from  their  rolls 

98  Commentary:  The  NYSE 

The  Big  Board's  seat  prices  tell  a  tale: 
Don't  believe  all  the  doom  and  gloom 


134  Beyond  the  Triple  Corkscrew 

New  park  rides  rely  on  special  effects 
rather  than  the  G-force  for  thrills 

136  Footnotes 

Arthur  Laffer  resurfaces;  the  greenback 
rises  again  in  Europe;  cheap  first-class 
flights;  hot  rods  in  Rockefeller  Center 

138  The  Barker  Portfolio 

Monster  is  the  No.  1  online  employment 
service,  but  investors  beware:  It  has  a 
monstrous  appetite  for  cash 

140  Marcial:  Inside  Wall  Street 


The  Great  Innovators 


Corporate  Scoreboard 

100  The  Sales  Engine  Kicks  In 

Cash  registers  really  rang  this  quarter, 
giving  the  Scoreboard's  900  companies 
more  to  work  with  than  just  cost-cutting 

102  Raised  Rates?  No  Problem 

Even  if  the  Fed  tightens  sharply, 
corporate  profits  won't  suffer  much 


20  Walt  Disney: 
Building  a  Better  Mouse 

Embracing  technologies 
like  TV  that  the  rest  of 
Hollywood  shunned,  he 
altered  show  biz  forever 


CELEBRATING 


Personal  Business 

126  Choosing  an  Online  Broker 

Most  investment  sites  now  add  a  slew  of 
fees.  Which  offers  the  most  for  least? 

130  When  Bad  Form  Is  a  Pain 

How  orthopedists  and  physical 
therapists  are  using  motion  analysis 

132  Q&A:  Clay  Peterson 

Parkway  Advisors'  star  bottom-fisher  on 
his  new  Memorial  Value  Equity  fund 


BusinessWeek  online 


Features 

11  UpFront 

16  Readers  Report 

18  Corrections  &  Clarifications 

24  Books:  Woodward:  Plan  of  Attack 
Barnett:  The  Pentagon's  New  Map 

66  Developments  to  Watch 

A  robot  that  flaps  it  wings;  mimicking 
insects'  sticky  feet;  more  hands-on  work 
for  students  in  university  labs,  please 

142  Figures  of  the  Week 

143  Index  to  Companies 

144  Editorials 

www.businessweek.com 
America  Online  Keyword:  BW 


May  17.  2004  I  BusinessWeek  I  7 


BnmnmBm 


"HENDRICK'S* 

WON 

THE  GIN  CATEGORY". 

-  THE  WALL  STREET  JOURNAL 

THE  WALL 
STREET  JOURNAL. 

C  2003  /W/*ne  4.C*»/>an/  All  Rights  JUttrwrf 


FRIDAY.  AUCUST  2*.  200)    -   VOL.    CCkLII  I 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 
TOP  3  GINS 


Tanqueray  No. 
Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 
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A  Most  Unusual  Gin 
hendricksgin.com 
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www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
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The  How  and  the  Why  of 
Google's  Stock  Auction 

Lots  of  investors  are  wondering  just  how  this 
unorthodox  IPO  process  is  going  to  work.  Here 
are  some  answers.  Plus:  How  will  investors 
react  to  two  classes  of  stock? 

No  Net  Taxes?  Why  Not? 

With  the  2004  election  season  looming,  Democrats  and 
Republicans  are  scrambling  to  outdo  each  other  in 
keeping  cyberspace  as  levy-free  as  possible.  That's  a 
pound-foolish  strategy 


A  Deafening  Silence  on  the 
Costs  of  War  in  Iraq 

Even  with  the  June  30  handover  of  sovereignty,  U.S. 
forces  won't  be  leaving  anytime  soon.  Bush  needs  to 
level  with  Americans  on  how  he  will  pay  for  a  costly 
occupation  without  dragging  down  the  economy 


Health  Care  for  All?  Not  in  the  U.S. 

Everybody  says  universal  coverage  is  a  good  idea,  but  few  can 
agree  on  how  to  get  it.  This  Special  Report  examines  what  could 
be  a  key  issue  for  voters  in  November.  Plus:  A  primer  on  drug 
reimporting,  and  a  doctor's-eye  view  of  managed  care 


Following  the  Dollar: 
What  Goes  Up... 

The  greenback's  revival  has  relieved  the  world's 
central  bankers  of  a  major  worry.  Sooner  or  later, 
however,  they  know  the  decline  will  resume 
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Tune  in  This  Weekend  for: 

I  Jewelry  E-tailers  I  Paying  for  College  I  Are  Consumers  Losing  Buying  Power? 
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Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage. 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 


Constellation  Energy 

The  way  energy  works.- 
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International  Steel  Group,  with  financing  help  from  CIT,  acquired  Bethlehem 
Steel.  A  deal,  that  promises  to  make  America's  steel  industry  more  viable. 
We  can  add  muscle  to  your  business.  Visit  CIT.com.  We  see  v/k- 


"My  tax  rate 

is  less  than 

my  receptionist s." 


-Warren  Buffett, 

Berkshire  Hathaway 

Chairman  and  CEO, 

on  the  need  to  make 

tax  policy  fairer 


EDITED  BY  IRA  SAGER 
PROBES 

CHARGES FOR 

COMPUTER 

ASSOCIATES? 

IT'S  NOT  JUST  former  CEO 

Sanjay  Kumar  who's  on  the 
chopping  block  as  the  feds 
wrap  up  their  probe 
of  accounting 
misdeeds  at 
Computer  Associates 
International.  The 
$3  billion  software 
company  faces 
possible  criminal 
indictment  on 
charges  of  securities 
fraud  and  obstruc- 
tion of  justice. 

CA's  board  has 
scrambled  to  avoid 
that  fate.  At  the  feds' 
request,  it  conducted  an 
internal  probe  that  found 
accounting  misdeeds.  It  has 
forced  out  15  employees, 
demoted  Kumar,  and  restated 


THE  BIG  PICTURE 


EX-CEO  KUMAR 

CA  may  face  a 
huge  fine 


earnings.  But  four  executives 
already  have  pleaded  guilty  to 
obstructing  the  federal  probe, 
and  the  initial  stonewalling 
angered  prosecutors,  say 
company  sources.  Legal 
experts  say  the  feds  are 
pressuring  the  board  to  do 
more.  "They're  going  to  have 
to  buy  the  good  will  of  the 

government  to  avoid 
an  indictment,  and 
to  do  that  they'll 
have  to  pay  a  large 
fine,"  says  Robert 
Webb,  a  lawyer  with 
Frost  Brown  Todd. 
An  indictment 
could  make  it  diffi- 
cult for  GA  to  borrow 
money  and  would  be 
a  severe  blow  to  its 
already  battered 
reputation.  If  it  is 
found  guilty,  CA 
would  be  barred  from  govern- 
ment contracts,  which  repre- 
sent about  12%  of  its  business. 
Neither  CA  nor  the  feds  would 
comment.  -Steve  Hamm 


NICOTINE  PATCH  The  46  states  party  to  the 
$206  billion  tobacco  settlement  got  $13  billion 
in  2003  and  expect  $11  billion  by  yearend. 
Most  of  the  money  will  fund  the  following: 


PERCENT  ALLOCATION* 
60  -  ■  BUDGET  SHORTFALLS 
■  HEALTH  PROGRAMS 
DEBT  SERVICING 
45  -  ■  GENERAL  FUNDS 


'04  EST. 


"Numbers  do  not  add  up  to  100  because  only  the  largest  categories  are  listed 
Data:  General  Accounting  Office  report  March,  2004 
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BROADCAST  NEWS 


TV  Should 
Use  It  or  Lose  It 


THE  FEDERAL  COMMUNICATIONS  COMMISSION  is  getting  tough 
with  broadcasters.  BusinessWeek  has  learned  that  on  May  13 
the  FCC  is  expected  to  consider  a  rule  requiring  that  TV 
stations  share  underused  UHF  channels  with  developing 
wireless  technologies,  such  as  Wi-Fi  Internet  access.  The  move 
could  set  the  stage  for  wireless  technology  to  bring  high-speed 
broadband  access  to  all  corners  of  the  country,  rivaling 
services  from  cable  and  telecom  companies. 

The  FCC's  stance  is  a  big  change.  In  1996  lawmakers  gave 
broadcasters  additional  airwaves  for  digital  transmissions  if 
they  return  their  analog  spectrum  after  converting  to  digital. 
But  that  transition  has  been  painfully  slow,  and  policymakers 
haven't  held  broadcasters  to  the  deal.  Broadcasters  oppose  the 
move  because  they  say  it  could  interfere  with  local  broadcasts. 

The  FCC  is  just  getting  warmed  up.  It  wants  broadcasters  to 
go  entirely  digital  by  2009  and  return  all  the  airwaves  used  for 
analog  TV.  "It's  a  dramatic  shift  that  could  clear  precious  air- 
waves for  wireless  broadband,"  says  Michael  Calabrese,  with 
the  think  tank,  New  America  Foundation.  It's  also  a  bold  move  in 
an  election  year  to  take  on  the  TV  industry.        —Catherine  Yang 
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GREEN  WATCH 

VAPOR  AND 
STEAM  BEAT 
GASOLINE 

ENVIRONMENTALISTS  dream  of 
energy-efficient  cars  that  run 
on  hydrogen,  with  tailpipes 
spewing  out  nothing  more 
noxious  than  water  vapor. 
But  where  do  you  go  to  fill  up 
with  hydrogen?  How  about 
any  existing  service  station. 
There's  plenty  of  hydrogen 
locked  up  inside  gasoline, 
and  researchers  have 
developed  so-called 


higher  energy  content  than 
gasoline.  Whyatt  says  his 
calculations  show  that  a 
hydrogen-powered  fuel-cell 
car  would  get  twice  the 
mileage  from  the  same 
amount  of  fuel. 

And  since  the  fuel- cell 
"engine"  would  generate 
clean  electricity  for  the  car's 
electric  motor,  hydrogen  cars 
could  substantially  reduce 
the  world's  consumption  of 
oil  while  drastically  curbing 
pollution.  Pacific  Northwest 
expects  to  have  a  prototype 
steam  reformer  ready  for 
Detroit  to  check  out  by 
yearend.  -Oris  Port 


HAND  CRANK 

A  high-tech 
starter  may 
be  here  soon 


reformers  that 

extract  it.  But 

there's  a 
hitch:  The 

reformers  take 
an  eternal  15  minutes  to 
produce  enough  hydrogen  to 
back  the  car  out  of  the 
garage.  What's  needed  is  a 
new  version  of  the  automatic 
starter  that  replaced  those 
antique  car  hand  cranks. 
Researchers  at  Pacific 
Northwest  National  Laboratory 
think  they  have  it.  The  lab  is 
developing  an  under-the- 
hood  reformer  that  produces 
large  amounts  of  hydrogen  in 
only  12  seconds,  says  chief 
engineer  Greg  Whyatt.  The 
key:  pumping  a  gasoline 
vapor-and-steam  mixture 
through  many  tiny  channels. 
In  those  confined  spaces, 
catalysts  work  their  magic 
rapidly,  cracking  the 
molecules  of  gasoline  and 
water  to  release  hydrogen. 

Even  more  magical:  The 
extracted  hydrogen  has  a 
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PET  PROJECTS 

PROVIDING  FOR  FIDO  Affluent  pet  lovers,  take 
heart:  Now  you  can  get  help  setting  up  a  trust 
fund  to  ensure  that  your  pet  gets  quality  care 
when  you  pass  on.  MassMutual  is  offering  estate 
planning  with  creature  comforts  in  mind,  with 
pets  in  one-third  of  U.S.  homes,  businesses  see 
opportunity  in  such  planning— especially  with 
trusts  averaging  $25,000.  Since  February,  nearly 
500 pet  lovers  have  signed  up  for  PetGuardian's 
$500  trust  service,  which  takes  into  account 
factors  such  as  life  expectancy  and  potential 
chemotherapy  costs.  After  all,  some  birds  can 
live  80  years,  and  ensuring  that  they  are  comfy 
could  take  a  lot  of  birdseed.        -Jessi  Hempel 


DRAWN  &  QUARTERED 


When  we  started  there  was  nothing  but  sand,  birds  and  sky.  Today,  lakes  have  replaced  the  sand.  Tall  towers  reach  out  to 
:he  stars.  Golfers  sink  birdies  on  world-class  golf  courses.  We  pioneered  this  development  in  Dubai.  We  were  the  first  to 
see  the  dream  of  Dubai  as  a  modern,  world-class  city.  And  we  were  the  first  to  see  it  through. 

We're  changing  Dubai's  future.  Visit  www.emaar.com 


DUBAI 

Shaping  the  Future.  Today. 


A  FORMER 
MAYTAG  MAN 
FINDS  WORK 

After  doing  karate  on  and  off 
for  25  years,  Lloyd  Ward  knows 
how  to  take  a  blow.  That's  a 
good  thing:  Ward,  56,  has 
been  hit  pretty  hard  the  last 
few  years.  He  was  forced  out 
as  Maytag  CEO  in  late  2000 
after  results  tanked.  He 
resigned  as  head  of  the  U.S. 
Olympic  Committee  in  March, 
2003,  amid  allegations  of 
ethics  violations.  In  between, 
he  ran  a  used-car  Web  site 
that  went  bust. 

Now  he's  back  in  the  fight. 
He's  bankrolling  Atlanta- 
based  Body-Blocks  Nutrition 
Systems,  maker  of  energy 
drinks  and  bars  under  the  N 
Motion  brand.  In  mid-May, 
General  Nutrition  Centers 
and  Rite-Aid  will  stock  its 
products,  fortified  with 
natural  compounds  such  as 
green-tea  extract.  Ward,  who 
is  chairman,  says  that  unlike 
those  of  rivals,  his  products 
don't  rely  heavily  on  caffeine. 
He's  sure  this  time  he'll 
prevail.  "I  know  consumer 
products,"  he  says. 

Ward  is  back  in  his  karate 
uniform,  too,  after  having  a  hip 
replaced  last  May.  You  have  to 
give  him  credit  for  getting  back 
in  the  fight.     -Michael  Arndt 


PRODUCT  PEEK 

WHY  THIS 
SCREEN 
IS  A  SCREAM 

LAPTOP  SCREENS  are  for 

displaying  images,  but  don't 
be  surprised  if  they  turn  into 
speakers,  too. 

Why  make  liquid-crystal 
displays  (LCDs)  do  double 
duty?  Because  they  can 
produce  better  sound. 
Speaker  size  is  a  big  factor  in 
sound  quality,  and  LCDs 
dwarf  the  itty-bitty  speakers 
in  laptops.  But  there's  an 
economic  reason,  too: 
Punching  speaker-grille  holes 
in  laptop  cases  is  a  pricey 
process.  Eliminating  that 
operation  helps  pay  for  the 
fancy  new  technology. 

To  hear  the  difference  in 
sound  quality,  you'll  have  to 
go  to  Japan.  NEC's  LaVie 
LS900  laptop,  which  has  a 
speaker  screen,  is  only  sold 


CLASS  NOTES 

8ATAR:AN 
ASISFOR 
U.S.  COLLEGES 

WITH  VISAS  difficult  for 
Middle  Eastern  students  to 
land,  U.S.  universities  are 
going  to  them— with  help 
from  a  sweet  deal  offered  by 
Qatar.  If  11  cover  most  of  the 
expense  of  a  U.S.  university 
setting  up  a  satellite  school. 
In  all,  Qatar's  investing  $1 
billion  to  import  higher  ed. 

Middle  Eastern  enrollment 
in  U.S.  schools  fell  10%  in  the 


there.  But  Britain's  NXT, 
which  developed  the 
technology,  says  at  least  one 
"name"  laptop  is  slated  to 
show  up  on  U.S.  shelves  with 
speaker  screens  later  this 
year.  "This  is  going  to  be 
big,"  says  Roger  Kay,  an 
analyst  with  market 
researcher  IDC.  These  screens 
will  start  in  premium  laptops, 
but  Kay  predicts  the 
technology  soon  will  become 
commonplace. 


CAMPUS 

Virginia's 
School  of 
the  Arts 


2002-03 
academic  year, 
says  the 
Institute  of 
International 
Education.  "It's  an 
opportunity  to  reach  a 
student  body  we're  having 
difficulty  reaching,"  says 
James  Reardon-Anderson, 
who  heads  Georgetown 
University's  School  of  Foreign 
Services.  The  school  hopes  to 
have  an  undergrad  program 
in  Qatar  by  2005. 

This  fall,  Carnegie  Mellon 
will  open  a  campus  in  Doha, 
Qatar's  capital.  Cornell  began 
a  med  program  last  fall,  and 
both  Texas  A&M  and  Virginia 
Commonwealth  have  schools. 

Qatar  hopes  70%  of  the 
students  will  be  Qatari,  with 
the  rest  pulled  from  the 
region.  Note  to  SAT  prep- 
sters:  Qatar  may  soon  be  a 
lucrative  niche.  -Jessi  Hempel 


What  turns  an  LCD  panel 
into  a  speaker  is  a  little 
piezoelectric  gadget  mounted 
on  the  screen's  backside- 
two  for  stereo  sound.  Piezo 
devices  convert  electricity 
into  motion  and  vice-versa. 
Here,  electrical  signals  are 
transformed  into  vibrations 
that  generate  sound.  You 
can't  see  the  vibrations,  but 
touch  the  screen  lightly  and 
you  can  feel  them.  Now  that's 
good  vibrations.      -  Oris  Port 


THE  STAT 


The  percentage 
of  U.S.  workers 
with  an  Internet 
connection  who 
have  visited  an 
X-rated  Web  site 
while  at  work  in 
March,  compared 
with  40%  of  home 
users  and  59% 
of  University 
surfers. 

Data:  ComScore  Networks 
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Sometimes,  the  best  way  to 
™age  your  retiremem  (und 

is  to  ignore  it. 

No  matter  your  age,  it  never  k 

.  P^  often  ^  L  I       ^  ^  T  ^  "*  *"  "^ 
Target  Retireme„t  Fu„ds  ^  ^    7  ^  ^  ^  W"h  V^d° 
working,  and  we  do  all  the  ""  "*  ^  ^  y°U'd  Hke  to  stoP 

work  for  you. 

First,  our  Target  Retirement 
funds  balance  your  money 
appropriately  between  stocks, 
bonds,  and  cash.  Then  they 
automatically  monitor  your 
investments,  rebalancing 
your  assets  to  reduce  risk 
as  you  get  closer  to 
retirement.  These  are 
Vanguard®  funds, 
so  you  get  all  the 
benefits  of  our  persistently  low  fees  and  expenses. 

There  is,  of  course,  an  element  of  risk  in  any  investment.  To  learn  how 
these  retirement  funds  pay  personal  attention  to  your  money,  please  call  us. 
Or  visit  Vanguard.com®  We  can  help. 


THf%femguaidc«oup 


/es,  risks,  charges,  expenses,  and  other  information. 
tead  it  carefully  before  investing.  ©  2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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For  our  beloved  Red  Sox, 

it  is  simply  time I  can 

smell  it  and  taste  it:  Sweet 
October  and  breaking  an 
85-year  curse." 


Bush  i   sWeek 


-Jim  Eskin 
San  Antonio 


NO  ONE'S  AMBIVALENT 
ABOUT  THE  BOSTON  RED  SOX 

FIRST,  LET  ONE  LONG-suffering  Red  Sox 
fan  assure  you  that  there  are  no  curses  in 
baseball  ("Breaking  the  curse,"  Cover 
Story,  Apr.  26).  Red  Sox  fans  don't  watch 
over  their  shoulders  for  the  ghost  of  Babe 
Ruth,  and  we  certainly  do  not  believe  our 
franchise  is  haunted  by  anything  more 
than  poor  management  and  a  little  mis- 
fortune. The  "Curse  of  the  Bambino"  ex- 
ists only  in  the  minds  of  the  media. 

Second,  I  question  the  statement  that 
the  members  of  Red  Sox  nation  hold  our 
ballpark  in  deep  reverence  and  that  re- 
placing it  would  be  unpopular.  While  it  is 
loved  by  many,  most  would  agree  it  needs 
to  be  replaced.  Owner  John  W.  Henry  and 
his  management  team  have  done  a  re- 
markable job  of  squeezing  every  dollar 
out  of  the  cramped,  worn-out  ballpark. 
-Chris  Cullinan 
Arlington,  Mass. 

AS  A  CLEVELAND  INDIANS  fan  growing 
up  in  the  '60s  and  '70s,  I  can  assure  you 
that  the  Red  Sox  were  much  more  hated 
than  the  Yankees.  While  we  in  San  Diego 
hold  Red  Sox  President  and  Chief  Execu- 
tive Larry  Lucchino  in  high  esteem,  this 


payroll  battle  can  only  bring  baseball  clos- 
er to  extinction.  One  of  the  premises  ol 
Moneyball  was  that  good  offense  is  always 
more  important  than  defense.  Pokej 
Reese  replacing  Todd  Walker  is  contrary 
to  the  sabermetrics  plan.  Strike  one. 
Thomas  C.  Werner,  Red  Sox  chairman 
and  former  Padres  owner,  almost  de- 
stroyed San  Diego.  Who  can  forget  the  fire 
sale  that  resulted  in  the  loss  of  Gary 
Sheffield  and  Roberto  Alomar,  among 
others?  Strike  two.  John  Henry  aban- 
doned a  team  that  won  the  World  Series] 
last  year.  Strike  three. 

Outside  of  New  York  and  New  Eng- 
land, the  Yankees  and  Red  Sox  are  the 
most  reviled  baseball  teams  in  America. 
Until  there  is  some  sort  of  plan  to  level 
the  playing  field,  like  a  salary  cap,  we  will 
continue  to  hope  the  Red  Sox  and  Yan- 
kees battle  for  last  place. 

-Kyle  Long 
Poway,  Calif. 

"BREAKING  THE  CURSE"  tells  US  that 
the  revenues  from  the  Red  Sox's  New 
England  Sports  Network  are  the  biggest 
moneymaker  for  John  Henry.  This  is  pre- 
cisely why  blowing  the  Alex  Rodriguez 
deal  was  a  bigger  blunder  than  losing 
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When  you're  counting  carbs,  Smirnoff  vodka,  Crown  Royal,  Johnnie  Walker  and  Tanqueray  gin  have  none. 

(*0U*i@n/a£;  t        V  DISTINCTIVE  SINCE  1830 

^*^  Johnnie  Walker. 

CHEERS  TO 


SMIRNOFF 


IZER01 


CARBS 

Please  drink  responsibly  •  Check  out  zerocarbparties.com 


Diageo  North  America,  Inc.,  Stamford,  CT  and  Schieffelin  &  Somerset  Co.,  New  York,  NY .  Smirnoff:  ©2004  Bottled  by  The  Smirnoff  Co.,  Stamford,  CT  Vodka  100%  Grain  Neutral  Spirits,  40%  Ale.  by  Vol.,  (80  Proof) 
•  Tanqueray  ©2004  Imported  London  Dry  Gin  47  3%  Alc.A/ol.  100%  Grain  Neutral  Spirits,  Schieffelin  &  Somerset  Co.,  New  York,  NY 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Harvard's  response  on  B-school  rankings" 
(Readers  Report,  May  3,  replying  to  "Why 
Harvard  and  Wharton  are  wrong," 
Editorials,  Apr.  19)  contained  an  editing 
error.  Harvard  Business  School  is  located  in 
Boston,  not  Cambridge,  Mass. 


Babe  Ruth.  No  matter  what  they  paid 
him,  even  if  Rodriguez  never  played  a 
game,  the  revenue  generated  would  put 
the  Red  Sox  on  a  more  level  playing  field 
with  the  Yankees. 

-Rick  Lisi 
Barrington,  R.I. 

THE  SIDEBAR  "Blame  it  on  the  Babe" 
brought  back  memories.  As  a  kid  of  9, 1 
was  listening  to  the  radio  on  our  farm  in 
Michigan  when  the  1946  World  Series 
slipped  away  from  the  Red  Sox.  To  this 
day  I  can  still  hear  the  sportscaster  de- 
scribing the  scene  as  Enos  Slaughter  un- 
expectedly rounded  third  base  for  home 
and  Johnny  Pesky  hesitated  for  a  moment 
and  missed  by  a  split  second  cutting 
down  the  sliding  Slaughter  at  home. 

-John  Siewert 
La  Verne,  Calif. 

THE  "CURSE  of  the  Bambino"  sounds 
like  an  excuse.  Actually,  an  inept  Boston 
front  office  deserves  the  blame.  Boston 
sold  Ruth  to  New  York.  Boston  let  the 
Yankees  have  Joe  DiMaggio.  The  Red  Sox 
let  Tris  Speaker  go.  Poor  management 
saw  Roger  Clemens  and  "A-Rod"  be- 
come Yankees. 

-Richard  M.  Brown 
Detroit 

YOUR  ARGUMENTS  are  squarely  on  the 
side  of  the  New  York  Yankees.  But  for  our 
beloved  Red  Sox,  it  is  simply  time.  John 
Henry  has  done  a  masterful  job  of  assem- 
bling the  second-best  team  money  can 
buy.  I  can  smell  it  and  taste  it:  sweet  Oc- 
tober and  breaking  an  85-year  curse. 

-Jim  Eskin 
San  Antonio 

PLEASE  STICK  to  your  knitting.  If  I  want- 
ed to  read  about  sports— and  frankly,  I'm 
an  Indians  fan— I'd  subscribe  to  Sports 
Illustrated. 

-Jonathan  B.  West 
Salt  Lake  City 

WHAT  WIRELESS  BROADBAND 
CAN-ANDCANNOT-DO 

"NO  wires,  NO  RULES"  (Special  Re- 
port, Apr.  26)  captured  the  excitement 
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and  opportunity  inherent  in  "the  next 
revolution  in  wireless."  As  a  contributor 
to  the  last  revolution,  cellular  radio,  in 
1973,  please  permit  me  to  correct  a  few 
misconceptions.  First,  broadband  wire- 
less will  embrace  both  licensed  and  unli- 
censed spectrum.  Second,  the  article 
does  not  clearly  discriminate  between 
mobile  and  fixed  services.  WiMax  is  a 
mobile  service  that  delivers  the  same 
freedom  to  consumers  for  Internet  access 
that  cellular  telephone  delivers  for  voice. 
In  this  mode,  WiMax  and  Mobile-Fi  will 
reach  out  only  a  few  miles,  but  they  will 
do  a  far  better  and  lower-cost  job  of  de- 
livering data  than  cellular  or  any  other 
approach  discussed  in  the  article.  Finally, 
ArrayComm  Inc.'s  iBurst  system,  manu- 
factured by  Kyocera  Corp.,  is  already  in 
commercial  service  in  Australia. 

-Martin  Cooper 

Chairman  and  Co-Founder 

ArrayComm  Inc. 

San  Jose,  Calif. 

THE  BEST  wireless  broadband  tech- 
nologies available  today,  using  indoor 
fixed-location  customer  premise  equip- 
ment (CPE)  that  costs  upwards  of  $400  to 
$500,  can  deliver  speeds  slightly  better 
than  cable  and  DSL,  but  only  over  dis- 
tances of  two  to  three  miles  in  a  typical 
suburban  environment.  How  is  it  that  In- 
tel, Siemens,  Alcatel,  and  Motorola  are  go- 
ing to  double  the  data  rates,  enable  mobil- 
ity, extend  the  range  by  an  order  of 
magnitude,  and  take  $300  out  of  the  cost? 
The  answer  is,  they  can't.  The  limita- 
tion is  not  manufacturing  volumes,  it's 
physics.  Extensive  field  tests  have  al- 
ready proved  that  such  a  modem  will  re- 
sult in  base  station  ranges  in  cities  such 
as  Atlanta,  Louisville,  and  Columbus, 
Ohio,  of  a  few  kilometers  at  best.  I  hope 
the  people  at  WiMax  will  get  real  with 
their  exciting  and  promising  technology. 
Hype  of  this  magnitude  discredits  their 
good  cause. 

-Russell  A.  Wiseman 
Southlake,  Tex. 

INFOSYS  ISN'T  TRYING  TO  WANGLE 
TAX  BREAKS  IN  CALIFORNIA 

A  REFERENCE  IS  MADE  CO  Infosys  in 
"Ban  outsourcing?  Bad  idea"  (Interna- 
tional Business,  Mar.  29):  "On  Mar.  5, 
California  State  Senator  Joseph  Dunn 
greeted  an  application  for  a  tax  exemp- 
tion by  Infosys  Technologies  Ltd.,  India's 
premier  software-services  company,  with 
an  accusation  that  such  companies  Svant 
to  steal  jobs'  and  'taxpayer  dollars.' "  We 
would  like  to  clarify  for  your  readers: 
Infosys  pays  taxes  in  all  jurisdictions 


where  it  operates,  based  on  domestic  reg^ 
ulations  and  also  using  internationally 
recognized  practices.  Infosys  has  filed  in- 
come-tax returns  and  paid  income  taxes 
in  the  state  of  California  as  per  regula- 
tions laid  out  in  the  domestic  tax  regula- 
tions. Infosys  is  not  requesting  any  tax  ex- 
emption or  incentives  but  has  requested 
an  alternative  filing  methodology  that  is 
;  permitted  by  the  laws  and  regulations  of 
the  state  of  California.  Our  position  to  the 
specific  case  of  Separate  Accounting  un- 
der California  Revenue  &  Tax  Code  sec- 
tion 25137  has  been  mentioned  in  the  fil- 
ings with  the  Franchise  Tax  Board. 

We  would  be  grateful  if  you  could  pub- 
lish this  clarification,  as  otherwise  it 
would  give  an  impression  that  Infosys  is 
unjustly  seeking  tax  relief. 

-Nandan  M.  Nilekani 

CEO 

Infosys  Technologies  Ltd. 

Bangalore,  India 
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We  don't  just  synchronize  deliveries 
We  synchronize  companies. 


//  ir  it 


Traditionally,  supply  chains 
have  been  viewed  as  a  necessary 
evil.  A  cost  to  be  contained. 
Which  is  why  so  many  logistics 
managers  have  been  given 
orders  to  just  make  them  leaner 
and  cheaper. 

But  the  truth  is,  supply  chains 
do  not  exist  in  a  vacuum. 

They  are  the  one  thing  that 
integrates  every  single  part  of 
your  company.  Connecting  your 
suppliers  and,  most  importantly, 
your  customers. 

At  UPS  Supply  Chain  Solutions,' 
we're  working  with  customers 
to  synchronize  the  movement  of 
goods,  information,  and  funds. 
We  have  expertise  in  everything 
from  freight  and  customs  handling 
to  inventory  management  and 
service  parts  logistics. 

We  know  how  to  design  the 
ideal  supply  chain.  And  we  have 
the  technology  to  give  you 
visibility  and  control  all  along 
the  way. 

At  UPS  we  see  this  as 
synchronizing  commerce. 

Our  customers  usually  see  it 
as  the  competitive  edge  they 
were  looking  for. 


UPS-SCS.com    1-866-822-5336 


The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


He  B  wit  a 
Better  Mouse 

"NEVER  FORGET  THAT  IT  all  started  with 
a  mouse,"  Walt  Disney  was  fond  of 
saying,  and  in  a  sense  that  was  true:  The 
company  that  today  bears  his  name  rose 
to  prominence  with  Mickey  Mouse,  a 
character  the  onetime  commercial  artist 


first  sketched  on  a  1928  train  trip  from 
New  York  to  Los  Angeles.  Soon,  Mickey 

Mouse  would  become  a  celluloid  superstar.  His 
third  film,  Steamboat  Willie,  for  which  Walt 
provided  the  rodent's  high-pitched  voice,  was 
the  first  cartoon  to  synchronize  sound  and 
motion.  Three  years  later,  Disney  added  color  to 
his  growing  menagerie,  which  included  Minnie, 
Goofy,  and  Donald  Duck.  And  in  1937,  he  made 
Hollywood's  first  full-length  animated  film, 
Snow  White  and  the  Seven  Dwarfs,  a  $1  million 
production  that  nearly  bankrupted  the 
company  he  and  his  older  brother  Roy  had 
established  in  1923. 

In  an  industry  that  feared  new  technology  like 
TV,  because  it  might  keep  moviegoers  home,  ^^^^^" 

Disney  loved  it.  In  the  process,  he  invented  the 
world's  first  media  conglomerate,  turning  his  collection  of 
characters  into  toys,  parading  them  through  theme  parks,  and 
featuring  them  on  records,  radio,  and  in  comics.  "He  created  a 
brand  that  stood  for  clean,  wholesome  family  entertainment, 
using  synergy  before  there  was  even  a  word  for  it,"  says 
Stanford  University  Graduate  School  of  Business  marketing 
professor  Peter  Sealey,  an  ex-Columbia  Pictures  executive. 

The  man  whose  name  is  an  American  icon  was  born  in 
Chicago  in  1901,  a  farmer's  son.  Disney's  first  business, 
making  satirical  cartoons  in  Kansas  City,  went  bust,  so  with 
$500  from  an  uncle,  he  and  Roy  headed  for  Hollywood,  where 
they  started  a  small  studio.  When  Universal  Studios  Inc.  hired 
away  staff  and  with  them  Walt's  popular  character  Oswald  the 
Lucky  Rabbit,  the  two  vowed  to  stop  working  for  others. 

Walt  Disney  Studio  was  fueled  by  Walt's  imagination, 


Hollywood 
feared  new 
technology— 
but  Disney 
used  it  to 
create  an 
iconic  brand 


honed  on  Mark  Twain  and  on  memories  of 
French  castles  he  saw  during  his  World  War  I 
tour  as  an  ambulance  driver.  Business-minded 
Roy  found  ways  to  finance  Walt's  creations.  One 
method  changed  business  history:  Roy's  team 
struck  Hollywood's  earliest  licensing  deal, 
selling  the  rights  to  put  Mickey's  image  on  a 
writing  table  for  $300.  Soon,  Ingersoll- 
Waterbury  Co.  was  selling  millions  of  Mickey 
Mouse  watches. 

Disney  forever  altered  entertainment  with  his 
bet  on  Disneyland,  built  in  1955  on  a  182-acre 
citrus  grove  in  Anaheim,  Calif.  To  help  finance 
the  $17  million  park,  the  Disneys  sold  a  34.5% 
stake  to  the  fledgling  ABC  TV  network  and 
agreed  to  produce  a  weekly  show  with  the  park  as  its 
backdrop.  Not  long  after,  The  Mickey  Mouse  Club  was  born, 
and  the  driving  force  of  the  company  became  cross- 
promotion.  Disneyland's  Frontierland  gave  rise  to  the  Davy 
Crockett  TV  series  that  in  turn  created  a  national  craze  for 
coonskin  caps— licensed  by  Disney. 

Expansion  continued  after  Walt's  death  in  1966  at  age  64. 
The  28,000  Florida  acres  Disney  purchased  for  $5  million 
opened  as  Walt  Disney  World's  Magic  Kingdom  six  years 
later.  The  company  has  suffered  bumps— a  failed  1984 
takeover  attempt  and  shareholder  revolt  over  current  CEO 
Michael  D.  Eisner.  But  its  early  embrace  of  new  technologies 
helps  it  endure.  Kids  flock  to  Disney  parks  from  Paris  to  Tokyo 
—and  today  buy  Mickey  DVDs  on  their  way  out  the  gates.  ■ 

-By  Ronald  Grover 
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anaging  and  protecting 


asier  and  more  efficient] 
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er  way  to  manage  information,  from  the 
until  the  moment  you  dispose  of  it  -  information  lifecycle  management.  It's  a 
process  that  helps  you  reduce  cost  and  complexity,  get  the  most  out  of  your 
IT  assets,  and  meet  regulatory  compliance  requirements.  All  while  it  keeps 
your  information  safer  and  more  accessible.  EMC  is  the  only  company  that 
has  the  technologies,  services,  and  solutions  to  bring  information  lifecyc~ 
management  to  life.  To  learn  more,  visit  EMC.com/ilm  or  call  (866)  796-631 
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FINALLY,  A  VEHICLE  THAT  CAN 
TAKE  YOU  TO  THE  VERY  PLACES  YOU'RE 

HELPING  TO  PRESERVE. 


*Available  Summer  2004.  **Based  on  Ford  preliminary  data,  over  35  city  mpg,  front-wheel  drive. 
1  Based  on  Escape  Hybrid  increased  fuel  economy  and  lower  emissions  and  award-winning  Dearborn  Truck  Plant. 


Introducing  Earth's  first  full  hybrid  SUV.  As  the  first  and  only  gas/electric  SUV,  the 


Escape  Hybrid*  compromises  nothing.  Getting  you  there,  anywhere,  with  front-wheel- 


or  4-wheel-drive  capability.  Seating  five  people.  Yet  delivering  engine  performance 


that  makes  it  the  most  fuel-efficient  SUV  ever**  (over  35  city  mpg).  And  lower  emissions 


that  make  it  the  cleanest  SUV  ever**  Which  means  this  SUV,  by  nature,  is  kinder  and 


gentler  on  nature.  New  technology  creating  greener  vehicles,  cleaner  factories.1'  It's  the 


right  road  for  our  company.  And  we're  well  underway.  Read  more  about  the  Escape 


Hybrid  and  Ford's  other  environmental  initiatives  on  fordvehicles.com/environment. 
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The  Road  to-and  from-Iraq 


PLAN  OF  ATTACK 

By  Bob  Woodward;  Simon  &  Schuster;  467pp;  $28 

THE  PENTAGON'S  NEW  MAP  War  and  Peace  in  the  Twenty-First  Century 

By  Thomas  P.M.  Barnett;  Putnam;  435pp;  $26.95 


For  geopolitical  junkies  not  yet  sated  by 
the  flood  of  24-hour  war  news,  Bob 
Woodward's  minutiae-filled  Plan  of 
Attack  and  Thomas  P.M.  Barnetfs 
provocative  The  Pentagon's  New  Map 
offer  a  perfect  pairing.  Woodward,  the 
famed  Washington  Post  investigative 
reporter,  offers  a  close  study  of  signposts 


BOB 
WOODWi 


passed  on  the  way  to  America's  current  diffi- 
culties in  Iraq.  Barnett,  a  strategic  thinker  at  the 
Naval  War  College  in  Newport,  R.I.,  paints  a 
global  picture,  explaining  how  U.S.  strategic 
policy  should  evolve. 

Many  of  Woodward's  tidbits  have  already  been 
exposed  in  his  own  relentless  campaign  on  TV. 
They  include  the  infighting  between  war  skeptic 
Secretary  of  State  Colin  L.  Powell  and  hawks  such 
as  Vice-President  Dick  Cheney  and  Defense 
Secretary  Donald  H.  Rumsfeld.  President  Bush, 
of  course,  comes  across  as  unblinking  in  his 
resolve  to  oust  the  Baghdad  regime. 

But  there  are  a  few  revelations  that  TV  hasn't  picked  over. 
Woodward  shows  that  the  planning  for  combat  was 
meticulous.  Rumsfeld  asked  U.S.  Central  Command  General 
Tommy  R.  Franks  many  justified,  probing  questions.  Yet 
Rummy  gave  inadequate  thought  to  postwar  stabilization.  And 
while  the  putative  clash  between  Franks  and  Rumsfeld  over 
troop  levels  for  combat  has  been  exaggerated,  Franks  felt  that 
a  much  larger  force— twice  the  150,000  coalition  troops  now 
on  the  ground— would  be  needed  in  the  occupation  phase. 

Early  and  less-than-stellar  intelligence  prompted  CIA 
Director  George  J.  Tenet  to  assure  Bush  it  was  "a  slam  dunk 
case"  that  Iraq  had  weapons  of  mass  destruction.  But  later, 
Woodward  suggests,  CIA  intelligence  improved,  as  the  agency 
penetrated  the  Iraqi  military  and  security  forces  and  got  data 
that  were  key  to  targeting.  Iraqis,  it  seemed,  were  more 
willing  to  collaborate— and  less  fearful  of  retribution— once  it 
was  clear  that  the  U.S.  was  determined  to  remove  Saddam. 

Overall,  Woodward  gives  one  a  sense  that  the  U.S.  has  a 
military  that's  competent  and  capable  of  adaptation— but  one 
still  in  need  of  transformation.  Barnett,  in  contrast,  offers  a 
compelling  framework  for  confronting  21st  century  problems. 

Barnett  sees  the  intervention  in  Iraq  as  the  kind  of  "system 
perturbation"  necessary  to  establish  a  new  set  of  rules  for 
international  conflicts.  There  will  never  be  a  World  War  III,  he 
says— because  the  nuclear-era  logic  of  mutually  assured 
destruction  rules  out  such  a  conflict.  Nor,  given  America's 
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PLAN  of 
ATTACK 


military  edge,  is  the  U.S.  likely  to  be  attacked  by  large  forces 
of  another  nation  (not  even  by  China,  which  he  thinks  is  too 
connected  to  the  world  economy  to  risk  war).  The  challenge 
at  center  stage  now  is  military  operations  other  than  war, 
everything  from  fighting  terrorism  to  peacekeeping.  Until 
recently,  these  were  a  sideshow  for  the  Pentagon. 

Barnett  has  a  record  as  a  savvy  prognosticator.  As  the 
Soviet  Union  was  collapsing,  for  example,  he  predicted  that 
the  U.S.  and  Russian  militaries  would  soon  be  cooperating. 
The  idea  was  ridiculed  at  the  Pentagon— then  later  accepted. 
Here  he  goes  out  on  another  limb,  arguing  for  a  military  far 
different  from  the  one  the  U.S.  has.  Barnett  proposes  splitting 
the  forces  up  into  a  small  combat  corps  and  a  large 
peacekeeping  cadre.  He  sees  future  conflict  as  being 
not  merely  between  Islam  and  the  West  but  between 
nations  tied  to  a  global  economy  (the  Functioning 
Core)  and  those  that  aren't  (the  Non-Integrating  Gap). 
His  trouble  spots  include  much  of  Africa,  the  Balkans, 
parts  of  Asia,  the  Caribbean,  and  the  Islamic  crescent. 

Shrinking  the  gap  requires  a  three-pronged 
approach,  he  says.  First,  there's  occasional 

"preemption"  of  threatening  regimes. 
Next,  the  U.S.  should  sometimes  get 
neighbors  to  oust  bad  leaders,  just  as 
African  countries  put  Liberia's  Charles 
Taylor  on  ice.  Most  important— and 
currently  most  neglected— are  efforts  to 
end  the  economic  "disconnectedness" 
that  defines  the  gap.  The  free  flow  of 
investment,  people,  energy,  and 
security,  says  Barnett,  is  critical  to 
global  stability.  Measures  that  limit 
these  flows,  such  as  tight  immigration 
laws,  could  backfire,  he  believes. 

When  describing  the  inner 
workings  of  the  Pentagon, 
Barnett  is  insightful  and  often 
amusing.  But  it's  too  bad  he 
doesn't  share  more  of  his 
economic  analysis,  derived  in 
part  from  the  Naval  War 
College's  pre-September  11 
consultations  on  globalization 
and  national  security  with 
securities  firm  Cantor 
Fitzgerald.  The  author  hopes  the  U.S.  can  move  beyond 
pursuing  miscreants  to  offer  a  vision  of  a  "future  worth 
creating."  He's  optimistic  because  he  thinks  some  nightmare 
scenarios  used  to  justify  the  purchase  of  expensive  military 
toys  are  contrived.  We  should  all  hope  he's  right.  ■ 

-By  Stan  Crock 
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BY  STEPHEN  H.  WILDSTROM 


At  Last,  You  Can  Ditch 
The  Phone  Company 


We  are  going  through  a  telecommunications  revolution.  Yet  the  way  that 
the  most  basic  communications  technology— known  as  "plain  old 
telephone  service"— is  delivered  to  most  households  and  many  offices 
has  stayed  largely  the  same  for  a  century.  That,  however,  is  about  to 
change  dramatically,  and  the  benefit  could  be  better  service  at  lower  cost. 


The  disruptive  technology— voice  over 
Internet  protocol  (VOIP)— simply  uses  data 
networks  to  deliver  voice  conversations.  It 
has  been  around  for  about  a  decade,  but 
until  the  big  recent  improvements  in  voice 
quality  and  ease  of  use,  VOIP  was  attractive 
mostly  to  folks  looking  to  reduce  the  often- 
exorbitant  cost  of  international  calls, 
especially  to  Asia. 

Early  systems  required  you  to  make 
"calls"  over  your  PC  through  a  microphone 
or  headset,  and  you  could  call  only  another 
similarly  equipped  computer  running  the 
same  software.  Services  such  as  Net2Phone 
emerged  that  let  you  make  a  call  from  a 
computer  to  a  phone  number,  but  while  the 
price  was  low,  so  were  the  quality  and  reliability. 

A  free  service  called  Skype  provides  an  updated  version  of 
this  computer-to-computer  calling.  Voice  quality  is  vastly 
better  than  it  used  to  be,  and  you  can  run  Skype  on  Pocket 
PCs  equipped  with  Wi-Fi  wireless  as  well  as  on  desktops  and 
laptops.  But  you  can  call  only  a  fellow  Skype  user,  making  this 
a  solution  for  people  who  want  to  talk  cheap  to  a  fixed  group 
of  chatters,  not  as  a  substitute  for  a  real  phone. 

MOST  PEOPLE  WILL  WANT  SOMETHING  that  resembles  standard 
phone  service  as  closely  as  possible.  This  can  be  accomplished 
with  a  box  that  plugs  into  your  broadband  connection  or 
home  network  and  converts  the  voice  signal  for  Internet 
transmission.  You  plug  one  or  more  phones  into  the  converter 
box,  and  when  you  pick  up  the  handset,  you  hear  a  dial  tone 
and  make  a  call.  (The  call  travels  over  the  Internet  until  the 
service  provider  eventually  connects  it  to  the  wired  telephone 
network.)  Incoming  calls  ring,  and  voice  quality  is  generally 
indistinguishable  from  regular  phone  service. 

Cable  and  long-distance  companies  are  scrambling  to  get 
into  the  residential  VOIP  market,  but  for  now,  the  leader  is 
an'Edison  (N.J.)-based  startup  called  Vonage,  whose  service 
I'll  describe  in  more  detail  in  my  next  column.  An  account 
with  unlimited  local  and  domestic  long-distance  calling, 
voice  mail,  and  other  features  costs  $35  a  month— $15  less 
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than  a  similar  plan  from  Verizon 
Communications,  my  local  phone 
company.  Some  of  that  savings  is  due  to 
taxes  and  lower  regulatory  costs,  but 
much  results  from  the  use  of  more 
efficient  technology. 

Businesses  are  also  adopting  VOIP, 
replacing  old  phone  systems  that  were 
based  on  a  PBX  from  vendors  such  as 
Avaya  or  Nortel  Networks.  The  older 
systems  require  companies  to  buy  all 
their  equipment  from  the  PBX  vendor, 
with  limited  choices  and  high  prices. 
VOIP  lets  companies  mix  and  match, 
using,  say,  Zultys  Technologies  desktop 
phone  sets  with  a  Cisco  Systems 
switch.  Businesses  also  can  get 
advanced  services— such  as  a 
full-featured  office- extension 
phone  in  an  employee's  home 
office  or  secure  instant 
messaging— without  paying  a 
fortune  either  to  an  equipment 
maker  or  the  phone  company. 
Businesses  usually  connect  their 
VOIP  systems  directly  to  local 
phone-company  lines,  although 
they  may  also  use  the  technology  to  link  branch  offices  over 
the  Internet  or  private  networks. 

There  are  some  drawbacks  to  VOIP.  If  either  your  power  or 
your  Internet  connection  goes  down,  you  lose  your  phone 
service.  (A  cell  phone  is  an  adequate  backup  for  most 
purposes.)  And  installation  of  residential  VOIP  is  still  a  do-it- 
yourself  project.  But  this  is  a  technology  with  vast  potential. 
After  more  than  100  years,  the  days  of  plain  old  telephone 
service  may  be  numbered. 
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8    BY  JEFFREY  E.  GARTEN 


Iraq:  The  West 
Mustn't  Give  Up  Now 


Now  that  if  s  clear  that  Baghdad  did  not  possess  weapons  of  mass 
destruction  and  that  its  links  to  al  Qaeda  were  tenuous  at  best,  there  is  only 
one  major  remaining  justification  for  the  U.S.  occupation:  the  prospect  of 
establishing  a  democratic  and  market-oriented  society  in  Iraq  that  could 
become  a  vanguard  of  reforms  throughout  the  Middle  East  and  the  Persian 


Gulf.  Sadly,  even  this  goal  now  seems  as  if  it  might  slip  away 
given  the  escalating  violence  in  Iraq,  the  pullout  of  Spain  and 
other  coalition  forces,  and  the  growing  hatred  of  the 
American  presence  throughout  the  country  and  the  region. 
Still,  if  s  too  early  to  give  up. 

NOT  LONG  AGO,  Washington  expected  to  use  the  upcoming 
Group  of  Eight  summit,  scheduled  for  June  8-10  in  Savannah, 
Ga.,  to  marshal  the  support  of  major  industrial  nations  for 
widespread  political  and  economic  reforms  in  Iraq  and  in  the 
wider  neighborhood.  Despite  all  the  bad  news  coming  out  of 
Fallujah  and  other  Iraqi  cities,  I  nevertheless  hope  the  idea  of 
bringing  the  "Greater  Middle  East"  into  the  21st  century  will 
not  be  shelved  in  Savannah.  I'd  like  to  see  the  G-8  keep  the 
flame  burning  next  month  by  considering  a  broader  plan  for 
modernization  that  could  begin  if  security  is  restored  in 
Iraq— and  if  the  political  transition  there  over  the  next  year 
meets  with  some  success.  Admittedly,  these  are  very  big  "ifs." 

For  Iraq  and  its  neighbors,  the  economic  agenda  is 
particularly  crucial  because  genuine  democracy  will  not  take 
root  unless  people  believe  that  their  lives  will  materially 
improve.  Fortunately,  with  a  modicum  of  peace,  the 
possibilities  for  progress  are  not  as  remote  as  they  may  seem 
today.  For  example,  the  World  Bank  recently  estimated  that 
Iraq  will  need  at  least  $55  billion  in  new  foreign  investments, 
but  some  $32  billion  already  has  been  pledged,  including 
$18.6  billion  from  the  U.S.  Iraq's  $120  billion  of  debt  must  be 
rescheduled  if  lenders  are  to  return,  but  the  big  government 
creditors— France.  Germany,  Russia,  Saudi  Arabia— have 
already  agreed  to  do  so.  Oil  facilities  need  to  be  repaired,  but 
that  has  already  proved  to  be  technically  feasible.  Major 
training  programs  for  regulators,  judges,  and  educators  are 
essential,  but  surely  the  U.S.,  the  European  Union,  Japan,  and 
existing  international  institutions,  such  as  the  World  Bank, 
can  help  in  that  regard. 

As  for  economic  prospects  in  neighboring  states,  a  lot  of 
critical  analytical  work  has  already  been  done  by  Arab 
scholars  at  the  U.N.,  by  the  World  Bank,  and  by  the 
International  Monetary  Fund.  Helping  to  modernize  the 
region  may  also  be  one  of  the  few  activities  that  could  unite 
the  U.S.  and  Europe.  Most  important,  pressures  for  change 
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are  mounting  among  Arab  moderates  in  the  face  of  soaring 
population  growth,  youth  unemployment  levels  that  often 
exceed  50%,  shocking  rates  of  illiteracy,  declining 
productivity,  and  despotic  governments.  They  are  concluding 
that  something  has  to  change. 

Just  stabilizing  Iraq— which  already  seems  like  a 
Herculean  task  right  now— won't  be  enough.  If  that's  all  that 
happens,  the  likelihood  is  that  Saddam  Hussein  will  be 
replaced  with  another  strongman,  and  neighboring 
governments  will  continue  to  impose  the  status  quo.  The 
region  will  remain  a  tinderbox  for  terrorism  and  become 
increasingly  precarious  as  a  source  of  reliable  oil  supplies,  as 
recent  bombings  in  Saudi  Arabia  show.  For  the  U.S.  and 

Europe,  the  question  is  whether 
to  try,  however  imperfectly,  to 
shape  the  sweeping  changes  that 
are  sure  to  come— or  to  pull  out  of 
the  region  now  and  later  find 
themselves  helpless  and  clueless 
when  the  upheavals  begin. 

So  here's  a  modest  proposal  for 
Washington  and  its  G-8  partners: 
No  matter  how  bleak  the  situation 
"r)jaj"[  looks  in  Iraq  when  you  meet  next 

*  month— and  it  may  well  get  worse 

^^^^^^™  before  it  gets  better— use  the 

summit  to  ask  the  nations  of  the 
region  to  work  with  you  to  design  and  implement  an 
ambitious  agenda  for  economic  development.  Yes,  the  U.S. 
will  need  a  much  sawier  political  strategy  to  say  the  least.  Yes, 
modernization  can  happen  only  with  help  from  the  moderate 
leaders  of  the  region.  Yes,  it  will  take  a  generation  or  two  to 
transform  the  Middle  East.  And  yes,  in  the  end,  the  political 
roadblocks  to  progress  may  be  insurmountable,  and  the 
American  people  may  not  support  such  extensive  involvement 
of  its  military,  its  civilians,  and  its  financial  resources.  But 
failing  to  try  to  make  a  positive  difference  would  mean  certain 
disaster.  There  really  is  no  choice.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management 
(jejfrey.garten@yale.edu) 


The  G-8 
summit  is  an 
opportunity 
to  design  a 
multilateral 


DIVERSIFY  YOUR  PORTFOLIO  WITH 
NASDAQ'S  TOP  100  COMPANIES, 


RANGING  FROM  > 


SUPER  HIGHWAYS 

BROADCOM  CORPORATION  Microsoft  Corporation  Intel  Corporation  Cisco 
Systems,  Inc.  QUALCOMM  Incorporated  Amgen  Inc.  Nextel  Communications, 
Inc.  Comcast  Corporation  eBay  Inc.  Dell  Inc.  Oracle  Corporation  InterActiveCorp 
Maxim  Integrated  Products,  Inc.  Starbucks  Corporation  Xilinx,  Inc.  Applied 
Materials,  Inc.  Linear  Technology  Corporation  Biogen  Idee  Inc.  Bed  Bath  & 
Beyond  Inc.  Genzyme  Corporation  Yahoo!  Inc.  VERITAS  Software  Corporation 
Electronic  Arts  Inc.  Chiron  Corporation  KLA-Tencor  Corporation  Biomet, 
Inc.  Paychex,  Inc.  Amazon.com,  Inc.  Apollo  Group,  Inc.  Symantec  Corporation 
Teva  Pharmaceutical  Industries  Limited  Intuit  Inc.  Gilead  Sciences,  Inc. 
PeopleSoft,  Inc.  Altera  Corporation  Apple  Computer,  Inc.  Flextronics 
International  Ltd.  PACCAR  Inc.  EchoStar  Communications  Corporation  Cintas 
Corporation  Fiserv,  Inc.  Costco  Wholesale  Corporation  Staples,  Inc.  Adobe 
Systems  Incorporated  Network  Appliance,  Inc.  JDS  Uniphase  Corporation 
Siebel  Systems,  Inc.  Sun  Microsystems,  Inc.  Juniper  Networks,  Inc.  Sanmina-SCI 
Corporation  Research  in  Motion  Limited  Medlmmune,  Inc.  Millennium 
Pharmaceuticals,  Inc.  CDW  Corporation  Garmin  Ltd.  Synopsys,  Inc.  Marvell 
Technology  Group,  Ltd.  Career  Education  Corporation  Novellus  Systems,  Inc. 
Check  Point  Software  Technologies  Ltd.  Microchip  Technology  Incorporated 
American  Power  Conversion  Corporation  Express  Scripts,  Inc.  BEA 
Systems,  Inc.  Mercury  Interactive  Corporation  PanAmSat  Corporation  QLogic 
Corporation  SanDisk  Corporation  Smurfit-Stone  Container  Corporation 
Ross  Stores,  Inc.  VeriSign,  Inc.  Level  3  Communications,  Inc.  Whole  Foods 
Market,  Inc.  Citrix  Systems,  Inc.  ATI  Technologies  Inc.  Expeditors  International 
of  Washington,  Inc.  Sigma-Aldrich  Corporation  NVIDIA  Corporation 
Invitrogen  Corporation  Intersil  Corporation  Lam  Research  Corporation 
Pixar  Dollar  Tree  Stores,  Inc.  Fastenal  Company  Comverse  Technology, 
Inc.  Gentex  Corporation  Molex  Incorporated  PETsMART,  Inc.  DENTSPLY 
International  Inc.  C.H.  Robinson  Worldwide,  Inc.  Lamar  Advertising 
Company  Lincare  Holdings  Inc.  Patterson-UTI  Energy,  Inc.  Henry 
Schein,  Inc.  Cephalon,  Inc.  Tellabs,  Inc.  Ryanair  Holdings  pic  First  Health 
Group  Corp.  Compuware  Corporation  PATTERSON  DENTAL  COMPANY 


T0> 


BRIDGES 


I 


When  you  invest  in  QQQ,  you're  buying  NASDAQ's  largest  companies*  all  in 
one  stock.  QQQ  gives  investors  both  diversity  and  liquidity.  And  while  QQQ 
is  subject  to  risks  similar  to  stocks,  including  those  regarding  short  selling 
and  margin  account  maintenance,  it  is  both  tax-efficient  and  low-cost, 
though  ordinary  brokerage  commissions  apply.  No  wonder  QQQ  is  the 
most  actively  traded  ETF  in  the  world.  To  learn  more,  call  1-88S-627-3837 
orvisitNASDAQ-100.com.  _ 


NASDAq-qqq 


"QQQ  tracks  the  NASDAQ-100  Index.  The  NASDAQ-100  Index  is  comprised  of  NASDAQ's  top  100  nonfinancial  companies  based  on  their  market  capitalization. 
An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other 
information  about  The  IMASDAQ-100  Index  Tracking  Stock,51''  a  unit  investment  trust,  please  call  888.627.3837.  Read  the  prospectus  carefully  before  investing. 

NASDA0,  NASDAQ-100  Index.  NASDAQ-100  Index  Tracking  Stock  and  QQQ  aie  tiade/service  marks  of  The  Nasdaq  Stock  Market,  Inc.  and  have  been  licensed 
for  use  by  NASDAQ  Financial  Products  Services,  Inc.,  QQQ's  sponsor  NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and 
makes  no  warranty  and  bears  no  liability  with  lespect  to  QQQ,  the  NASDAQ-100  Index,  its  use  or  any  data  included  therein. 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Trust.  ^2004  The  Nasdaq  Stock  Maiket.  Inc.  All  Rights  Reserved. 


TIDY 

UP 


Meet  the  IBM  eServer'"  i5TU  system  —  designed  to  simplify  your  infrastructure.  It's  the  first  IBM  server  with  POWERS' 
technology.  And  the  latest  member  of  the  IBM  eServer  iSeries™  family.  What's  more,  it  can  simultaneously  run  four 
operating  systems,  dynamically  allocating  resources  needed  for  each  application  and  operating  system!  On  demand. 
iSeries  technology  can  also  help  reduce  the  number  of  servers  you  manage  by  as  much  as  85%.  We  invite  you  to 
learn  more  about  how  to  make  your  business  more  efficient.  Just  visit  ibm.com/eserver/consolidate 

5  reasons  why  IBM  eServer  \5  systems  with  Power  Architecture'  technology  can  simplify  your  infrastructure. 


Runs  four  operating 
systems  simultaneously. 


Advanced  virtualization 
technologies. 


Capacity  on  demand. 


POWERS  processor- 
based  64-bit  technology. 


Integrated  for  easy 
management. 


@  server 


The  IBM  eServer  i5  system. 
Consolidate.  Integrate.  Celebrate. 


IXAor  IXS  required  to  run  Windows.  Customers  must  license  O/Ss  separately.  IBM,  the  e-business  logo.  eServer.  the  eServer  logo,  iSeries,  i5.  Power  Architecture  and  P0WER5  are  trademarks 
or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  Other  company,  product  and  service  names  may  be  trademarks  or 
service  marks  ot  others  <  2004  IBM  Corporation.  All  rights  reserved. 


r/i»  McGraw-Hill  Companies 


Your  money.  How's  that 
for  reality  TV? 

On-air  weekend  mornings. 
Check  your  local  listings. 


See  inside 


www.businessweektv.com 


For  integrated  advertising  opportunities,  contact  Janet  Schatz,  Director  of  Sales, 
BusinessWeek  TV  at  212-512-3011  orjanet_schatz@businessweek.com. 


FollowMe  -  Born  in  Geneva  /  2003 


WWW.ROGERDUBUIS.COM 


A  recent  article*  estimated  that  illness  costs  American  business  approximately  $60  billion  every  year. 

The  $60  billion  sick  day. 

And  that's  just  headaches,  backaches,  and  colds.  To  help  you  minimize  these  costs,  we  offer  a  genuinely 


different  approach  to  keeping  your  employees  healthy.  To  know  more,  visit  us  online,  or  call. 


0h 


KAISER  PERMANENTE, 

mai  of  ihi-  Ameni^i  Medici «,  n/12/03  www.kaiserpermanente.org 


Call  your  broker  or  1-800-298-9618 


by  james  c.  Cooper  &  kathleen  madigan 


Why  the  Fed  May  Tighten 
At  the  Speed  of  a  Tortoise 

With  inflationary  pressures  largely  offset,  expect  slow  and  steady  rate  hikes 


U.S.  ECONOMY 


After  three  years  of  relentless  uncertainty  and 
downright  pessimism  over  the  outlook  for  business,  company 
executives  are  facing  a  brand  new  problem:  How  to  deal  with  a 
surging  economy  and  the  rising  costs  that  come  along  with  it. 
Materials  are  already  more  expensive.  Inventories  will  have  to  be  built 


up  to  meet  new  demand.  And  hiring  costs  will  pick  up  as 
the  labor  markets  tighten,  especially  given  the  growing 
pressure  from  benefits,  driven  mainly  by  health  care.  How 
companies  cope  with  rising  costs  will  be  crucial  to  the 
oudooks  for  inflation  and  Federal  Reserve  policy. 

The  Fed  is  already  thinking  seriously  about  these 
issues.  That's  why  policymakers  changed  their  tune  at 
their  May  4  policy  meeting.  After  more  than  a  year  of 
worrying  more  about  falling  prices  than  rising  prices,  the 
Fed  now  thinks  the  risks  are  equal,  meaning  that  the 
threat  of  deflation  is  no  longer  an  issue,  and  that  the  Fed's 
focus  now  is  on  maintaining  price  stability. 

More  important,  policymakers  began  to  set  the  stage 
for  raising  interest  rates,  perhaps  by  this  summer.  In  the 
Fed's  policy  statement,  it  dropped  the  earlier  wording 
about  being  "patient"  before  starting  to  lift  rates.  Instead, 
the  Fed  is  focused  less  on  when  to  begin  tightening  and 
more  on  how  that  tightening  will  proceed.  The  Fed  said 
rates  would  likely  rise  at  a  "measured"  pace,  probably 
meaning  a  slow  and  steady  clip  dictated  by  the  economic 
data.  The  statement  was  a  clear  signal  to  the  bond- 
market  players:  Unwind  any  investment  positions  based 
on  low  rates  now  or  suffer  the  consequences  later,  which 
could  harm  the  economy  (page  39). 

Such  a  shift  in  the  Fed's  assessment  of  risks  is  a 
response  to  recent  changes  in  the  economic  landscape. 
Real  gross  domestic  product  is  growing  at  the  fastest 
yearly  pace  in  two  decades.  The  percentage  of  industrial 
companies  reporting  slower  delivery  times  is  the  highest 
in  25  years,  while  prices  paid  for  supplies  are  rising 
rapidly.  In  the  past,  that  combination  would  be  a  red  flag 
for  inflation  and  a  rapid  hike  in  interest  rates. 

But  this  is  not  your  classic  recovery.  To  be  sure,  some  of 
the  cost  pressures  developing  follow  the  typical  path  of  a 
robust  economy.  But  key  differences  in  this  upturn  will 
mitigate  inflation's  rise  and  the  speed  of  Fed  tightening. 

FIRST  IS  THE  IMPACT  from  world  trade.  Although  the 
cheaper  dollar  is  lifting  import  prices,  global  competition, 
especially  from  Asia,  is  more  intense  than  ever. 
Meanwhile,  China's  officials  are  trying  to  cool  down  the 
nation's  superheated  domestic  economy.  That  will  benefit 
the  U.S.  inflation  outlook.  Commodity  price  hikes  should 


ease;  in  fact,  they  are  already  off  their  recent  highs.  Plus, 
Chinese  producers  will  try  to  make  up  for  lost  domestic 
sales  by  exporting  more  cheap  products  to  the  U.S. 

Second  is  the  fact  that  some  of  today's  cost  pressures 
may  well  prove  to  be  temporary.  The  Fed's  May  4  policy 
statement  noted  that  long-term  inflation  expectations 
appear  "well  contained."  Current  price  pressures  may 

well  be  the  result  of  a  U.S. 
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distribution  system  that 
is  clogged  by  the  sudden 
surge  in  demand. 

For  example,  first- 
quarter  real  GDP  grew  at 
a  4.2%  annual  rate,  below 
the  consensus  forecast  of 
about  5%.  But  the 
shortfall  can  be  traced  to 
a  smaller-than-expected 
gain  in  inventories.  Real 
inventories  barely  grew 
over  the  past  year,  even  as 
final  demand  shot  up  by  4.7%,  the  fastest  clip  since  the 
go-go  days  of  the  late  1990s.  That  split  suggests  today's 
low  inventory  levels  are  not  intentional.  Instead, 
companies  did  not  anticipate  how  strong  demand  would 
be  and  did  not  build  up  inventories  fast  enough. 

AS  A  RESULT,  many  businesses  are  having  difficulty 
getting  the  goods  they  need  when  they  need  them.  The 
Institute  for  Supply  Management  reports  that  its  index  of 
delivery  times  hit  67.9%  in  March  and  67.1%  in  April, 
indicating  unusually  long  waits  for  goods  to  arrive  (chart). 
The  percentage  of  companies  paying  higher  prices  rose  to 
88%  in  April.  These  readings  are  the  highest  since  the  late 
1970s,  when  the  economy  was  beset  by  surging  inflation. 

But  the  situation  back  then  was  starkly  different  than  it 
is  today.  Industrial  capacity  utilization  was  87%;  now  it's 
76.5%  and  rising  only  slowly.  The  late  1970s  labor  market 
was  tight  as  a  drum.  Today's  job  situation  is  improving, 
but  there  is  still  considerable  slack  in  the  labor  force. 
That's  why  the  Fed  still  has  some  maneuvering  room 
when  it  comes  to  hiking  rates. 

Of  course,  you  would  think  that  U.S.  businesses  would 
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have  begun  to  beef  up  their  stockpiles  to  assure  that  they 
could  handle  the  increased  demand.  However,  according 
to  the  ISM,  30%  of  the  companies  they  surveyed  in  April 
said  that  their  customers'  inventories  were  "too  low" 
Thaf  s  the  highest  percentage  since  the  ISM  began 
keeping  records  in  1996,  and  it  suggests  businesses  must 
begin  soon  to  restock  their  inventories  rapidly. 

The  buildup  in  stockpiles  will  add  significantly  to  real 
GDP  growth  in  the  second  quarter  and  beyond.  And  as 
soon  as  inventories  get  better  aligned  with  demand, 
delivery  times  should  shorten  considerably,  reducing 
bottlenecks  and  the  upward  pressure  on  materials  prices. 

IN  ADDITION,  INVENTORY  RESTOCKING  should  be  a 
catalyst  for  better  job  growth,  particularly  in  the  factory 
sector.  That  will  help  to  offset  the  restraint  coming  from 
another  major  cost,  employee  benefits.  Already,  the  Fed's 
April  Beige  Book  reported  that  companies  in  the  Kansas 
City  and  Dallas  Fed  districts  say  that  health-care  costs  are 
discouraging  them  from  hiring  new  employees.  For  Fed 
policymakers,  the  question  is  whether  the  upward  push 
in  labor  costs  will  translate  into  faster  overall  inflation. 
So  far,  the  answer  is  no.  Total  compensation  paid  by 
private  industry  increased  by  3.9%  in  the  year  ended  in 
the  first  quarter,  about  even  with  the  3.8%  gain  of  a  year 
earlier.  Thanks  to  slack  labor  markets,  businesses  were 
able  to  hold  down  the  growth  in  pay.  Wages  and  salaries 
increased  2.6%,  down  from  3%  a  year  ago.  But  benefits 
surged  by  7%,  the  fastest  rise  in  14  years.  Expenditures 
for  medical  insurance  alone  rose  9.3%,  continuing  a 


2Vyear  trend  of  increases  of  around  10%  annually. 

What  interests  the  Fed  is  how  companies  are 
responding  to  keep  these  higher  outlays  from  generating 
a  classic  wage-push  inflation  cycle.  One  line  of  attack  is  to 
shift  more  of  the  cost  onto  workers  (table).  For  instance, 
from  1993  to  2003,  health-care  premiums  paid  by  private 

employees  rose  by  about 
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75%,  according  to  the 
Labor  Dept.  For 
comparison,  Labor  notes 
medical  prices  rose  by 
about  50%  as  measured 
in  the  consumer  price 
index.  And  according  to  a 
recent  survey,  10%  of 
employers  have  already 
eliminated  medical 
benefits  for  their  retirees, 
and  20%  said  they  plan  to 
do  so  by  2007 
Most  important,  companies  are  covering  these  higher 
labor  costs  by  increasing  the  efficiency  of  their  workers. 
Productivity  posted  another  solid  advance  in  the  first 
quarter,  holding  down  unit  labor  costs  and  boosting 
profit  margins.  Wider  margins  will  give  businesses  plenty 
of  elbow  room  to  absorb  higher  costs. 

It's  that  kind  of  flexibility  that  makes  this  recovery 
different  from  those  in  the  past.  And  that's  a  key  reason 
why  inflation  pressures  will  remain  muted  and  why  the 
Fed  will  feel  little  urgency  to  jack  up  interest  rates.  ■ 
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A  Stronger  Economy  on  a  Fragile  Footing 


FRANCE'S  ECONOMY  is  picking  up 
strength,  but  the  rewards  are  not  yet 
accruing  to  the  nation's  workforce.  As 
a  result,  French  business  executives 
are  growing  upbeat,  but  the  mood 
among  consumers  is  still  dour.  The 
split  could  curb  demand  later  on. 

Real  gross  domestic  product  grew 
by  0.7%  in  the  fourth  quarter,  and 
overall  growth  in  2003's  second  half 
was  revised  up  sharply  from  initial 
estimates.  Private 
economists  think 
preliminary  data  to  be 
released  on  May  12 
will  show  real  GDP 
expanded  another 
0.5%  or  so  in  the  first 
quarter.  France  is 
growing  faster  than 
the  total  euro  zone. 

Demand  in  2004's 
first  half  should  be 
helped  by  a  rebound 
in  exports,  now  that 
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the  euro  has  dropped  6%  against  the 
U.S.  dollar  since  February.  Better 
export  prospects  are  fueling  the 
brighter  mood  among  executives.  The 
April  reading  on  overall  business 
confidence  remained  at  104,  the 
highest  in  three  years.  And  last 
month's  purchasing  managers'  index 
showed  factory  activity  improving 
with  output,  orders,  and  foreign 
demand  all  strengthening. 

The  PMI  survey, 
however,  showed  no 
improvement  in  jobs, 
and  therein  lies  the 
root  of  pessimism 
among  France's 
consumers.  Hiring 
prospects  are  few,  and 
the  unemployment 
rate  in  March  stayed 
at  a  high  9.8%.  The 
survey  of  consumer 
confidence  has 
recently  been  revised, 
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meaning  no  historical  data  are 
available,  but  the  new  index  has 
shown  little  improvement  over  the 
past  five  months  because  of  job  jitters, 
as  well  as  renewed  fears  over 
terrorism.  In  April,  the  index  rose  to 
-20,  from  -22  in  March. 

The  danger  is  that  consumers, 
whose  spending  makes  up  about  55% 
of  GDP,  will  curtail  their  purchases 
unless  the  job  situation  turns  around. 
Already  the  2.3%  drop  in  April  vehicle 
sales  has  been  blamed  on  job  jitters. 
And  both  February  and  March 
spending  on  manufactured  goods  fell. 

The  French  government  cannot 
risk  any  slowdown  in  economic 
growth  and  the  attendant  weakening 
in  tax  collections.  The  budget  deficit 
hit  4.1%  of  GDP  last  year,  far  above 
the  European  Union's  limit  of  3%. 
The  government  has  pledged  to  get 
the  deficit  below  3%  by  2005.  But  any 
falloff  in  tax  revenues  will  complicate 
that  goal.  ■ 
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THE  ECONOMY 


ENERGY: 
THE  BIG 
SQUEEZE 

Crude  oil  and  gasoline  prices  are 
soaring.  Shortages  aren't  impossible. 
How  worried  should  you  be? 


WHAT'S  GOING  ON? 
Prices  of  gasoline 
and  crude  oil  have 
been  edging  up  for 
months,  but  in  re- 
cent weeks  they've 
hit  the  strato- 
sphere. The  national  average  price  at  the 
pump  as  (v  Tav  4  was  the  highest  ever 
recorded,  &  |  a  gallon  for  regular.  In 
California,  ickers  have  blocked  traffic  in 
Los  Angeles  a  ed  protests  against 

the  high  price  of  dv  Oil  is  nearly  $40 
a  barrel— the  highest  sin  -e  just  before  the 
Gulf  War  in  1990.  The  combination  is 
raising  the  possibility  that  high  energy 
prices  could  hurt  consumer  spending, 
whack  corporate  profits,  hike  inflation, 
and  hinder  the  recovery.  Some  even  fear 
that  gas  stations  could  briefly  run  dry  this 
summer.  How  worried  should  we  be? 
Here's  a  look  at  what  has  gone  wrong, 
how  bad  things  could  get,  and  what 
might  be  done. 


Why  are  prices  so  high? 

Much  of  the  50%  rise  in  crude  oil  prices 
over  the  past  year  stems  from  strong  de- 
mand in  China  and  the  U.S.  OPEC's  re- 
straint on  production  has  also  boosted 
prices,  even  though  actual  cuts  have  been 
minimal.  And  more  than  ever,  terrorism 
looms.  Energy  markets  are  jittery  follow- 
ing a  month  of  terrorist  attacks  in  the  Per- 
sian Gulf,  including  the  murder  of  five 
Western  oil  workers  in  Saudi  Arabia  on 
May  1.  Many  are  contemplating  anew 
what  would  happen  if  Saudi  oil  supplies 
were  interrupted,  even  temporarily. 

Gasoline  prices  have  risen  even  more 
sharply  than  can  be  explained  by  the  rise 
in  crude.  That's  because  traders  are  wor- 
ried that  refiners  won't  be  able  to  keep  up 
with  soaring  demand  over  the  summer. 
Thanks  in  part  to  record  sales  of  gas- 
thirsty  SUVs,  consumption  has  in  the  past 
three  months  risen  4.6%  over  a  year  ago. 
That  has  left  refineries  stretched  thin. 
Nervousness  remains  high  even  though 
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PUMP  PAIN  Prices 

could  go  up  100  to  150 
a  gallon  this  summer 


gasoline  stockpiles  rose  by 
2%  in  April. 

Will  gas  keep  going  up? 

Probably.  The  recent  in- 
crease in  oil  futures  prices 
will  likely  be  passed  along 
at  the  pump.  Mark  A.  Bax- 
ter, executive  director  of 
Maguire  Energy  Institute 
in  Dallas,  says  gas  prices 
could  jump  another  10$  to 
15  <t  this  summer. 

Will  this  summer  see  a 
repeat  of  the  1970s,  with 
shortages  and  long  lines  at 
gas  pumps? 

It's  possible,  but  unlikely. 
U.S.  gasoline  inventories 
are  2.7%  below  their  five- 
year  average  for  the  season. 
But  refineries  have  some  room  to  hike  pro- 
duction. According  to  the  Energy  Dept., 
they  are  running  at  93%  of  capacity,  vs.  a 
10-year  average  of  94.4%.  In  the  1970s, 
government  allocation  controls  prevented 
market  forces  from  bringing  supply  and 
demand  into  balance,  says  John  Felmy, 
chief  economist  of  the  American  Petroleum 
Institute.  Without  such  controls,  he  pre- 
dicts, "We  won't  have  gas  lines." 

That  said,  there's  little  margin  for  error. 
Bill  Greehey,  CEO  of  Valero  Energy  Corp., 
the  third-biggest  U.S.  refiner,  says  U.S.  re- 
fineries will  be  unable  to  produce  all  the 
gas  needed  this  summer,  so  imports  will 
have  to  fill  the  gap.  Indeed,  imports  now 
satisfy  about  9%  of  U.S.  demand,  up  from 
about  5%  in  1998.  But  this  year  foreign 
refiners  have  had  trouble  meeting  new 
U.S.  formulation  requirements.  If  prob- 
lems hit,  spot  shortages  could  develop 
and  prices  could  leap  again. 

Where  is  the  greatest  risk  of  shortages? 

In  California,  because  it  is  a  gasoline  "is- 
land." The  state  has  to  produce  about  90% 
of  the  gasoline  it  needs  because  of  its  spe- 
cial gas  formulation  rules.  Markets  are  so 
tight  there  that  a  relatively  minor  event, 
the  Apr.  27  rupture  of  a  refined-products 
pipeline  in  Northern  California,  triggered  a 
low-level  alert.  Gasoline  supplies  in  Cali- 
fornia through  Apr.  30  were  9%  lower  than 
a  year  earlier,  according  to  the  California 
Energy  Commission.  One  or  two  large  re- 
finery outages  could  cause  major  trouble. 

How  much  damage  are  the  higher  energy 
prices  doing  to  the  economy? 

The  problem  is  twofold:  High  energy 
costs  suppress  consumer  spending  on 
other  items,  and  they  increase  the  rate  of 
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inflation.  That's  an  unpleasant 
combination.  David  A  Wyss, 
chief  economist  at  Standard  & 
Poor's,  estimates  that  each 
$10-a-barrel  increase  in  the  price  of  oil 
subtracts  0.25%  from  the  economy's 
growth  rate.  Worldwide,  the  Internation- 
al Energy  Agency  recently  estimated  that 
economic  growth  would  have  been  at 
least  half  a  percentage  point  higher  in  the 
past  two  or  three  years  if  prices  had  re- 
mained at  mid-2001  levels— around  $25  a 
barrel  for  New  York  Mercantile  Ex- 
change-traded crude.  Still,  the  Federal 
Reserve  remains  optimistic  that  energy 
prices  won't  knock  the  recovery  off  track. 

How  are  businesses  coping? 

Some  better  than  others.  High  energy 
prices  particularly  hurt  the  petrochemical 
and  transportation  sectors.  Dow  Chemical 
Co.  Chief  Financial  Officer  J.  Pedro  Rein- 
hard  says  Dow^s  energy  and  feedstock 
costs  rose  33%,  to  $11  billion,  last  year  and 
are  higher  still  in  2004,  forcing  Dow  to 
raise  prices  an  average  of  8%  in  the  first 
quarter.  Elsewhere,  the  pain  has  been  even 
sharper.  John  Heimlich,  chief  economist  at 
the  Air  Transport  Assn.  trade  group,  says 
airlines  are  likely  to  lose  $2  billion  to  $3 
billion  this  year,  but  could  have  broken 
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even  if  oil  prices  were  $5  \ s 
$6  a  barrel  cheaper.  To  ry 
duce  weight  and  fuel  a  i 
he  says,  airlines  are  ligh 
ening  up  on  everythin  * 
from  magazines  to  sea  >" 
back  phones. 

What  could  trim  prices?    ?- 

An  economic  slowdow  s; 

would  do  the  trick,  but  nc  ft 

'    a    body  wants  that.  OPE  I 

■  could  help  by  producing 
I  more  oil.  It  cut  quotas  by  !  :"- 
I    million  bbl.  a  day  in  Aprils 

■  Although    members    arh 

■  cheating  on  their  quotas 
™    OPEC  output  did  drop  b  - 

300,000  bbl.  or  400,000  bbl.  a  day  m 
April,  contributing  to  the  jump  in  pricesi: 
OPEC  President  Purnomo  YusgiantordJ 
said  on  May  5  that  the  cartel  might  disji 
cuss  raising  quotas  when  it  next  meets  irW 
Beirut  on  June  3.  But  rather  than  reopen;! 
that  can  of  worms,  OPEC  is  more  likehp 
simply  to  tolerate  a  little  more  cheating  f 
predicts  Adam  Sieminski,  an  oil  analyst  a 
Deutsche  Bank  in  London. 

Can  the  U.S.  do  anything  for  this  summer? 

Only  stopgap  measures  are  available.  The 
Energy  Dept.  could  stop  adding  oil  to  tht 
Strategic  Petroleum  Reserve— or  even  re- 
lease supplies— but  the  Bush  Administra- 
tion insists  it  won't.  The  Environmental 
Protection  Agency  could  ease  prices  in 
California,  New  York,  and  Connecticut  by 
letting  those  states  sell  gasoline  without 
ethanol  this  summer.  Another  unlikely 
option:  a  cut  in  the  federal  gasoline  tax. 

What  about  the  longer  term? 

The  Bush  Administration  is  trying  to  en- 
courage the  oil  and  gas  industry  to  in- 
crease supply.  It  has,  for  instance,  eased 
antipollution  rules,  which  should  in- 
crease incentives  for  refiners  to  add  ca- 
pacity, says  Robert  G.  Slaughter,  president 
of  the  National  Petrochemical  &  Refiners 


...and  strong  demand  for  gas... 
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issn.  The  Administration  also  favors 
lore  drilling  for  oil,  including  in  the 
irctic  National  Wildlife  Refuge. 

Vhat  about  efforts  to  encourage 
onservation  or  reduce  consumption? 

Environmentalists  say  the  White  House 
hould  promote  conservation  more  ag- 
ressively.  But  there's  little  political 
upport  for  a  big  increase  in  mileage 
tandards  or  higher  gasoline  taxes, 
leanwhile,  Detroit  is  happily  meeting 
tie  public's  demand  for  pick-ups  and 
TJVs.  More  palatable  in  Congress 
/ould  be  expanded  tax  incentives  for 
del-efficient  vehicles.  For  the  long 
;rm,  the  Bush  Administration  advo- 
ates  fuel-cell  vehicles  whose  hydrogen 
uel  could  be  generated  using  alterna- 
ives  to  oil  such  as  coal  or  solar  power, 
lut  federal  spending  on  energy  research 
as  fallen  under  both  Bush  and  prede- 
essor  Bill  Clinton.  Bush's  Democratic 
hallenger,  Senator  John  F.  Kerry  CD- 
lass.),  favors  tougher  mileage  stan- 
ards  and  more  renewable  energy. 

/hat  can  consumers  do? 

f  gasoline  remains  expensive  for  a  long 
ime— or  if  shortages  hit— consumers 
/ill  switch  to  more  fuel- efficient  vehi- 
les,  as  they  did  in  the  1970s.  That  may 
e  starting  to  happen.  While  sales  of  big 
UVs  have  been  strong  for  the  year  as  a 
/hole,  they  took  a  beating  in  April.  "At 
Dda/s  prices  at  the  pump,  you  do  see 
ome  impact  at  the  margins,"  says  Ford 
4otor  Co.  sales  analyst  George  Pipas. 

Fuel  prices  are  still  below  their  infla- 
ton-adjusted  highs  of  the  early  1980s, 
tut  that's  cold  comfort  to  a  nation  of 
as-guzzling  SUV  drivers  who  are  as 
lose  to  a  real  energy  crisis  as  they've 
>een  in  years.  ■ 

-By  Peter  Coy  in  New  York  and 
Stephanie  Anderson  Forest  in  Dallas, 
with  Michael  Arndt  in  Chicago,  Christo- 
pher Palmeri  in  Los  Angeles,  Kathleen 
Kerwin  in  Detroit,  and  bureau  reports 
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COMMENTARY 


BY  RICH  MILLER 


Kid  Gloves  at  the  Fed 

The  perils  of  overtightening  could  be  dire 


GREENSPAN  Wary  of 
a  financial  backlash 


BACK  IN  February,  1994, 
when  the  Federal  Re- 
serve began  jacking  up 
interest  rates,  bond 
traders  went  berserk. 
Prices  plunged  as  shocked  specu- 
lators sold  off  bonds.  In  the  ensu- 
ing carnage,  several  hedge  funds 
went  belly-up,  and  Orange  County, 

Calif.,  went  into  bankruptcy. 

Now,  as  Alan  Greenspan 
gets  ready  to  lead  the  Fed 
through  another  tighten- 
ing, the  dangers  posed  by  a 
financial  backlash  are 
much  greater  than  they 
were  a  decade  ago.  That's 
because  just  a  few  firms 
dominate  far  larger  mar- 
kets for  housing  finance 
and  derivatives.  If  a  sud- 
den rate  rise  upended  one 
of  those  big  players,  the  jolt  to  the  fi- 
nancial system  and  the  economy  could 
be  much  more  damaging  than  anything 
seen  in  1994.  Concentration  "increases 
the  vulnerability  of  the  system  to  a ...  fi- 
nancial disruption,"  New  York  Fed 
President  Timothy  F.  Geithner  warned 
bankers  on  Mar.  25. 

So  it's  no  wonder  that  Chairman 
Greenspan  and  his  colleagues  are  going 
out  of  their  way  to  prepare  investors 
slowly  for  tighter  credit.  In  a  May  4 
statement,  the  Fed  signaled  clearly  that 
rates  are  headed  higher,  perhaps 
starting  this  summer.  But  it  also  sought 
to  assure  investors  that  the  move  would 
be  gradual— nothing  like  1994,  when 
it  raised  rates  three  percentage  points  in 
a  year. 

The  go-slow  strategy  also  has  risks. 
Inflation  is  already  rising,  with  consumer 
prices  jumping  at  a  5.1%  annual  rate  in 
the  first  quarter.  "The  perception  is  de- 
veloping in  the  markets  that  the  Fed  is 
behind  the  curve,"  says  former  Fed  Gov- 


ernor Lyle  E.  Gramley.  If  that  takes  root, 
bond-market  vigilantes  could  drive  long 
rates  up  faster  than  the  Fed  wants. 

But  Greenspan  and  many  of  his  col- 
leagues think  that  fears  of  higher  infla- 
tion are  overblown  and  are  offset  by 
risks  that  rapid  tightening  could  spark 
financial  turmoil  and  damage  the  econ- 
omy. The  mortgage  market  may  present 
the  greatest  peril  because  of  its  domina- 
tion by  two  big  firms,  Fannie  Mae  and 
Freddie  Mac.  Together, 
they  own  or  guarantee 
about  70%  of  mortgages 
outstanding. 

While  the  pair  try  to  lim- 
it their  exposure  to  rate 
changes  by  using  deriva- 
tives, including  interest- 
rate  swaps,  there's  only  so 
much  they  can  do  to  shield 
themselves.  "If  interest 
rates  change  rapidly  or 
unexpectedly... [there's  a 
risk]  of  an  insolvency  or  at  least  an  illiq- 
uidity  in  these  large  agencies,"  Fed  Gov- 
ernor Ben  S.  Bernanke  told  reporters  on 
Apr.  23.  If  that  happened,  the  mortgage 
market— which  provides  finance  for 
America's  homeowners— would  be 
thrown  into  turmoil. 

Concentration  is  a  concern  in  the 
over-the-counter  derivatives  market, 
too.  Seven  banks,  led  by  J.P.  Morgan 
Chase  &  Co.,  hold  $68  trillion  of  the  $71 
trillion  in  outstanding  paper.  Greenspan 
confessed  last  year  that  such  concentra- 
tion gave  him  "pause"  and  worried 
aloud  how  the  markets  would  cope  if 
one  firm  suddenly  had  to  close  up  shop. 
Of  course,  the  Fed's  primary  job  is  still 
to  head  off  inflation.  But  Greenspan  fig- 
ures that  productivity  growth  and  slack 
labor  markets  will  keep  price  pressures 
in  check  and  buy  him  time  to  gradually 
squeeze  excess  credit  out  of  the  financial 
system.  Ifs  a  calculated  gamble.  But  with 
markets  more  vulnerable  than  ever,  it's  a 
risk  he  may  have  to  take.  ■ 
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ELECTION  2004 


THE  DEEPEST  DIVIDE: 
GOD,  GUNS,  AND  GAYS 

In  the  struggle  for  swing  voters,  "values55 
issues  are  about  to  take  center  stage 


ICHAEL  G.  VERICH 
served  eight  terms  as 
a  Democratic  mem- 
ber of  the  Ohio  legis- 
lature, representing 
economically  dis- 
tressed Youngstown. 
That  should  make  him  a  natural  support- 
er of  Democratic  standard-bearer  John  F. 
Kerry,  who  is  blitzing  the  Rust  Belt  with 
attacks  on  the  Bush  Administration  for 
offshoring  American  jobs. 

So  who  is  Verich  backing  in  Novem- 
ber? George  W.  Bush,  says  Verich,  a 
Catholic  whose  decision  is  based  in  large 
part  on  moral  and  cultural  issues  rather 
than  lunch-pail  economics.  "Most 
Ohioans  support  an  amendment  to  ban 
flag  burning,  but  not  Kerry,"  Verich 
notes.  "Partial -birth  abortion?  Many  of  us 
believe  it's  immoral,  and  Kerry  voted 
against  a  ban  on  that  ugly  method.  And 
65%  of  Ohioans  believe  in  capital  punish- 
ment." Kerry  supports  the  death 
penalty  only  for  terrorists. 

Verich  is  just  the  sort  of  social 
conservative  that  President 
Bush's  campaign  strategists 
want  to  win  over— or  discourage 
from  voting  entirely— when  they 
launch  a  cultural  offensive  in 
several  crucial  swing  states.  The 
goal  is  to  drive  a  wedge  between 
Kerry  and  fence-straddling  voters 


by  making  his  "Massachusetts  values" 
more  important  than  Bush's  record  on 
job  creation  and  the  deficit. 

Who  are  these  folks?  They  range  from 
small-towners  in  Western  Pennsylvania 
to  independents  in  Central  Michigan,  pa- 
triotic conservatives  in  West  Virginia, 
service  workers  in  Central  and  Northern 
Florida,  and  even  union  stalwarts  in 
Verich's  blighted  Mahoning  Valley,  a 
dreary  landscape  of  shuttered  factories 
and  steel  mills. 

For  most  voters  in  November,  a  candi- 
date's positions  on  "God,  guns,  and 
gays"— the  trinity  of  so-called  values  is- 
sues that  Southern  Republicans  have  per- 
fected to  hammer  liberal  opponents— 
won't  matter  as  much  as  the  economy  or 
the  Iraq  war.  "[But]  taken  together,  the 
whole  cluster  of  cultural  issues  could  be  as 
important  as  either  national  security  or 
economic  security"  in  some  battle- 
grounds, says  GOP  pollster  Whit  Ayres, 


who  has  been  taking  the  electorate's  tem- 
perature for  the  Bush  campaign.  In  print, 
direct  mail,  and  radio  ads,  and  in  attacks 
by  campaign  surrogates,  Bush  aides  say 
Kerry  will  face  a  targeted  cultural  barrage.' 
Of  course,  launching  a  nationwide  Kul- 
turkampf  risks  alienating  socially  liberal 
independents  in  Pennsylvania,  Minnesota, 
Oregon,  Washington,  and  Wisconsin.  The 
Kerry  camp  vows  a  vigorous  counteroffen- 
sive  to  depict  Bush  as  an  archconservative 
in  compassionate  camouflage,  itching  to 
appoint  bigots  to  the  bench  and  pander  to 
the  Christian  right.  Sarah  Bianchi,  Kerry's 
policy  director,  warns  that  Republicans 
could  turn  off  swing  voters  "with  a  radical, 
divisive  attack."  Adds  Pennsylvania  Gov- 
ernor Ed  Rendell,  a  Democrat:  "For  every  s 
vote  you  get  by  bashing  gays,  you  lose  two 
Republican  votes  in  the  Philadelphia  sub- 
urbs. [The  culture  wars  are]  a  real  zero- 
sum  game  for  [them]." 

DUKAKIS  REDUX? 

STILL,  THE  BUSH  CAMPAIGN  hopes  to  do 
to  Kerry  what  Bush's  father  did  to  Massa- 
chusetts Governor  Michael  S.  Dukakis  in 
1988.  Then-Vice-President  George  H.W 
Bush  scored  heavily  on  Dukakis  for  his 
membership  in  the  American  Civil  Liber- 
ties Union,  opposition  to  mandatory 
recitation  of  the  Pledge  of  Allegiance  in 
schools,  and  insistence  that  flag  burning 
was  a  legitimate  form  of  protest. 

Aides  to  the  current  Bush  contend  that 
Kerry— who  served  as  Dukakis'  lieu- 
tenant governor— has  taken  even  more 
liberal  stances.  "The  full  weight  of  a  20- 
year  voting  record  in  the  Senate  is  going 


Flash  Points  In 
The  Culture  Wars 

To  sway  independents  and  conservative  blue- 
collar  voters— especially  in  swing  states  with 
heavy  job  losses-Bushies  will  try  to  paint  Kerry 
as  "out  of  the  mainstream"  on  values. 


GAY  MARRIAGE 

Kerry  opposes  same- 
sex  marriage  but  backs 
civil  unions;  was  one  of 
just  14  senators  to  vote 
against  the  Defense  of 
Marriage  Act,  signed  by 
Clinton  in  1996. 


ABORTION 

Kerry  voted  agains 
the  ban  on  "parfia 
birth"  abortion  am 
the  law  that  made 
criminal  act  to  har 
fetus  in  the  course 
a  federal  crime. 
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ANGER  AHEAD 

an  Kerry  avoid 
jlture  traps  as 
linton  did? 


to  define  Kerry 
as  being  totally 
out  of  the  main- 
stream," promises 
^™  Ralph  Reed,  Bush's 

DUthern  regional  coordinator  and  for- 
ler  head  of  the  Christian  Coalition's 
Dlitical  arm. 

In  Florida,  a  must-win  state  for  Bush, 
eed  will  be  highlighting  Kerry's  votes 
gainst  two  popular  bills  that  later  be- 
une  law:  the  1996  Defense  of  Marriage 
ct,  which  defined  marriage  as  a  corn- 
act  limited  to  a  man  and  a  woman,  and 
le  2004  Unborn  Victims  of  Violence 
ct,  which  made  it  a  criminal  act  to  kill 
r  injure  a  fetus  in  the  commission  of  a 
deral  crime. 

Even  where  Bush  and  Kerry  are  close 
ti  an  issue,  the  GOP  will  emphasize 
nail  differences.  Their  policy  stances 
a  gay  marriage,  for  example,  are  virtu- 
ly  identical:  Both  oppose  it.  But  Bush 
ants  a  constitutional  amendment  to 
an  same-sex  marriage,  while  Kerry 
oes  not.  On  gun  control,  both  candi- 
ates  favor  renewing  the  assault- 
eapons  ban  when  it  expires  in  Sep- 
:mber,  both  support  background 
leeks  for  purchases  at  gun  shows,  and 
either  favors  mandatory  handgun  reg- 
tration.  The  two  hunters  differ  on  the 
linor  issue  of  whether  handguns  must 
e  sold  with  trigger  locks— a  proposal 
ush  opposes.  Yet,  says  Reed,  "Demo- 
•ats  know  they  are  very  vulnerable  on 
un  control"  in  rural  areas  of  Florida, 
ennsylvania,  Michigan,  West  Virginia, 
ad  Wisconsin.  And  it's  true  that  De- 
locrats  have  slowly  come  to  the  con- 
usion  that  Al  Gore  may  have  lost  West 
irginia— and  the  2000  election— be- 
ause  he  embraced  handgun  registra- 
on  in  a  state  full  of  avid  outdoorsmen. 
Facing  another  election  likely  to  be 
ecided  by  razor-thin  margins,  Kerry's 
est  hope  is  that  war  and  unemploy- 
lent  will  overshadow  "God,  guns,  and 
ays"  in  the  minds  of  swing  voters.  But 
l  case  they  don't,  expect  to  see  plenty 
f  photos  of  JohnKerry  dressed  in 
unter  orange.  ■ 

-By  Paul  Magnusson  in  Washington 
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aposed  to  the 
>enalty,  Kerry 
in  exception  for 
.ts  after  the 
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GUN  CONTROL 

Like  Bush,  Kerry  is  a 
hunter  who  supports 
the  assault-weapon 
ban  and  better 
background  checks  at 
gun  shows.  But  Kerry 
favors  trigger  locks. 


COMMENTARY 


BY  RICHARD  DUNHAM 


Bush  and  Kerry:  A  Tale 
Of  Two  Economies 

Voters  face  the  starkest  policy  choices  in  20  years 


Data;  Bush-Cheney  '04  Inc..  John  Kerry  for  President  Inc..  BusinessWeek 


Amid  the  cascade  of 
disturbing  images  of 
death  and  torment  in 
Iraq,  Senator  John 
Kerry's  scheduled  May 
7  speech  to  a  centrist  Democratic 
Leadership  Council  gathering  in 
Phoenix  was  unlikely  to  make  big 
news.  The  Democratic  standard- 
bearer  was  set  to  reiterate  his  call  for  a 
new  "Contract  with  America's  Middle 
Class,"  the  latest  in  his  increasingly  ur- 
gent attempts  to  sidestep  the  Bush  cam- 
paign's depiction  of  him  as  a  flip-flop- 
ping, tax-hike-loving  liberal  out  of  step 
with  mainstream  values. 

Still,  whether  or  not  voters  are  aware 


'JOBS FIRST  Will 

Kerry's  pitch  lure 
swing  voters? 


of  Kerry's  gambit, 
it's  emblematic  of 
an  important  devel- 
opment on  the  2004  ^^^m 
campaign  trail.  From  buscapades 
through  the  industrial  heartland  to 
reams  of  position  papers,  the  rival  candi- 
dates are  fleshing  out  opposing  ap- 
proaches to  economic  policy,  from  taxes 
to  the  role  of  government.  To  those  pay- 
ing attention,  "the  difference  between 
the  two  is  starker  than  any  economic  ar- 
gument in  recent  history,"  says  Grover  G. 
Norquist,  president  of  Americans  for  Tax 
Reform,  a  tax-cut  advocacy  group. 

Indeed,  the  gulf  between  President 
George  W.  Bush  and  Kerry  is  so  deep 
that  the  two  can't  even  agree  on  where 
the  economy  is  headed.  Bush's  tone  is 
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is  tic,  and  his 


ON  OHIO  Bush 

reaches  out 
in  Cincinnati 


optim 

speeches  brim  with  good 
economic  news.  Kerry 
laments  the  loss  of  mil- 
lions of  manufacturing 
jobs  and  suggests  that 
Bush's  tax-cut-and-spend 
approach  has  damaged 
the  economy  for  years 
to  come. 

But  with  consumer 
confidence,  employment, 
and  manufacturing  on 
the  upswing,  the  Demo- 
crat is  also  sounding 
themes  designed  to  res- 
onate in  an  improving 
economy.  He  argues  that  skyrocketing 
gasoline  prices,  health-care  costs,  tuition 
bills,  and  local  taxes  are  squeezing  mid- 
dle-class workers,  whose  wages  have  not 
kept  up  with  everyday  costs.  "This  Ad- 
ministration takes  rigid  ideological  posi- 
tions that  hurt  American  business  and 
American  workers,"  Kerry  told  Business- 
Week on  Apr.  28.  "George  Bush  has  had 
four  years  and  the  only  thing  he  can  come 
up  with  is  tax  cuts  for  the  rich." 

Courting  the  Center 

THAT'S  SOMETHING  of  an  overstate- 
ment. But  the  President's  economic  blue- 
print is  well  known,  and  he  promises 
more  of  the  same  in  a  second 
term:  tax  cuts,  more  tax  cuts, 
and  make  sure  they're  perma- 
nent. His  theory:  Tax  reduc- 
tion and  regulatory  relief  will 
provide  new  capital  for  com- 
panies to  expand,  thereby 
creating  new  jobs.  With 
a  growing  economy  and  tight 
controls  on  nonsecurity 
spending,  Bush  also  claims  he 
will  cut  the  nation's  deficit 
in  half  by  the  end  of  his  Ad- 
ministration. 

Kerry— who  veered  to  the 
left  to  win  the  Democratic  pri- 
maries but  now  is  courting 
centrist  swing  voters— walks  a 
fine  line  between  the  "people 
vs.  the  powerful"  mantra  of 
2000  nominee  Al  Gore  and 
the  unabashedly  business- 
friendly  "Third  Way"  cen- 
trism  of  Bill  Clinton  and  ex- 
Treasury  Secretary  Robert  E. 
Rubin.  In  Phoenix,  Kerry 
planned  to  talk  up  his  pro- 
gram of  middle- class  tax  cuts 
and  to  trumpet  his  commit- 
ment—under     assault      in 


Bush's  media  barrage— to  fiscal  restraint. 

At  the  heart  of  Kerry's  economic  vision 
is  more  direct  government  involvement  in 
creating  a  climate  for  growth.  He  would 
increase  federal  investment  in  programs 
that  offer  the  promise  of  long-term  pay- 
offs: research  and  development,  public- 
private  capital-lending  partnerships,  and 
tax  breaks  for  companies  that  create  do- 
mestic manufacturing  jobs.  Notes  John 
Silvia,  chief  economist  at  Wachovia 
Bank:  "The  fundamental  difference  is 
that  with  Bush,  a  lot  of  solutions  will 
come  through  the  private  sector.  With 
Kerry,  more  of  the  attempted  solutions 
will  come  through  the  public  sector." 

That  dichotomy  is  evident  on  regulato- 


The  Differences 

In  vision  and  policy,  the  candidates  are  180 
degrees  apart.  Their  top  priorities: 


BUSH 

TAXES  »Cut  marginal 
tax  rates  to  encourage 
investment  and  increase 
personal  wealth.  But  make 
existing  tax  cuts,  now  set  to 
expire,  permanent. 

REGULATION  »  Reduce 
government  rules  and  curtail 
lawsuits  to  free  up  capital  and 
help  companies— particularly 
manufacturers— expand. 

SPENDING  »Slash  non- 
security-related  outlays, 
outsource  more  government 
functions  to  reduce  costs,  and 
promote  small  businesses. 


TRADE  »  Negotiate  free- 
trade  pacts  to  expand  export 
markets  for  U.S.  goods. 


KERRY 

» Increase  taxes  on  the  top  2%  of 
households  to  pay  for  health  care  and 
education.  Give  lower-  and  middle- 
income  families  more  tax  relief. 
Overhaul  corporate  taxes  to  discourage 
companies  from  setting  up  overseas. 

» Strengthen  environmental  regs  and 
workplace-safety  standards,  and 
promote  energy  efficiency  via 
incentives  that  allow  for  flexibility, 
rather  than  using  mandates. 

»  Sharply  increase  funding  for  public- 
private  partnerships  to  spur  research 
and  development.  Expand  small- 
business  loans.  Promote  microlending 
and  credit  for  startups. 

»Step  up  enforcement  of  trade  pacts 
on  dumping,  intellectual  property,  and 
labor  and  environmental  standards. 


ry  policy.  Bush  vows  top 
save  business  billions  byF 
stepping  up  his  campaign^ 
against  red  tape.  Kerry  fa-! 
vors  new  mandates  onf-; 
employers  for  everything 
from  workplace  health  to 
environmental      protec-p; 
tion.  Still,  he  says  Repub 
licans     offer     a     "falsef" 
choice"  between  deregu- 
lation and  re-regulation. 
Kerry  says  he  wants  re- 
sults-oriented regs  that 
give  companies  a  degree 
of  flexibility.  For  example. 
Kerry  backs  a  $1  billion 
"conversion-tax  credit"  to  encourage  in- 
dustry to  become  more  energy- efficients 
And  he'd  give  consumers  tax  incentives  to 
buy  fuel-efficient  cars. 

Middle- Class  Breaks 

ON  THE  TAX  FRONT,  Kerry  would  target 
a  different  demographic  than  Bush.  More 
cash  would  wind  up  in  middle-class  wal- 
lets through  breaks  such  as  a  refundable 
$4,000  tuition  tax  credit  and  health-care 
credits.  That  means  higher  taxes  for  the 
wealthiest  2%  of  Americans  to  pay  for 
costly  education  and  health  initiatives. 
For  business,  Kerry  would  tinker  with  the 
tax  code  to  penalize  companies  that  out- 
^^^^^  source  jobs  overseas— while 
lowering  the  levies  on  99%  of  | 
companies  through  a  5%  cor- 
porate rate  cut.  The  Democra- 
tic nominee  would  punish  the 
remaining  1%  by  ending  their 
ability  to  defer  taxes  on  inter- 
national profits. 

Both  campaigns  agree  that 
the  economic  debate  is  cru- 
cial to  the  election's  outcome. 
With  voters  evenly  divided, 
the  contest  could  well  be 
decided  by  centrist  ticket- 
splitters  who,  like  Kerry,  tend 
to  be  socially  liberal— but, 
like  Bush,  want  lower  taxes. 
To  win  their  votes,  the  Demo- 
crat must  convince  them  that 
he  is  a  Clintonian  friend 
of  free  enterprise  despite  a 
congressional  record  that 
ranked  him  as  among  the 
Senate's  most  consistently 
liberal  lawmakers. 

That's  one  reason  Kerry 
talks  about  his  record  as  a  fis- 
cal hawk  who  was  an  early 
supporter  of  the  deficit- 
slashing  Gramm-Rudman- 
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ollings  Act.  "I  have  a  fiscal  record  be- 
aming in  1985,"  he  says.  "I've  been 
lere  and  done  that."  Despite  his  long  list 
f  promises,  Kerry  pledges  to  scale  back 
is  spending  initiatives  if  he  can't  afford 
i  pay  for  them.  He  already  has  trimmed 
tore  than  $200  billion  from  the  ten -year 
>st  of  his  health-care  plan. 
The  strategy  of  the  Bush  campaign, 
i  the  other  hand,  will  be  to  continue 


portraying  Kerry  as  a  pol  who  promises 
anything  but  cannot  be  trusted  to  deliv- 
er. "Thus  far  in  the  campaign,  he  has 
proposed  over  a  trillion  dollars  in  new 
spending,"  Bush  said  on  May  4  at  a 
pancake  breakfast  with  backers  in 
Maumee,  Ohio.  "Either  he's  going  to 
break  his  promises  on  spending,  which  I 
doubt,  or  he's  going  to  raise  your  taxes, 
which  I  believe." 


As  the  economy  bounces  back,  Kerry 
must  convince  swing  voters  that  his  Con- 
tract with  the  Middle  Class  offers  them 
more  financial  security  and  long-term  fis- 
cal stability  than  Bush's  laissez-faire  ap- 
proach. To  do  that,  Kerry  has  to  remain 
credible  on  economic  issues— something 
Bush  and  his  allies  are  systematically  try- 
ing to  undermine.  ■ 
-With  Howard  Gleckman  in  Washington 


ON  THE  RECORD 


'Swing  Voters  Are  Smarter 
Than  Bush  People  Think' 


John  Kerry  recently  took  his 
economic  case  to  Middle 
America  with  a  three-day  bus 
tour  through  West  Virginia, 
Pennsylvania,  Ohio,  and 
Michigan.  Businessweek's  Richard  S. 
Dunham  caught  up  with  the  likely 
Democratic  Presidential  candidate  on  Apr. 
28  aboard  the  Jobs  First  Express  between 
Ann  Arbor  and  Detroit. 

On  Bush  campaign  ads  that  portray 
Kerry  as  a  liberal  throwback: 

Swing  voters  are  smarter  than  the  Bush 
people  think,  and  they  see  through  that  kind 
of  malarkey.  Once  people  learn  what  my 
vision  is,  we  will  do  better. 

On  his  "hike-and-cut"  tax  policy: 

I  will  hold  on  to  the  10%  bracket.  I  will 
keep  the  child  credit  and  the  marriage- 
penalty  fix.  I  will  only  roll  back  [the  top 
marginal  rate]  to  the  level  it  was  under  Bill 
Clinton.  Then  I  have  tax  cuts  on  top  of  that: 
the  $4,000  tuition  tax  credit,  a  tax  credit  for 
small  business  and  the  self-employed  for 
50%  of  health-insurance  costs.  That's  two 
very  significant  tax  cuts  putting  money  back 
into  people's  pockets.  That  will  give  the 
middle  class  a  huge  break.  The  President  is 
fixated  on  tax  cuts  for  wealthy  Americans. 
It's  the  most  extreme  example  of  trickle- 
down  theory,  and  he  has  pursued  it  to  the 
exclusion  of  common  sense. 

On  the  stimulative  effect  of  tax  cuts: 

Of  course,  it  has  had  some  stimulative 
effect— there's  a  lot  of  money  sloshing 
around  the  system  from  tax  cuts  and 
military  spending.  The  question  is:  Is  it  an 
anchor  that's  holding  back  growth?  They're 


not  making  smart  economic 
choices  and  are  fiscally 
irresponsible. 


KERRY  Sees  a  boost 
for  business  from 
lower  health  costs 


On  his  pledge  to  halve  the  deficit: 

People  care  about  the  deficit.  They  know 
they're  going  to  have  to  pay  for  these  [Bush] 
tax  cuts.  They  know  the  interest  rates  will  go 
up,  and  their  kids  will  be  saddled  with  debt. 
They  know  the  impact  it  will  have  on  Social 
Security  and  Medicare.  People  are  much 
smarter  than  the  pundits  think. 

On  generating  more  manufacturing 
jobs: 

The  most  important  thing  is  creating  jobs 
and  giving  the  American  worker  a  fair 
playing  field.  Now,  in  the  context  of  the 
campaign,  the  [Bush  team]  is  playing 
copycat.  It's  about  four  years  too  late.  The 


American  people  will  hold  them  responsible 
for  the  loss  of  2.8  million  manufacturing 
jobs.  Let's  see  how  direct  and  honest  he  is 
about  his  record. 

On  skeptics  who  question  his  plan  to 
spur  jobs  with  a  corporate  tax  cut: 

I'm  not  going  to  tell  people  it  will  happen 
in  a  day  or  a  week  or  a  month.  I  will  restore 
investor  confidence  in  the  fiscal 
policies  of  the  United  States.  I  will 
restore  worker  confidence  that 
trade  rules  are  going  to  be 
enforced.  If  we  can  offset  the  cost 
of  health  care  [through  my  health- 
insurance  proposal],  we  can 
reduce  the  cost  of  doing  business 
in  America.  What  we  need  is  an 
active  President  making  these 
choices.  What  this  country  has 
had  is  four  years  of  George  W. 
Bush,  and  the  only  thing  he  can 
come  up  with  is  tax  cuts  for 
the  rich. 

■    On  his  get-tough  trade 
rhetoric: 
I  don't  have  any  doubts  about 
[free]  trade.  I  have  doubts  about 
the  way  the  Administration  is 
enforcing  trade  agreements. 
There  is  nothing  wrong  with  a 
trade  agreement  that  contains 
enforceable  labor  standards  and 
environmental  standards.  We  have 
anti-surge  and  anti-dumping  provisions  in 
current  trade  agreements.  This 
Administration  doesn't  enforce  them.  Why? 
They're  just  being  rigid  and  doctrinaire. 
They've  had  four  years  to  do  it  and  have 
failed.  Look,  I  know  we're  going  to  trade.  I 
want  American  companies  to  succeed.  But  I 
don't  want  our  workers  to  subsidize  with 
their  tax  dollars  the  export  of  American  jobs. 

On  the  WTO's  anti-U.S.  rulings: 

I  have  concerns  about  the  standards 
being  applied  in  some  of  the  judgments.  I 
think  [the  WTO]  needs  to  have  a  little  more 
transparency  and  accountability.  We  may 
need  to  reform  it. 
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AUTOS 


NISSAN:  THE  SQUEAKS 
GET LOUDER 

A  slew  of  defects  is  dragging  down 
the  cars'  J.D.  Power  ratings 


n&\ 


COTT  MOUNT'S  NISSAN 
Armada  gives  him  a 
headache— literally.  Soon 
after  buying  the  SUV  in 
December,  the  Orange 
County  (Calif.)  restaurant 
manager  began  experi- 
encing skull-jarring  vibrations  from  the 
roof.  What's  worse,  the  brakes  squealed, 
and  clicks  emanated  from  the  rear. 
Mount  says  the  dealer  replaced  the 
brakes,  checked  the  rear,  and  tried  to 
quell  the  roof  noise,  but  he  remains  un- 
satisfied. This  is  Mount's  fifth  Nissan,  and 
it  may  be  his  last.  "I  won't  buy  another 
vehicle  from  them  if  they  don't  do  some- 
thing about  this  Armada,"  he  swears. 

Five  years  after  CEO  Carlos  Ghosn 
kicked  off  an  astounding  comeback  that 
has  unleashed  a  half-dozen  hot-selling 
vehicles  on  the  U.S.  market  and  generated 
solid  profits  after  years  of  losses,  Nissan 
Motor  Co.  is  having  serious  growing 
pains.  Quality  problems  with  the  Armada, 
the  Quest  minivan,  and  the  Titan  full-size 
pickup  dragged  down  Nissan's  ranking  in 
J.D.  Power  &  Associates'  annual  initial 
quality  survey,  which  reflects  flaws  found 
by  owners  in  the  first  90  days.  In  the  sur- 
vey, which  was  released  on  Apr.  28,  Nis- 
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san  finished  11th,  way  down  from  last 
year's  6th  place.  And  the  147  problems 
spotted  per  100  vehicles  trail  the  industry 
average  of  119. 

That  could  spell  big  trouble  for  the 
Japanese  auto  maker.  These  problem- 
plagued  vehicles  represent  a  new  thrust 
into  key  market  segments— minivans, 
big  pickups,  and  SUVs— already  well 
served  by  Honda  Motor,  Toyota  Motor, 
and  the  Big  Three.  And  all  three  are  made 
at  a  year-old  plant  in  Canton,  Miss.,  built 
to  boost  Nissan's  U.S.  market  share.  Says 
Wesley  R.  Brown,  an  analyst  at  Los  Ange- 
les auto  consulting  firm  Iceology:  "If 
there  isn't  a  quick  fix,  this  could  derail 
their  momentum." 

It  isn't  the  first  time  Nissan  has  had 
quality  woes.  The  Altima  sedan,  built  at 
the  company's  21-year-old  plant  in  Smyr- 
na, Term.,  has  also  had  bumps.  But  they 
weren't  as  serious  as  those  from  the  Mis- 
sissippi factory,  where  poor  craftsman- 
ship was  the  chief  complaint  from  con- 
sumers, says  J.D.  Power.  And  while 
squeaks,  rattles,  and  vibrations  account 
for  many  of  the  complaints,  more  serious 
issues  have  prompted  two  recalls  of  the 
Quest  minivan— including  one  for  a  slid- 
ing  door   that   opened   when   drivers 


RATTLE  AND  ROLL 

Poor  craftsmanship 
at  Canton,  Miss., 
dogs  the  Quest  van 


accelerated  rapidly. 
That,  as  it  turns 
out,  may  be  an  apt .  t 
image  for  whar 
ails  Nissan,  which 
has  been  pedal  to  the  metal  since  1999.  In 
that  time  the  company  has  launched  13 
new  vehicles  in  the  U.S.— most  engi- 
neered when  Nissan  was  emerging  from 
a  near-death  experience.  The  carmaker 
knew  it  was  being  aggressive,  but  since  its 
quality  was  pretty  decent,  execs  thought 
they  could  pull  off  the  crowded  launch 
schedule.  Analysts,  however,  say  Nissan 
lacked  the  engineering  resources  to  check 
thoroughly  for  defects  before  cranking  up 
the  assembly  lines. 

CHEAP  MATERIALS 

what's  MORE,  GHOSN  was  seeking  to 
roll  out  the  new  models  while  demanding 
price  concessions  from  suppliers.  As  a  re- 
sult, Nissan  often  used  cheaper  materials 
at  the  expense  of  manufacturing  preci- 
sion. One  consultant,  who  took  apart  a  Ti- 
tan to  study  it  for  a  rival,  says  that  certain 
internal  parts  aren't  made  to  fit  together 
as  precisely  as  at  Toyota  and  others.  That 
forced  assembly  line  workers  at  Canton  to 
find  ways  of  fitting  the  pieces  snugly  to- 
gether—hardly ideal  since  many  of  them 
had  never  worked  at  a  car  plant  before. 

Putting  an  end  to  the  problems  will  be 
crucial,  since  initial  quality  problems  often 
affect  long-term  reliability.  "These  things 
tend  to  persist,"  says  Joe  Ivers,  executive 
director  for  quality  and  customer  satisfac- 
tion at  J.D.  Power.  "If  things  are  this  ex- 
treme, it  will  probably  wind  up  costing 
them  in  warranty  costs."  The  auto  maker 
says  it's  investigating  the  problem  vehicles 
and  the  Canton  plant.  At  the  same  time, 
Nissan  is  beefing  up  its  engineering  talent 
and  spending  more  on  parts  and  materials 
to  ensure  that  future  models  have  better 
quality.  It  is  also  replacing  the  Quest  dash- 
board responsible  for  some  squeaks. 
"We're  going  to  address  all  of  the  issues," 
says  a  company  spokesman. 

Nissan  has  won  thousands  of  new  cus- 
tomers during  the  past  three  years  with 
its  powerful  and  stylish  vehicles.  But  all 
that  hard  work  could  be  for  naught  if 
Ghosn  &  Co.  can't  improve  quality.  ■ 

-By  David  Welch  in  Detroit 


THE  STATS 


consumers  reporting  147 
problems  for  every  100  vehicle^ 
Nissan  dropped  from  6th  to  11th 
place  in  initial  quality  rankings^ 
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HYUNDAI:  KISSING 
CLUNKERS  GOODBYE 


\  five-year  focus  on  quality  has  sent 
customer  satisfaction  soaring 


WHEN  HYUNDAI 
Motor  Co.  Chair- 
man Chung  Mong 
Koo  said  his  com- 
pany could  in- 
crease the  quality 
of  its  cars  to  "Toy- 
»ta  levels"  five  years  ago,  few  took  him  se- 
iously.  After  all,  Hyundai  was  the  butt  of 
alk-show  jokes  and  a  target  of  industry 
lisdain  for  tinny  cars  that  were  about  as 
eliable  as  a  go-kart.  So  when  J.D.  Power 
k.  Associates  Inc.  on  Apr.  28  said  the  Ko- 
ean  carmaker  had  virtually  caught  up 
vith  Toyota  in  terms  of  quality,  jaws 
hopped  from  Detroit  to  Tokyo.  "We  still 
lave  a  long  way  to  go,"  says  Sun  Byung 
Cee,  the  senior  executive  vice-president 
leading  Hyundai's  quality-control  team. 
But  we  have  completed  the  first  phase  of 
>ur  task." 

The  second    phase    could    well    be 
ougher.  The  eye-opening  survey  meas- 


lile  Hyundai's  102  problems 
very  100  vehicles  catapulted 
>m  10th  place  to  a  tie  for 
>nd  just  behind  Toyota. 


n  the  first  90  days  of  ownership 
Data  J  D  Power  &  Associates 


2004  SONATA  SEDAN 

ured  initial  quality— the  number  of  com- 
plaints customers  had  in  the  first  90  days 
of  ownership.  Hyundai  owners  reported 
just  102  problems  per  100  cars  sold— 
earning  a  tie  with  Honda  as 
the  second-best  carmaker 
on  the  list  and  falling  just 
below  Toyota's  tally  of  101. 
And  its  Sonata  sedan  was 
the  top-ranked  car  in  the 
"entry  mid-sized"  catego- 
ry. On  longer-term  meas- 
ures, though,  Hyundai 
remains  a  laggard:  In 
Power's  July,  2003,  Vehi- 
cle Dependability  Study, 
Hyundai  tallied  342 
problems  per  100  vehi- 
cles after  three  years 
of  ownership,  vs.  an 
industry  average  of 
273.  Hyundai  execs 
counter  that  it  will 
take  time  before  the 
recent  improvement  shows  up  in  the 
longer-term  statistics. 

There's  reason  to  agree  with  Hyundai's 
optimism.  First  wooed  by  the  company's 
generous  warranty— 10  years  for  the 
drive  train  and  five  years  for  everything 
else— U.S.  consumers  are  starting  to  be- 
lieve that  Hyundai  is  a  changed  brand. 
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Trumpeting  the 
quality  gains 


Last  year  they  bought  400,000  of  its  cars, 
a  7%  jump  over  2002.  Jeff  Ball,  a  phar- 
macist from  Laurence  Harbor,  N.J.,  has 
four  of  them:  He  and  his  wife  share  a 
Santa  Fe  SUV  and  a  Sonata  sedan  ("I  call 
it  my  Jaguar  without  the  cat,"  he  says), 
and  he  has  bought  smaller  models  for  his 
sons.  Sales  like  that  are  helping 
Hyundai's  bottom  line:  Net  profit  totaled 
$1.5  billion  last  year,  up  21%  from  2002, 
on  sales  of  $21.7  billion,  up  1.6%. 

A  TEAM  WITH  TEETH 

HYUNDAI'S  FOCUS  on  quality  comes 
straight  from  the  top.  Since  1999,  Chair- 
man Chung  has  boosted  the  quality  team 
to  865  workers  from  100,  and  virtually  all 
employees  have  had  to  attend  special 
seminars  on  improving  Hyundai's  cars. 
Chung  presides  over  twice-monthly  qual- 
ity meetings  in  a  special  conference  room 
and  an  adjacent  workshop,  with  vehicle 
lifts  and  high-intensity  spotlights  for 
comparing  Hyundais  head-to -head  with 
rivals.  And  this  team  has  teeth:  In  the  past 
year,  the  introduction  of  three  new  mod- 
els was  delayed  by  months  as  engineers 
scrambled  to  boost  quality  in  response  to 
problems  found  by  the  team. 

The  focus  is  on  the  details.  In  1998,  for 
instance,  customers  reported  faulty 
warning  lights  and  difficulty  starting  en- 
gines. So  Chung  set  up  a  $30  million 
computer  center  where  71  engineers  sim- 
ulate harsh  conditions  to  test  electronics 
and  pinpoint  defects.  The  result:  In  Pow- 
er's 2004  initial  quality  survey,  Hyundai 
had  only  9.6  problems  in 
these  areas  per  100  vehicles, 
vs.  an  industry  average  of 
13.8.  Three  years  ago 
Hyundai  had  23.4  problems, 
vs.  the  industry's  179.  "This  is 
not  a  shotgun  approach," 
says  Robert  Cosmai,  president 
of  the  company's  U.S.  affiliate, 
Hyundai  Motor  America. 

The  big  test  comes  next  year 
when  Hyundai  is  due  to  begin 
building  redesigned  Santa  Fes 
and  Sonatas  in  Alabama.  One 
encouraging     sign:     Daimler- 
Chrysler  and  Mitsubishi  Motors 
Corp.  plan  to  use  a  Hyundai-designed 
four-cylinder  engine  in  their  own  small- 
and  midsize  cars.  "This  is  a  vote  of  confi- 
dence for  Hyundai's  engine  quality,"  says 
Ahn  Soo  Woong,  an  auto  analyst  at  Han- 
wha  Securities  Co.  Now  it's  up  to  con- 
sumers to  decide  whether  Hyundai  really 
makes  the  grade.  ■ 

-By  Moon  Ihlwan  in  Seoul,  with 

Larry  Armstrong  in  Los  Angeles 

and  Michael  Eidam  in  Atlanta 
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THE  INTERNET 


WEB SEARCH 
FOR  TOMORROW 

Google's  success  is  spurring  competitors 
to  take  search  technology  to  the  next  level 


THE  GLIMPSE  INTO 
Google  Inc.'s  financials, 
released  on  Apr.  29,  re- 
veals one  certainty: 
There's  plenty  of  money 
to  be  made  in  the  search 
game.  Silicon  Valley's 
new  favorite  company  is  on  pace  to 
pocket  over  $600  million  in  operating 
income  this  year  on  revenues  of  $1.6  bil- 
lion. And  that  juicy  38%  margin  is  al- 
ready attracting  plenty  of  attention  from 
potential  rivals. 

Indeed,  the  arena  that  Google  domi- 
nates is  now  being  targeted  by  all  comers. 
From  bigwig  rivals  such  as  Microsoft  and 
Yahoo!  to  startups  like  Vivisimo  and 
ChoiceStream,  scores  of  companies  are 
spending  billions  of  dollars  trying  to 
come  up  with  new  and  better  ways  to  help 
people  find  information.  The  flurry  of  re- 
search not  only  poses  a  potential  threat  to 
Google's  dominance;  over  the  next  few 
years  it  could  also  revolutionize  how 
users  search  the  Web.  Here  are  the  pivotal 
areas  of  development: 

EXCLUSIVELY  FOR  YOU  The  most  imminent 
change  in  search  technology  will  likely 
arise  from  personalization— honing  re- 
sults to  fit  a  searcher's  location  or  prefer- 
ences. An  astronomy  buff  who  searches 
for  "Saturn"  would  get  results  about  the 
planet,  for  example,  not  the  car.  Rivals 
Google,  AOL,  and  Yahoo  are  already 
jostling  to  offer  simple  customization.  But 
if  the  promise  of  rich  personalization  is 
immense,  computers  are  still  iffy  judges 
of  human  intent.  And  the  annoyance  cre- 
ated by  wrong  assumptions  means  such 
technology  is  likely  still  a  year  or  two  out. 

PAVING  MEMORY  LANE  Today,  search  en- 
gines such  as  Google  provide  a  current 
snapshot  of  information  and  views  on 
specific  topics  available  on  the  Web.  But 


there's  no  reliable  way  to  dis- 
cern how  that  snapshot 
changes  over  time.  "Search  is  a 
great  way  to  start,"  says  Daniel 
Gruhl,  chief  architect  of  IBM's 
WebFountain  project,  which  is 
working  on  a  new  area  known  as  trend 
searching.  "But  if  s  not  the  way  to  keep 
you  up  to  date,  show  you  trends,  or  help 
you  understand  the  world  around  you." 

By  archiving  big  chunks  of  the  Internet 
on  a  regular  basis,  Big  Blue's  researchers 
are  trying  to  develop  a  search  engine  ca- 
pable of  answering  more  sophisticated 
queries.  Instead  of  Googling  information 
on  the  new  Toyota  Prius,  for  instance,  a  po- 
tential buyer  might  ask:  "How  have  con- 
sumer opinions  of  the  new  Toyota  Prius 
shifted  over  the  past  six  months?"  The  re- 
sults, says  IBM,  would  likely  be  a  graph  or 


GOOGLE  Founders 
Sergey  Brin  and 
Larry  Page  proved 
there's  money  in 
search 


other  visual  interpretation  of  data  cull 
by  scanning  everything  from  articles  and 
reviews  to  Web  logs  and  online  forums 
But  don't  log  on  expecting  to  search  trends 
anytime  soon:  Although  IBM  is  already 
selling  the  technology  to  corporate  cus 
tomers  such  as  content-management  firm 
Factiva,  which  uses  it  in  a  service  thai 
tracks  the  reputation  of  corporate  clients 
over  time,  widespread  consumer  applica- 
tion is  still  several  years  away. 

HERE,  THERE,  EVERYWHERE  Probing  the  In 
temet  is  valuable.  But  much  of  what  a  user 
wants  may  be  tucked  away  elsewhere- 
stashed  in  a  Word  or  PowerPoint  file  on  a 
hard  drive,  or  in  e-mail  archived  on  a  serv- 
er somewhere  else.  Grabbing 
such  data  isn't  easy  right! 
now,  but  companies  ranging 
from  Lycos  to  Microsoft  are 
exploring  ways  to  dig  out  in- 
formation from  these  sources 
with  a  single  search  tool.  Mi- 
crosoft, for  example,  has  a 
two-year-old  project,  dubbed 
Stuff  Fve  Seen,  that  creates  a 
searchable  index  of  every  last 
word  that  appears  on  a  per- 
son's PC  screen— from  work 
files  to  appointments  to  Web 
pages.  Although  no  release 
date  has  been  set,  if  s  now  be- 
ing tested  inside  the  compa- 
ny by  over  1,500  employees. 

GETTING  BETTER  RESULTS 
The  average  search  query 
contains  2.5  words,  leaving 
plenty  of  room  for  interpre- 
tation. As  a  result,  searches 
typically  turn  up  hundreds  of 
links,  many  of  them  irrele- 
vant. A  handful  of  startups, 
from  Vivisimo  to  iXmatch 
Inc.,  are  using  so-called  clus- 
tering technology  that  or- 
ganizes several  hundred 
search  results  into  subject- 
specific  folders.  A  search  on 
"Jimmy  Carter,"  for  instance,  might  re- 
turn folders  such  as  "Nobel  Prize"  and 
"Inaugural  Address."  The  technology  is 
almost  ready  for  mainstream  use. 

As  they  hit  the  market,  the  new  tech- 
nologies will  likely  make  search  even 
more  indispensable  to  our  lives— which  is 
one  reason  Google  is  exploring  many  of 
these  technologies  itself.  But  will  the 
search  giant  and  its  soon-to-be  investors 
profit  from  them,  or  will  a  new  power- 
house emerge?  Unfortunately,  there's  no 
way  to  Google  that  query.  ■ 

-By  Ben  Elgin  in  San  Mateo,  Calif. 
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GUARANTEED  INCOME  FOR  LIFE  When  you  retire,  you're  not 
ibout  to  sit  on  the  sidelines.  Your  MetLife  advisor  can  show  you  how  you  can 
:ontinue  to  do  the  things  you  love  with  an  annuity  that  offers  you  a  safe  and 
■ecure  income.  So  you'll  enjoy  financial  freedom  to  explore  all  life  still  has  to 
iffer.  For  more  information,  call  1-800-MetLife  or  visit  metlife.com 
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HEADLINER 
BRENDA  BARNI 


NO  PIECE 
OF CAKE 


Some  6l/i  years  ago,  Brenda 
Barnes  walked  away  from  the 
top  job  at  PepsiCo  North 
America  at  age  43  to  spend 
more  time  with  her  three 
children.  Now  she's  back  in  a 
corner  office. 

On  May  2,  Sara  Lee  named 
Barnes  president  and  chief 
operating  officer.  Starting  on 
July  1,  she  will  be  second  only 
to  Chairman  and  CEO  C. 
Steven  McMillan,  58,  at  the 
$18.3  billion  food  and  apparel 
company.  "Being  away  from 
the  day-to-day  was  very 
helpful,"  she  says.  "I  feel 
recharged." 

Barnes's  departure  from 
PepsiCo  after  22  years 
prompted  a  lot  of  debate. 
But  she  didn't  leave  the 
business  world  entirely:  She 
had  a  four-month  stint  as 
interim  president  of 
Starwood  Hotels  &  Resorts 
Worldwide  in  2000. 

Barnes  will  need  her  skills 
as  a  brand  builder  and 
operator.  So  far,  Sara  Lee's 
quarterly  earnings  in  fiscal 
2004  have  been  flat, 
excluding  gains  from  the  sale 
of  business  units,  while  its 
share  price  is  still  well  below 
its  1998  peak.  Welcome  back 
to  the  working  world. 

-Michael  Arndt 


ANHEUSER'S 
FOREIGN  BINGE 

Anheuser-Busch  could  be 
getting  more  aggressive 
overseas.  The  St.  Louis-based 
brewer  dominates  the  U.S. 
market,  but  abroad  it  trails 
rivals  such  as  the 
Netherlands'  Heineken  and 
Belgium's  Interbrew.  Earlier 
this  month,  Anheuser-Busch 
bought  a  29%  interest  in 
Harbin  Brewery  Group,  which 
trades  in  Hong  Kong.  But  on 
May  4,  rival  SABMiller,  the 
London-based  brewer  that 
owns  29.6%  of  Harbin, 
launched  a  takeover  bid  for 
the  company  that  values  it  at 
$551  million.  Anheuser, 
which  also  has  a  10%  interest 
in  China's  Tsingtao  Brewery, 
wants  a  big  chunk  of  China's 
fast-growing  beer  market, 
but  it  faces  a  tough  battle 
against  SAB.  It  declined 
comment  on  Harbin.  In  a 
decade,  SAB  has  expanded 
into  40  countries  from  its 
roots  in  South  Africa.  And  it 
also  has  good  reason  to  go 
after  Harbin:  By  combining 
operations  with  other 
brewers  it  owns  in  China, 
SAB  can  cut  prices— the 
clincher  for  Chinese  drinkers. 


QUATTRONE: 
GOING  DOWN 


Frank  Quattrone,  the  former 
head  of  Credit  Suisse  First 
Boston's  tech  investment 
banking  unit,  didn't  have  to 
wait  long  for  a  verdict  in  his 


second  ttial.  The  jury 
convicted  him  on  two  counts 
of  obstructing  justice  and  one 
count  of  witness  tampering 
on  May  3,  after  deliberating 
for  five  hours.  In  2000, 
Quattrone  sent  his  employees 
an  e-mail  urging  them  to 
clean  up  their  files— at  a  time 
when  he  knew  that  CSFB's 
initial  public  offering  process 
was  being  probed  by  both  a 
grand  jury  and  the  Securities 
&  Exchange  Commission. 
Quattrone  faces  up  to  25 
years  in  jail,  though  he'll 
probably  get  one  or  two.  His 
attorney  says  he  plans  to 
appeal,  but  experts  say  if  s 
unlikely  he'll  win. 


COKE  CALLS  UP 
A  VETERAN 

After  a  high-profile  search, 
Coca-Cola  on  May  4  named  a 
former  executive,  Neville 
Isdell,  to  succeed  retiring 
CEO  Douglas  Daft.  Isdell,  60, 
made  his  name  in  foreign 
operations,  helping  to  plant 
the  flag  for  Coke  in  India, 
Eastern  Europe,  and  other 
emerging  markets  during  the 
'80s  and  '90s.  He  left  Big  Red 
in  1998  to  head  up  Coca-Cola 
Beverages,  one  of  Coke's 
largest  European  bottlers, 
and  retired  in  2001.  This  time 
around,  Isdell's  biggest  job 
will  be  wringing  out  more 
growth  in  "noncarbonated" 
categories  like  juice,  water, 
and  tea,  where  Coke  doesn't 
enjoy  the  same  dominance  as 
it  does  in  soda  (page  81). 


OUT  OF  THE 
WHIRLPOOL 

After  a  17-year  run— one  of 
the  longest  in  Corporate 
America— David  Whitwam  is 
stepping  down  as  Whirlpool 
chairman  and  CEO. 
Whitwam,  62,  will  be 
succeeded  on  July  1  by  his 
second-in-command,  Jeff 
Fettig.  A  23-year  Whirlpool 


veteran,  Fettig  has  been 
president  and  COO  of  the 
Benton  Harbor  (Mich.) 
company  since  1999.  Under 
Whitwam,  Whirlpool's  sales 
tripled,  to  $12.2  billion, 
making  it  the  world's  largest 
producer  of  white  goods. 
Fettig,  47,  is  expected  to 
continue  to  shift  production 
to  low-cost  facilities  to 
compete  with  Asian  upstarts. 


ETCETERA... 

» A  judge  denied  Martha 
Stewart's  bid  for  a  new  trial. 
»  Tyco  International  surprised 
Wall  Street  with  quarterly  net 
earnings  of  $782  million. 
»  Michael  Lawrie,  a  top  IBM 
exec,  was  named  CEO  at 
Siebel  Systems;  Thomas 
Siebel  remains  chairman. 


CLOSING  BELL 


Online  travel  site 
Orbitz  hit  some 
turbulence  on  May 
5  after  it  reported  a 
$1.9  million  profit  in 
the  first  quarter,  vs. 
a  $2.4  million  loss  a 
year  earlier.  Wall 
Street  didn't  like  its 
second-quarter 
earnings  forecast  of 
as  much  as  $6.6 
million  and  bid 
Orbitz  shares  down 
73%,  to  $25.02. 
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MEGABYTE: 


What  not  ha^ 

Linux  strategy  can  take  out 

of  your  bottom  line. 


f  you're  paying  unreasonable  licensing  fees  for  software  that  constantly  needs  security  patches,  you're  getting  eaten  alive.  But  there's  a  solution.  With 
iUSE®  LINUX,  Novell®  can  help  you  unleash  the  cost-saving  power  of  a  flexible,  end-to-end  open  source  strategy.  Only  Novell  supports  Linux  from  desktop  to 
erver,  across  multiple  platforms.  We'll  integrate  our  industry-leading  security,  management  and  collaboration  tools  seamlessly  into  your  environment. 
Ve'll  provide  award-winning  technical  support  24/7/365,  and  train  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  make  sure  your  open  source 
trategy  actually  meets  your  number-one  business  objective  -  making  money.  Call  1-800-21 5-2600  to  put  some  teeth  back  into  your  tech  strategy,  or  visit 
vww.novell.com/linux  @  we   speak   your   language. 


IOVEIL     COMPAh 


Novell 


)2004  Novell  is  a  registered  trademark  of  Novell,  Inc  in  the  United  States  and  other  countries  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company 
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GERMANY 


IS  SIEMENS 
STILL  GERMAN? 

The  jobs  are  going  where  the 
customers  seem  to  be— abroad 


TWO  YEARS  AGO  EMPLOY- 
ees  at  Siemens'  power 
generator  factory  in  the 
east  German  city  of  Erfurt 
made  Siemens  CEO  Hein- 
rich  von  Pierer  an  hon- 
orary member  of  ;heir 
workers'  council.  The  membership  was  a 
gesture  of  gratitude  for  von  Pierc  s  ef- 

50    BusinessWeek  I  May  17,  2004 


forts  to  keep  open  the  plant,  a  relic  of  the 
communist  era  that  Siemens  acquired  in 
1991.  But  in  a  meeting  with  Erfurt  work- 
ers on  Apr.  23,  von  Pierer  delivered  a 
sober  message:  Only  those  employees 
who  are  innovative  and  flexible  can  be 
sure  of  their  jobs. 

These  days  Siemens  employs  so  many 
people  abroad  it's  reasonable  to  ask 


whether  it's  still  a  German  company.  Von 
Pierer  didn't  address  that  question  in  his 
Erfurt  speech.  But  it's  what  Siemens' 
unions  increasingly  want  to  know.  On  one 
level,  the  question  seems  absurd. 
Siemens  is  Germany's  fourth-largest  pri- 
vate employer,  with  a  payroll  of  167,000. 
Top  management  is  predominantly  Ger- 
man, and  the  focus  on  engineering  is  a 
hallmark  of  German  excellence.  True,  von 
Pierer  cut  Siemens'  head  count  in  Ger- 
many by  51,000  in  the  past  decade,  but 
many  of  the  jobs  stayed  in  the  country. 
Siemens  reduced  costs  by  spinning  off 
units  like  Infineon  Technologies,  which 
kept  most  of  their  German  workers. 

But  worker  representatives  at  the 
company  have  concluded  that  Siemens  is 
contemplating  something  far  more  dras- 
tic—the elimination  of  74,000  jobs  from 
Germany  in  the  next  decade.  That  pro- 
jection is  based  on  public  statements  by 
Siemens  management.  As  in  the  past, 
some  would  no  doubt  be  spun  off  rather 
than  eliminated.  But  that  would  still 
represent  a  44%  decline  in  Siemens' 
domestic  workforce,  double  the  rate  of 
the  last  10  years. 
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CEO  von  Pierer 
calls  the  specula- 
tion "sharply  di- 
vorced from  reali- 
ty." But  the  top 
brass  has  been  talk- 
ing a  lot  recently 
about  the  high  cost 
of  labor  in  Ger- 
many, where  skilled 
union  workers  can 
make  $60,000  a 
year.  "We  must  an- 
chor our  activities 
close  to  customers 
in  dynamically 
growing  markets," 
von  Pierer  said  on 
Apr.  28.  Germany 
accounts  for  23%  of 
Siemens'  sales, 
while  German 

workers  currently 
account  for  40%  of 
the  workforce.  So 
unless  there  is  a 
spurt  in  domestic 
business,  Siemens' 
German  payroll 
should  drop  to 
95,000  from 

167,000  to  be  in 
sync  with  sales. 

Why  is  the  issue 
of  Siemens'  jobs 
heating  up  now? 
After  all,  sizable  German  manufacturers 
have  been  moving  production  to  Eastern 
Europe  or  Asia  for  years.  First,  German 
bosses  are  quietly  concluding  that  after 
years  of  half-hearted  reforms  by  politi- 
cians, Germany's  labor  market  will  re- 
main one  of  the  most  rigid  in  the  world. 
Second,  even  German  companies  devoted 
to  their  local  workforce  are  signaling  they 
have  to  cut  costs  or  find  ways  to  reduce 
staff.  Volkswagen,  which  is  part-owned 
by  the  state  of  Lower  Saxony,  has  long  re- 
sisted job  cuts.  Now  the  auto  maker  is 
warning  workers  it  must  cut  labor  costs 
30%  in  the  next  seven  years  just  to  main- 
tain its  current  workforce. 

More  than  just  labor  costs  are  at  issue. 
While  Siemens'  profit  in  the  most  recent 
quarter  climbed  42%  to  $960  million,  the 
company  faces  a  crisis  in  its  train-build- 
ing business  and  suffers  from  low  mar- 
gins, particularly  in  mobile  phone  hand- 
sets. And  as  the  economy  has  stagnated, 
the  nation  has  become  less  important  as  a 
market  for  the  big  German  multination- 
als. Increasingly,  Siemens  is  booking  or- 
ders in  places  like  China,  where  the  com- 
pany in  April  won  a  contract  to  install 


ERFURT  PLANT 

Job  cuts  may 
be  looming 


Assembly- 
line  jobs  are 
not  the  only 
ones  at  risk. 
Software 


wireless  data  transmission 
equipment  for  100  million 
cell-phone  users. 

So  don't  be  surprised  if 
Siemens'  restructuring  en- 
ters a  more  brutal  phase.  The 
union  reps  say  the  pressure  is 
unrelenting.  "It's  a  declared 
Siemens    program,"     says 

Wolfgang  Muller,  a  member    WOrK  IS  next 
of    Siemens'     supervisory    ^^^^^^^ 
board  who  represents  em-    ^"^^^^^ 
ployees.  "They  tell  us:  'If 
you're  not  cheaper,  we'll  move  overseas.' " 
While  insisting  it  doesn't  plan  massive  ex- 
ports of  jobs,  Siemens  has  been  warning 
workers  at  the  local  level  they  must  make 
concessions  to  avoid  layoffs. 

Production  facilities  will  be  the  hardest 
hit.  Take  Siemens'  mobile-phone  factories 
in  the  cities  of  Kamp-Lintfort  and  Bo- 
cholt,  which  employ  4,500.  The  plants 
have  absorbed  workers  from  the  declin- 
ing steel  and  mining  industries,  but  with 
profit  margins  on  mobile  phones  a  mea- 
ger 1%,  Siemens  is  under  pressure  to  cut 
costs.  As  a  result,  it  is  considering  moving 
most  of  the  production  to  Hungary. 

SMALLER  BONUSES 

THE  MOVE  WOULD  reduce  costs  30%,  ac- 
cording to  Siemens.  But  it  would  also  mean 
sacrificing  2,000  German  jobs.  Some  may 
be  saved,  but  workers  will  probably  have  to 
agree  to  work  40  hours  instead  of  35  for  the 
same  pay,  and  accept  smaller  Christmas 
bonuses  tied  to  profit.  Even  that  won't 
guarantee  their  jobs  for  more  than  a  few 
years.  Meanwhile,  any  future  production  of 
streetcars  is  likely  to  shift  from  Krefeld, 
Germany,  to  the  company's  newer  plant  in 
Prague,  where  average  labor  costs  are  one- 
sixth  that  of  western  Germany.  "Today  if  s 
Hungary,  tomorrow  it  will  be  Lithuania 
and  Estonia.  We're  not  going  to  be  able  to 

Shift 

In  the  Ranks 

Siemens  has  steadily  reduced  domestic 
employment  even  as  total  employment  grew 


DOMESTIC 


TOTAL 


1994 


1994 


218,000   376,000 


2004 


2004 


167,000    415,000 


keep  up  with  even-  low-wage 
country,"  says  Heinz 
Cholewa,  a  representative  of 
the  IG  Metall  union  in 
Bocholt. 

Not   just    assembly-line 
jobs  are  at  risk.  Siemens  has 
declared  its  intent  to  shift 
more  software  development 
to  India  and  other  low-cost 
locations.  Worker  represen- 
tatives say  that,  Germany- 
wide,   more    than    10,000 
Siemens  jobs  are  in  imminent  danger. 
(Siemens  puts  the  total  at  half  that.)  Such 
reductions  will  only  add  to  Germany's  al- 
ready  dismal    unemployment    rate    of 
10.5%,  or  4.4  million  jobless  people. 
Meanwhile,  the  drag  on  domestic  eco- 
nomic growth  caused  by  high  unemploy- 
ment hastens  the  resolve  of  companies  to 
seek  lively  markets  overseas.  The  result:  a 
vicious  circle  in  which  declining  demand 
feeds  unemployment  and  vice-versa. 

It's  not  all  bad  news.  Most  of  the 
workers  in  groups  that  Siemens  spun  off 
over  the  past  decade  have  kept  their 
jobs,  and  Infineon  has  invested  heavily 
to  build  up  production  in  Dresden.  But 
workers  also  did  their  part,  working  40 
hours  a  week  and  accepting  night  shifts 
and  shorter  vacations.  "Infineon  is  well 
positioned,"  says  Max  Dietrich  Kley,  the 
company's  interim  CEO. 

Some  Siemens  groups  say  they  won't 
cut  German  jobs.  Siemens  Business  Ser- 
vices says  its  service-oriented  workers 
must  be  close  to  customers,  half  of 
whom  are  in  Germany.  The  group  re- 
duced working  hours  for  its  16,000  Ger- 
man workers  during  the  downturn,  but 
avoided  layoffs.  There  may  also  be  a 
limit    to    the    number    of  operations 
Siemens  can  realistically  move  because 
factories  increasingly  are  dependent  on 
sophisticated  machinery.  "I  really 
don't  see  them  doing  a  seismic  shift 
out  of  Germany,  because  I  don't 
think  the  machines  will  run  opti- 
mally,"   says    Adrian    Hopkinson, 
London-based    analyst    for    West- 
deutsche  Landesbank. 

Siemens  managers  disagree.  They 
—  say  that  with  major  parts  suppliers 
operating  worldwide  and  an  increas- 
ingly skilled  workforce  overseas, 
there  are  no  longer  any  real  obstacles 
to  manufacturing  telecom  gear  in, 
say,  Brazil.  There,  Siemens  simply 
sends  workers  home  during  slow  pe- 
riods, something  German  unions 
have  never  accepted.  The  German 
worker  is  in  for  a  rough  ride.  II 

-By  Jack  Ewing  in  Frankfir^ 
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ACER:  HOW  FAR  CAN  IT 
RIDE  THIS  HOT  STREAK? 

Its  sales  are  soaring  in  Asia  and  Europe. 
Now  it  wants  to  crack  China  and  the  U.S. 


HOUGH  HE'S  PLANNING 
to  retire  as  chairman  of 
Acer  Inc.  by  yearend,  Stan 
Shih  insists  he'll  squeeze 
in  a  trip  to  Europe  before 
collecting  his  gold  watch. 
Why?  He  wants  to  thank 
Acer  staffers  there  for  helping  double  the 
company's  sales  in  the  region  to  more 
than  $2  billion. "  I  really  have  to  show  my 
appreciation  to  the  European  team,"  says 
the  60-year-old  Shih.  "Otherwise,  I 
wouldn't  be  able  to  retire  with  honor." 

There  have  been  years  in  the  last 
decade  when  Shih's  retirement  might 
have  been  less  than  honorable,  as  the  Tai- 
wanese tech  pioneer  frantically  tried  one 
strategy  after  another  to  stay  ahead  in  the 
electronics  industry.  All  too  often,  it  ap- 
peared Shih  had  lost  his  way. 

But  today,  Acer  is  on  a  tear.  The  Tai- 
wanese PC  maker  last  year  racked  up  rev- 
enues of  $4.6  billion,  and  early  this  year  it 
became  the  world's  No.  5  PC  maker.  Sales 
in  the  first  quarter  jumped  by  almost  40%, 
the  best  growth  rate  of  any  of  the  top  five 
manufacturers,  according  to  researcher 


ACER'S 
FERRARI 
3000 
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IDC,  though  from  a  far  smaller  base  than 
leaders  Dell  Inc.  and  Hewlett-Packard  Co. 
Despite  ongoing  consolidation  in  the  in- 
dustry, "we  are  one  of 
the  few  winners," 
Shih  boasts.  And  Acer 
has  become  a  global 
heavy  without  a  major 
sales  push  in  the  U.S. 
Now,  Acer  is  look- 
ing to  extend  its 
winning  streak  by 
overtaking  Fujitsu 
Siemens  Computers 
and  IBM  to  become 
the  world's  No.  3  PC 
maker.  To  do  that, 
Acer  plans  to  move  be- 
yond notebook  PCs, 
which  account  for 
58%  of  its  revenues, 
and  start  selling  more 
desktops,  which  today 
represent  just  18%. 
Acer  also  aims  to  ex- 
pand its  reach  beyond 
its  key  markets  in  Asia 


BACK  ON  TRACK 


Acer  is  growing  faster  than  key 
rivals,  though  from  a  far  smaller  base 
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and  Europe  by  boosting  sales  in  China  and  | 
rekindling  interest  in  North  America. 

Acer's  confidence  marks  a  dramatic  I 
turnaround  for  the  company.  In  the  late 
1990s,  Acer's  brand-name  PCs  faced  cut- 
throat competition  while  its  contract  | 
manufacturing  division  (which  built  ma- 
chines for  the  likes  of  Dell  and  IBM)  fell  I 
behind  rivals  that  focused  exclusively  on  | 
outsourcing  work.  Acer's  would-be  cus- 
tomers worried  that  by  outsourcing  to 
Acer  they  were  helping  a  competitor. 

TOTAL  OVERHAUL 

ACER  NEEDED  strong  medicine.  So  three 
years  ago,  Shih  and  Wang  came  up  with  a 
bold  plan  to  remake  the  company.  To 
eliminate  the  conflict-of-interest  problem, 
they  spun  off  the  contract  manufacturing 
business,  the  consumer-electronics  divi- 
sion, and  a  venture  that  manufactures  liq- 
uid-crystal display  panels.  And  today, 
Acer  outsources  all  the  manufacturing  of 
Acer-brand  products. 

The  strategy  has  paid  off  best  in  Europe. 
Acer  is  the  leading  notebook  seller  in  Italy, 
Germany,  and  the  Netherlands,  and  its 
profile  has  been  boosted  by  marketing 
ploys  such  as  a  bright  red  laptop  co-brand- 
ed with  Ferrari.  But  Acer's  real  strength  de- 
rives from  a  strategy  of  working  with  mid- 
dlemen, such  as  Ingram  Micro  Inc.  and 
Tech  Data  Corp.,  to  boost  sales  to  corpora- 
tions and  specialized  computer  stores. 
While  other  companies  focus  on  direct 
sales,  Acer  maintains  a  close  relationship 
with  dealers,  says  Fabrizio  Cucchi,  owner 
of  Absolute,  a  Milan  distributor.  Acer  exec- 
utives "are  interested  in  who  sells  their 
product  and  how,"  he  says. 

The  U.S.  may  prove  tougher  to 
crack  In  the  '90s  the  company 
spent  too  much  time  chasing  U.S. 
consumers  rather  than  corporate 
customers,  and  its  market  share 
fell  to  just  2.2%  in  1999,  from  4.7% 
in  1996.  This  time,  Acer  will  focus 
on  selling  to  corporations  via  dis- 
tributors, the  method 
that's  bringing  it  suc- 
cess in  Europe.  The 
goal:  $1  billion  in  U.S. 
sales  by  2007.  Ambi- 
tious, yes.  But  certain- 
ly    within     reach— 
which    means    Stan 
Shih  should  be  able  to 
hold  his  head  high  in 
retirement  after  all.  ■ 
-By  Bruce  Einhorn 
in  Taipei,  with  Andy 
Reinhardt  in  Paris 
and  Maureen  Kline 
in  Milan 
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Democracy  on  the  Ropes 

With  corruption  and  economic  woes  rising,  Latin  America  is  disillusioned 


LATE  IN  APRIL,  TWO  things  hap- 
pened to  show  what  a  sorry  state 
Latin  America  is  in.  First,  a  new 
U.N.  Development  Program 
(UNDP)  poll  of  more  than 
20,000  people  was  published:  It  shows 
that  a  majority  of  Latin  Americans— 
54.7%— would  support  authoritarian 
governments  over  democracy  if  that 
would  solve  their  economic  problems. 

Still,  a  poll  is  kind  of  an  impersonal 
way  to  show  dissatisfaction.  To  see 
what's  really  happening,  you  have  to 
take  to  the  streets,  as  so  many 
Latins  are  doing.  On  Apr.  22,  the  day 
after  the  UNDP  poll  came  out, 
20,000  Bolivians  protested  in  the 
Andean  nation's  capital  to  demand 
the  resignation  of  President  Carlos 
Mesa,  just  six  months  after  his  pred- 
ecessor was  forced  out  of  office  by 
nationwide  demonstrations.  Boli- 
vians suspect  the  ruling  elite  of  ex- 
porting the  country's  natural  gas  be- 
low the  market  price  and  failing  to 
use  the  revenues  to  improve  the  lives 
of  the  60%  of  the  population  that  lives  in  poverty.  Bolivians  may 
not  want  a  return  to  the  brutal  military  regimes  of  the  1980s,  but 
they  certainly  don't  cherish  the  democratic  ideal  right  now. 

U.S.  policymakers  should  note  the  UNDP  report  with  interest. 
But  they  should  view  what's  happening  in  Bolivia  and  else- 
where in  Latin  America  with  deep  alarm.  Bit  by  bit,  the  citizens 
of  Latin  America's  mean  streets  are  concluding  that  democra- 
cy isn't  delivering.  This  is  happening  even  in  countries  where 
the  elected  rulers  seemed  to  fulfill  the  hopes  of  the  people.  In 
Peru,  Stanford  University- educated  economist  Alejandro  Tole- 
do is  the  first  President  of  Indian  origin  and  a  democratic  al- 
ternative to  the  strong-arm  rule  of  ousted  leader  Alberto  Fuji- 
mori. Yet  Toledo's  approval  rating  recently  slipped  to  8% 
because  of  corruption  allegations  and  a  failure  to  make  much 
improvement  in  citizens'  lives  after  three  years  in  office.  In 
Mexico,  one  poll  says  70%  of  Mexicans  have  little  or  no  faith  in 
their  legislators.  In  Brazil,  the  government  of  President  Luiz  In- 
acio  Lula  da  Silva— the  choice  of  the  working  class— has  only  a 
28%  approval  rating.  In  the  past  four  years,  elected  Presidents 
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in  four  of  the  Hemisphere's  countries  have  been  removed  by 
force,  most  recently  in  Haiti. 

Democracy  just  cannot  be  taken  for  granted  in  the  region— 
not  when  poverty  is  spreading.  In  2003, 43.9%  of  Latin  Amer- 
icans lived  in  poverty,  up  from  40.9%  in  1980.  And  not  when 
Latin  America  today  has  the  most  unequal  distribution  of 
wealth  of  any  region  in  the  world— even  worse  than  Africa's. 

Latin  America's  democratically  elected  leaders  can't  seem  to 
alter  those  numbers.  Some  of  these  leaders  are  corrupt;  others 
can't  make  headway  against  problems  that  have  been  decades 
in  the  making,  such  as  inadequate  education  and  health  care. 
The  most  galling  thing  is  that  the  problems  persist  even  when 
the  global  economic  cycle  favors  this  commodity-dependent  re- 
gion. "Countries  throughout  Latin  America  can  always  gener- 
ibm  ate  enough  foreign  exchange  by  ex- 
ports to  keep  the  elites  and  the 
bureaucrats  happy,  but  they  never 
get  around  to  distributing  anything 
to  the  rest  of  the  people,"  says  Ri- 
ordan  Roett,  director  of  the  West- 
ern Hemisphere  program  at  Johns 
Hopkins  University's  Paul  H.  Nitze 
School  of  Advanced  International 
Studies.  Roett,  who  has  studied  the 
region  for  42  years,  says  he  has 
never  been  this  pessimistic  about 
Latin  America. 

Yet  progress  is  possible.  Take 
Costa  Rica:  Back  in  1948,  the 
country  eliminated  its  armed 
forces  and  proceeded  to  spend  the 
savings  on  education  instead.  To- 
day, the  country's  workforce  is  ed- 
ucated enough  to  attract  invest- 
ment from  the  likes  of  Intel  Corp. 
In  Chile,  when  the  country  re- 
turned to  democracy  in  1990  after 
17  years  of  military  rule,  political 
parties  drafted  a  plan  of  national 
reconciliation  that  agreed  on  social 
and  economic  priorities.  Today 
Chile  is  one  of  the  few  countries  in 
the  region  that  has  managed  to  re- 
duce poverty  significantly. 

Latin  Americans  can  make 
democracy  work  to  improve  their  lives  if  they  cooperate  across 
party  lines  and  focus  on  essentials  such  as  education.  But  it  will 
take  more  than  voting— and  marching— to  reap  the  "democra- 
cy bonus"  the  region  so  desperately  needs.  ■ 
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There's  not  much  we  can 
do  about  our  dependence 
on  foreign  oil.  We  only 
have  so  many  reserves." 

▲  Laron  Johnson  and  Rima  Koka /Medical  Professionals 


i 

Though  we  do  have  some  options.  As  we  continue  to  invest  in 
alternative  energy  sources  like  solar,  the  immediate  need  for 
oil  and  gas  still  remains.  Over  a  ten-year  period,  we're  investing 
$15  billion  in  the  Gulf  of  Mexico  to  find  and  produce  new 
energy  supplies. Today,  over  60%  of  the  oil  we  use  to  make 
fuels  in  the  U.S.  comes  from  North  America. 

It's  a  start. 
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Shaking  the  Timbers 
Of  the  House  of  Saud 


THE  U.S.  EMBASSY  SECURITY  officer  didn't  mince  words.  "You 
should  get  the  f—  out  of  here,"  he  told  representatives  of  Amer- 
ican companies  at  a  May  4  meeting  in  Riyadh.  After  gunmen 
killed  five  employees  of  engineering  firm  ABB  Lummus  Global  at 
a  refinery  part-owned  by  Exxon  Mobil  Corp.  at  Yanbu  on  May  1, 

expats  in  the  kingdom  are  listening.  ABB      skills  to  deal  with  committed  militants. 


has  evacuated  about  90  employees,  and 
other  companies  are  reducing  head  counts. 

It  is  dawning  on  everyone  who  does 
business  with  the  kingdom  that  the  Saudi 
government  is  locked  in  a  long,  vicious 
struggle  with  Islamic  militants  that  threat- 
ens to  send  wave  after  wave  of  jitters 
through  the  oil  markets  and  shake  the  tim- 
bers of  the  House  of  Saud.  Oil  prices  hit  13- 
year  highs  of  almost  $39  per  barrel  on  May 
4  as  traders  panicked  about  the  possibility 
of  disruptions  of  shipments  from  the 
world's  largest  exporter.  With  only  2  mil- 
lion to  3  million  barrels  per  day  of  spare  ca- 
pacity in  the  world,  any  disruption  of  Sau- 
di crude  flows  would  send 
prices  into  the  stratosphere. 
A  mass  exodus  of  Western 
oil  technicians  could  also 
have  a  long-term  impact  on 
the  Saudis'  ability  to  manage 
their  industry. 

Saudi  oil  officials  say  the 
worries  about  supply  outages 
are  exaggerated  and  that 
their  facilities  can  function  in 
the  toughest  environments. 
"It's  going  to  take  a  lot  more 
than  people  running  around 
shooting  AK-47s  to  disrupt 
our  operations,"  says  Sadad 
Husseini,  who  recently  re-  ^^^™ 
tired  as  executive  vice-presi- 
dent for  exploration  and  production  at  Sau- 
di Aramco.  But  traders  aren't  listening.  "If 
something  happens  in  Saudi  Arabia,  the  fu- 
tures markets  are  going  to  react  swiftly  and 
upward,"  says  Adam  Sieminski,  an  oil  ana- 
lyst at  Deutsche  Bank  in  London. 

The  betting  is  that  the  markets  won't  re- 
lax about  Saudi  Arabia  soon.  While  the 
Saudis  have  woken  up  to  the  dangers  posed 
by  Islamic  fanaticism,  diplomats  in  the 
kingdom  are  skeptical  that  they  have  the 
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Can  the  Saudis 
combat  terror? 


Moreover,  the  reforms  that  many  Saudis 
think  are  needed  to  assuage  growing  dis- 
content seem  to  be  losing  momentum.  "If 
you  don't  have  genuine,  comprehensive  re- 
forms, more  young  men  will  throw  them- 
selves in  the  arms  of  xhejihadis"  says  Mai 
Yamani,  research  fellow  at  the  Royal  Insti- 
tute of  International  Affairs  in  London. 

PROMISES,  PROMISES 

UNDER  CROWN  PRINCE  Abdullah,  the 
kingdom  has  whipped  its  often  shaky  fi- 
nances into  shape,  thanks  in  part  to  boom- 
ing oil  revenues.  But  hoped-for  political 
changes  such  as  elections  for  the  Consulta- 
tive Council  have  been  slow 
to  materialize.  The  Crown 
Prince  promised  elections 
for  municipal  councils  this 
fall,  but  preparations  are 
lagging.  Particularly  dis- 
couraging were  the  arrests 
in  late  March  of  a  dozen 
moderate  reformists  on  the 
eve  of  a  visit  by  U.S.  Secre- 
tary of  State  Colin  L.  Powell. 
Apparently  hard-liners  in 
the  royal  family  were 
alarmed  at  calls  for  a  constitutional 
monarchy  and  wanted  to  send  a 
message  to  the  U.S.  to  back  off  on  its 
push  for  democracy.  "All  we  have 
heard  is  promises;  we  haven't  seen  a 
single  sign  of  practical  reform,"  says 
Mohsen  Al-Awajy,  a  leading  critic  of 
the  government. 

Events  in  Iraq  such  as  the  siege  of  Fallu- 
jah  have  energized  the  Saudi  jihadists. 
"Join  the  brothers  in  Fallujah,"  shouted  the 
killers  in  Yanbu  as  they  displayed  a 
dragged  corpse  to  students  at  a  school.  In 
such  an  atmosphere,  the  royals  are  likely  to 
hunker  down  and  take  few  risks.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

A  TALK  WITH  IRAQ'S 
FINANCE  MINISTER 

ON  JULY  1,  Iraq's  government 
will  move  from  being  a  U.S. 
protectorate  to  a  council  of 
appointed  leaders  most  likely 
working  under  a  U.N.  umbrella. 
No  one  knows  what  will  happen 
to  the  strife-torn  nation  after 
that.  But  Finance  Minister  Kamil 
Al-Gailani  thinks  the  sooner  the 
government  becomes  one  of 
"Iraq  for  Iraqis"  through  a 
general  election,  the  better.  "A 
large  part  of  the  country  is 
stable  and  ready  to  grow,"  he 
insists.  "The 

Kamil  Al- 
Gailani 
thinks 
quick 
elections 


are  key 


violence  and 
insurgency 
are  mainly 
in  a  few 
cities." 

In  an 
interview  in 
New  York 
on  May  4, 
Al-Gailani 
also 

suggested 
that  U.S. 

troops  ringing  cities  such  as 
Fallujah  should  be  moved  out 
to  guard  the  nation's  borders. 
He  believes  most  of  the 
insurgents,  who  could  range  in 
numbers  from  2,000  to  4,000, 
come  from  outside  the  country. 
There  may  be  some  Iraqis  in 
Fallujah  "guiding  the 
outsiders,"  he  says,  but  they 
are  not  interested  in  fighting 
the  U.S.  Al-Gailani  argues  that 
freshly  trained  Iraqi  police  and 
military  must  be  trusted  to 
manage  security. 

Al-Gailani  says  Iraqi  oil 
revenues,  plus  funds  from  the 
U.N.,  World  Bank,  and  the  U.S., 
are  expected  to  add  up  to  an 
adequate  $33  billion  budget  for 
this  year.  He  also  hopes  Iraq's 
creditors,  largely  from  Europe, 
Russia,  and  the  Gulf  states,  will 
agree  to  cut  its  $120  billion  in 
foreign  debt.  A  meeting  of 
officials  from  Iraq  and  creditor 
nations  is  expected  in  June. 
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McMillan  You 

can't  "get  away 
with  creating  a 
mediocre  game" 


Keeping  You  Glued 
To  the  Couch 

In  video  games,  top  developer 
Electronic  Arts  zaps  the  competition 


IN  THE  $15.5  BILLION  WORLD- 
wide  game-software  business,  Elec- 
tronic Arts  Inc.  is  king.  With  12 
studios  around  the  world,  the  Red- 
wood City  (Calif.)  company  cranks 
out  a  roster  of  best-selling  tides,  in- 
cluding MVP  Baseball,  Madden  NFL, 
FIFA  Soccer,  Harry  Potter,  The  Lord  of  the 
Rings,  and  James  Bond.  In  an  industry 
where  many  titles  sell  hundreds  of  thou- 
sands of  copies,  EA  routinely  sells  1  million 
or  more  of  its  hits  for  all  the  game  con- 
soles: Xbox,  PlayStation  2,  and  Nintendo's 
GameCube.  That  track  record  has  console 
makers  panting  for  its  titles,  while  movie 
studios  and  pro  sports  leagues  rush  to  sell 
the  company  the  rights  to  their  names. 
"EA  support  has  become  a  stamp  of  ap- 
proval that  gamers,  retailers,  studio  talent, 
and  investors  look  for,"  says  Chief  Execu- 
tive Lawrence  F.  Probst  III,  53. 

Indeed,  in  its  fiscal  year  ended  Mar.  31, 
the  company  had  net  income  of  $577.3 
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million,  up  82%  from  a  year 
ago,  while  revenues  climbed 
19%,  to  $2.96  billion.  And  its 
strong  2003  performance 
landed  it  the  No.  10  spot  on  the 
BW50,  BusinessWeek?  s  ranking 
of  the  50  top-performing  pub- 
lic companies.  EA  now  expects 
revenues  of  $3.25  billion  to  $3.4  billion 
next  year.  Says  Kevin  Bachus,  an  original 


The  Best  Performers 


Xbox  developer:  "EA 
is  the  darling  of  the 
industry." 
^^^^  For     fickle     con- 

sumers, though,  youre 
only  as  good  as  your  last  winning  game. 
That's  why  EA  works  so  hard  to  stay  on  top 
of  what  is  essentially  a  fad-driven  business. 
It  tries  to  lock  up  rights  to  the  movies  and 
sports  leagues  that  capture  the  imagina- 
tions of  its  core  young  male  market,  all 
while  avoiding  the  extreme  violence,  sexu- 
al content,  or  vulgarity  that  would  offend 
parents.  Since  recruiting  and  retaining  the 
software  engineers  it  needs  is  becoming 
especially  tough,  it's  forming  relationships 
with  the  schools  that  turn  out  the  best 
game  developers.  And  it  makes  sure  that 
those  programmers  work  closely  with 
marketers  to  produce  games  that  its  cus- 
tomers actually  want  to  play. 

ZERO  TOLERANCE 

FOR  THE  22-YEAR-OLD  company,  keep- 
ing its  edge  will  become  harder  as  gamers 
mature  and  demand  ever-better  stories 
and  graphics.  There's  no  tolerance— and 
no  market— for  games  that  are  anything 
less  than  top-notch.  Remember  Tomb 
Raider?  The  movies  and  games  are  fa- 
vorites, but  Eidos  PLC's  Lara  Croft:  Tomb 
Raider:  Angel  of  Darkness  was  one  in  the 
series  that  was  considered  a  dud.  EA's  oth- 
erwise successful  The  Sims  was  a  non- 
starter  as  an  online  game,  as  was  its  NBA 
Live  video  game  one  season.  "Ten  years 
ago,  you  could  get  away  with  creating  a 
mediocre  game.  Now,  with  the  cost  and 
competition,  you  don't  have  that  luxury," 
says  Bruce  McMillan,  executive  vice-pres- 
ident of  EA  Worldwide  Studios. 

EA  increases  its  odds  of 
staying  on  top  by  locking  up 
rights  to  major  sports  and 
movie  franchises.  The  sports 
tides  like  Madden  NFL  and  MVP 
Baseball  are  especially  impor- 
tant, since  yearly  updates  keep 
fans  coming  back  for  new  ver- 
year  after  year.  Activision  Inc.  and 
THQ  Inc.  have  hit  games  in  so-called  ex- 


sions, 


Playing  To  Win 


Electronic  Arts 
copped  the  top  spots 
in  U.S.  2003  video- 
game sales.  Its  football 
and  street  racing  titles 
outsold  the  next  three 
best-sellers  combined 


UNITS  SOLD 
(MILLIONS) 


1  Madden  NFL  2004 


Electronic  Arts 


3.1 


1.4 


2  Need  for  Speed  Underground  Electronic  Arts 

3  Legend  of  Zelda:  The  Wind  Waker  Nintendo  America    1.4 

4  Grand  Theft  Auto:  Vice  City  Take-Two  Interactive  1.3 

5  Mario  Kart:  Double  Dash!!  Nintendo  America    1.2 

Data:  NPD  Group/NPD  FurxJw 


High  performers  create 
their  own  opportunities. 
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Go  on.  Be  a  Tiger. 


High  performance  isn't  measured  by  how  well  you 
make  the  obvious  moves,  but  how  innovatively  you 
pull  off  the  tough  ones.  To  see  how  Accenture  can 
help  your  business  be  a  high-performance  business, 
visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 


treme-sports  games  such  as  skateboard- 
ing and  snowboarding,  a  smaller,  al- 
though still  lucrative  franchise.  One 
thing  EA  won't  do  is  build  games  based 
on  objectionable  content.  Grand  Theft 
Auto,  a  best-selling  game  from  Take-Two 
Interactive  Software  Inc.,  has  drawn  fire 
from  parents  and  teachers  concerned 
about  the  violence  and  vulgarity.  EA  has 
vowed  to  stay  away  from  gratuitous  vio- 
lence, even  though  some  analysts  say 
that  stance  forces  EA  to  cede  too  much  of 
the  market  to  rivals. 

To  create  good  games,  which  cost  up 
to  $10  million  a  pop,  EA  is  scrambling 
for  skilled  developers,  who  are  becoming 
more  scarce.  Not  only  must  developers 
be  able  to  construct  interesting  stories 
and  have  the  talent  to  draw  characters, 
but  they  must  also  be  able  to  do  compli- 
cated calculations  to  take  advantage  of 
cutting-edge  graphics.  One  reason  EA 
has  design  studios  around  the  world  is 
to  take  advantage  of  talent  outside  the 
U.S.  And  in  March  the  company  gave  the 
University  of  Southern  California's 
School  of  Cinema-Television  $8  million 
to  fund  a  game-development  program. 

EA's  main  studio  near  Vancouver, 
where  1,200  de- 

A  n  V  PTmH  siS^^,  work  even 
j^iiy  guwu     more  like  a  col. 

game  idea  le.se  ^^  most 
can  be 


explained 
in  30 
seconds 


high-tech  compa- 
nies. Developers 
wear  jeans  and  T- 
shirts,  work  with 
toys,  and  bring 
players  to  the 
third-floor  basket- 
ball court  to 
check  out  moves. 
Management  also 
insists  that  gamers  work  with  market- 
ing teams  to  keep  their  game  concepts 
fresh.  They  practice  with  the  "30-sec- 
ond  elevator  test."  If  you  can't  explain 
the  game  during  a  typical  ride,  some- 
thing is  wrong. 

Right  now,  EA  and  other  game  mak- 
ers face  an  extra  challenge.  The  next- 
generation  Xbox  console  is  scheduled  to 
hit  the  market  in  late  2005,  with  updat- 
ed PlayStations  and  GameCubes  to  fol- 
low soon  after.  That  means  EA  and  its  ri- 
vals will  have  to  create  games  in  a 
relatively  short  amount  of  time  for  con- 
soles that  will  be  far  more  sophisticated. 
"There's  always  some  disruption  when 
cycles  change  over."  says  Standard  & 
Poor's  analyst  Jonathan  Rudy.  It  will  be 
a  test  of  whether  EA  has  the  playbook 
that  can  keep  it  at  the  top  of  its  game.  ■ 
-By  Cliff  Edwards  in  Vancouver 
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A  Bittersweet 


Birthday 


Decades  of  progress  on  integration  have 
been  followed  by  disturbing  slippage 


ORLEANS,  196 

years  after  Brc 
federal  marshals 
escort  Ruby  Bridg 


MAY  17  MARKS  THE  50TH  ANNIVERSARY  of  Brown  v.  Board  of  Edu- 
cation, the  landmark  Supreme  Court  ruling  that  declared 
racially  segregated  "separate  but  equal"  schools  unconstitu- 
tional. The  case  is  widely  regarded  as  one  of  the  court's  most 
important  decisions  of  the  20  th  century,  but  the  birthday  cel- 
ebration will  be  something  of  a  bittersweet  occasion.  There's 
no  question  that  African  Americans  have  made  major  strides 
since- economically,  socially,  and  educationally.  But  starting 
in  the  late  1980s,  political  backlash  brought  racial  progress  to 
a  halt.  Since  then,  schools  have  slowly  been  resegregating, 
and  the  achievement  gap  between  white  and  minority  school- 
children has  been  widening  again.  Can  the  U.S.  ever  achieve 
the  great  promise  of  integration?  Some  key  questions  follow: 


What  did  the  court  strike  down  in  1954? 

Throughout  the  South  and  in  border 
states  such  as  Delaware,  black  and  white 
children  were  officially  assigned  to  sepa- 
rate schools.  In  Topeka,  Kan.,  the  lead  city 
in  the  famous  case,  there  were  18  ele- 
mentary schools  for  whites  and  just  4  for 
blacks,  forcing  many  African  American 
children  to  travel  a  long  way  to  school. 
The  idea  that  black  schools  were  "equal" 
to  those  for  whites  was  a  cruel  fiction, 
condemning  most  black  kids  to  a  grossly 
inferior  education. 

Surely  we've  come  a  long  way  since  then? 

Yes,  though  change  took  a  long  time. 
Over  99%  of  Southern  black  children 
were  still  in  segregated  schools  in  1963. 
The  1960s  civil  rights  movement  eventu- 
ally brought  aggressive  federal  policies 
such  as  busing  and  court  orders  that 
forced  extensive  integration,  especially  in 
the  South.  So  by  1988, 44%  of  Southern 
black  children  were  attending  schools 
where  a  majority  of  students  were  white, 
up  from  2%  in  1964.  "We  cut  school  de- 
segregation almost  in  half  between  1968 
and  1990,"  says  John  Logan,  director  of 
the  Lewis  Mumford  Center  for  Compara- 
tive Urban  &  Regional  Research  at  State 
University  of  New  York  at  Albany. 

What's  the  picture  today? 

There  have  been  some  real  gains.  The 
share  of  blacks  graduating  from  high 
school  has  nearly  quadrupled  since 
Brown,  to  88%  today,  while  the  share  of 
those  ages  25  to  29  with  a  college  degree 
has  increased  more  than  sixfold,  to  18%. 
Another  important  trend  is  in  housing, 
which  in  turn  helps  determine  the  charac- 
teristics of  school  districts.  Residential  in- 
tegration is  improving,  albeit  at  a  glacial 
pace.  There's  still  high  housing  segrega- 
tion in  major  metropolitan  areas,  but  it 
has  fallen  four  percentage  points,  to  65%, 
on  an  index  developed  by  the  Mumford 
Center.  Some  of  the  gains  are  happening 
in  fast-growing  new  suburbs  where  race 
lines  aren't  so  fixed.  A  few  big  cities  have 
improved,  too.  In  Dallas,  for  example, 
black-white  residential  segregation  fell 
from  78%  in  1980  to  59%  in  2000. 

Why  haven't  schools  continued  to 
desegregate,  too? 

The  increased  racial  mixing  in  housing 
hasn't  been  nearly  large  enough  to  offset 
the  sheer  increase  in  the  ranks  of  minori- 
ty schoolchildren.  While  the  number  of 
white  elementary  school  kids  remained 
flat,  at  15.3  million,  between  1990  and 
2000,  the  number  of  black  children 
climbed  by  800,000,  to  4.6  million,  while 


50  Years  Later: 
A  Mixed  Record 

The  Supreme  Court's  historic  1954 
decision  in  Brown  v.  Board  of 
Education  outlawed  "separate  but 
equal"  schools  for  blacks.  For  a 
generation  afterward,  schools 
integrated,  and  blacks  narrowed  the 
achievement  gap  with  whites.  But 
blacks  have  lost  ground  since 
support  for  integration  began  to 
wane  in  the  1980s. 

PROGRESS,  THEN  RETREAT 
ON  INTEGRATION... 

Percentage  of  black  students  attending 

schools  that  are  50%  or  more  minority 

1968                                                 77% 

1988                                                 63 

2001                                                 72 

...ON  ACHIEVEMENT... 

Average  score  for  17-year-olds  on  National 
Assessment  of  Educational  Progress  on: 

READING 

YEAR 

WHITES 

BLACKS 

GAP* 

1971 

291 

239 

52 

1988 

295 

274 

21 

1999 

295 

264 

31 

MATH 

1978 

306 

268 

38 

1990 

309 

289 

20 

1999 

315 

283 

32 

•A  gap  of  10  points  is  roughly  equal  to  one  year  of  school  So  in  1971. 
black  17-year-olds  were  approximately  five  years  behind  their  white 
counterparts 

...AND  ON  ATTAINMENT 

Graduation  rate  of  25-  to  29-year-olds 
from: 

HIGH  SCHOOL 

YEAR 

WHITES 

BLACKS 

GAP* 

1950 

56% 

24% 

32 

1980 

89 

77 

12 

2002 

93 

88 

5 

COLLEGE 

1950 

8% 

3% 

5 

1980 

25 

12 

13 

2002 

36 

18 

18 

**ln  percentage  points 

Data:  Harvard  University  Civil  Rights  Protect.  Education  Dept 

Hispanic  kids  jumped  by  1.7  million,  to 
4.3  million.  The  result:  Minorities  now 
comprise  40%  of  public  school  kids,  vs. 
32%  in  1990.  And  as  the  nonwhite  popu- 
lation has  expanded,  so  have  minority 
neighborhoods— and  schools. 

So  minorities  have  lost  ground? 

Yes,  in  some  respects.  By  age  17,  black  stu- 
dents are  still  more  than  three  years  be- 
hind their  white  counterparts  in  reading 
and  math.  And  whites  are  twice  as  likely  to 
graduate  from  college.  Taken  as  a  whole, 
U.S.  schools  have  been  resegregating  for 
15  years  or  so,  according  to  studies  by  the 
Harvard  University  Civil  Rights  Project 
(table).  "We're  celebrating  [Brown]  at  a 
time  when  schools  in  all  regions  are  be- 
coming increasingly  segregated,"  says 
project  co-director  Gary  Orfield. 

What  role  has  the  political  backlash 
against  integration  played? 

The  courts  and  politicians  have  been 
pulling  back  from  integration  goals  for 
quite  a  while.  In  1974,  the  Supreme  Court 
ruled  that  heavily  black  Detroit  didn't 
have  to  integrate  its  schools  with  the  sur- 
rounding white  suburbs.  Then,  in  the 
1980s,  the  growing  backlash  against  bus- 
ing and  race-based  school  assignment  led 
politicians  and  the  courts  to  all  but  give 
up  on  those  remedies,  too. 

So  what  are  the  goals  now? 

The  approach  has  shifted  dramatically. 
Instead  of  trying  to  force  integration,  the 
U.S.  has  moved  toward  equalizing  educa- 
tion. In  a  growing  number  of  states,  the 
courts  have  been  siding  with  lawsuits  that 
seek  equal  or  "adequate"  funding  for  mi- 
nority and  low-income  schools. 

The  No  Child  Left  Behind  Act  goes 
even  further.  It  says  that  all  children  will 
receive  a  "highly  qualified"  teacher  by 
2006  and  will  achieve  proficiency  in  math 
and  reading  by  2014.  It  specifically  re- 
quires schools  to  meet  these  goals  for 
racial  subgroups.  Paradoxically,  it  sounds 
like  separate  but  equal  again.  Both  the 
equal-funding  suits  and  No  Child  Left  Be- 
hind aim  to  improve  all  schools,  whatev- 
er their  racial  composition.  Integration  is 
no  longer  the  explicit  goal. 

Can  schools  equalize  without  integrating? 

It's  possible  in  some  cases,  but  probably 
not  for  the  U.S.  as  a  whole.  The  Educa- 
tion Trust,  a  nonprofit  group  in  Wash- 
ington, D.C.,  has  identified  a  number  of 
nearly  all-black,  low-income  schools 
that  have  achieved  exceptional  test  re- 
sults. But  such  success  requires  out- 
standing leadership,  good  teachers,  and 
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a  fervent  commitment  to  high  standards. 
These  qualities  are  far  more  difficult  to 
achieve  in  large  urban  schools  with  many 
poor  kids— the  kind  most  black  and  His- 
panic students  attend.  The  average  mi- 
nority student  goes  to  a  school  in  which 
two-thirds  of  the  students  are  low-in- 
come. By  contrast,  whites  attend  schools 
that  are  just  30%  low-income. 

So  are  black-white  achievement  gaps  as 
much  about  poverty  as  race? 

Yes,  which  is  why  closing  them  is  difficult 
with  or  without  racial  integration.  Studies 
show  that  middle-class  students  tend  to 
have  higher  expectations,  more  engaged 
parents,  and  better  teachers.  Poor  chil- 
dren, by  contrast,  often  come  to  school 


they  take  enormous  political  commit- 
ment. One  example  that  education-sys- 
tem reformers  love  to  highlight  is  Wake 
County,  N.C.,  whose  110,000-student 
school  district  includes  Rajeigh.  In 
2000,  it  adopted  a  plan  to  ensure  that 
low-income  students  make  up  no  more 
than  40%  of  any  student  body.  It  also 
capped  those  achieving  under  grade 
level  at  25%.  Moreover,  it  used  magnet 
schools  offering  specialized  programs, 
such  as  one  for  girted  children,  to  help 
attract  middle-income  children  to  low- 
income  areas. 

Already,  91%  of  the  county's  third-  to 
eighth-graders  work  at  grade  level  in 
math  and  reading,  up  from  84%  in  1999. 
More  impressive,  75%  of  low-income 


ST.  LOUIS,  2004  with  far  more  per- 

Meeting  No  Child's  sonal  problems.  Yet 
goals  would  cost  poor  schools  are 
^estimated  more  i^iy  t0  get 

$50  billion  yearly  •  f  •  'hers 
in  additional  funds  mte™T  jeacners, 
HHHaH  such  as  those  who 

didn't  major  in  the 
subject  they  teach.  Many  poor  schools  also 
lose  as  many  as  20%  of  their  teachers  each 
year,  while  most  middle-class  suburban 
schools  have  more  stable  teaching  staffs. 
"Research  suggests  that  when  low- 
income  students  attend  middle-class 
schools,  they  do  substantially  better," 
says  Richard  Kahlenberg,  senior  fellow  at 
the  Century  Foundation,  a  public  policy 
think  tank  in  New  York  City. 

Is  it  possible  to  achieve  more  economic 
integration? 

There  are  a  few  shining  examples,  but 


kids  are  reading  at  grade  level,  up  from 
just  56%  in  1999,  as  are  78%  of  black 
children,  up  from  61%.  "The  academic 
payoff  has  been  pretty  incredible,"  says 
Walter  C.  Sherlin,  a  28-year  Wake 
County  schools  veteran  and  interim  di- 
rector of  the  nonprofit  Wake  Education 
Partnership. 

Could  this  serve  as  a  national  model? 

For  that  to  happen  in  many  cities,  school 
districts  would  have  to  merge  with  the 
surrounding  suburbs.  Wake  County  did 
this,  but  that  was  back  in  the  1970s  and 
part  of  a  long-term  plan  to  bring  about 
racial  integration.  In  the  metro  Boston 
area,  by  contrast,  students  are  balka- 
nized  into  dozens  of  tiny  districts,  many 
of  which  are  economically  homoge- 
neous. The  result:  Some  70%  of  white 
students  attend  schools  that  are  over  90% 


white  and  over- 
whelmingly mid- 
dle-class. Mean- 
while, 97%  of  the 
schools  that  are 
over  90%  minori- 
ty are  also  high- 
poverty.  Similar 
patterns  exist  in 
most  major  cities, 
but  most  afflu- 
ent white  sub- 
urbs aren't  likely 
to  swallow  a  move 


Nationally, 
there  are 
still  huge 
inequities 
in  school 
funding 

like  Wake  County's. 


How  important  is  funding  equality  within 
states? 

If  s  critical,  especially  if  segregation  by  in- 
come and  race  persists.  Massa- 
chusetts, for  instance,  has  nearly 
tripled  state  aid  to  schools  since 
1993,  with  over  90%  of  the  mon- 
ey going  to  the  poorest  towns. 
That  has  helped  make  Massachu- 
setts a  national  leader  in  raising 
academic  achievement. 

Nationally,  though,  there  are 
still  huge  inequities  in  school 
spending,  with  the  poorest  dis- 
tricts receiving  less  money  than 
the  richest— even  though  low-in- 
come children  are  more  expensive 
to  educate.  Fixing  these  imbal- 
ances would  be  cosdy.  Even  in 
Massachusetts,  a  lower  court  judge 
ruled  on  Apr.  26  that  the  system 
still  shortchanges  students  in  the 
poorest  towns.  Nationally,  it 
would  cost  more  than  $50  billion 
a  year  in  extra  funding  to  correct 
inequities  enough  to  meet  the 
goals  of  No  Child,  figures  Anthony 
P.  Carnevale,  a  vice-president  at 

Educational  Testing  Service. 

If,  somehow,  the  U.S.  could  achieve  more 
economic  integration,  would  racial 
integration  still  be  necessary? 

Proficiency  on  tests  isn't  the  only  aim.  As 
the  Supreme  Court  said  last  year  in  a 
landmark  decision  on  affirmative  action 
in  higher  education:  "Effective  participa- 
tion by  members  of  all  racial  and  ethnic 
groups  in  the  civic  life  of  our  nation  is  es- 
sential if  the  dream  of  one  nation,  indi- 
visible, is  to  be  realized."  If  s  hard  to  see 
how  students  attending  largely  segregat- 
ed schools,  no  matter  how  proficient, 
could  be  adequately  prepared  for  life  in 
an  increasingly  diverse  country.  In  this 
sense,  integrating  America's  educational 
system  remains  an  essential,  though  still 
elusive,  goal.  ■ 

-By  William  C.  Symonds  in  Boston 
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Will  Souping  Up 
TiVoSavelt? 

Why  investors,  spooked  by  the  competition, 
may  be  fled  ng  its  stock  too  soon 


ICHAEL        RAMSAY, 

chief    executive    oi 

'I'iVo  inc.,  bus  betid 
tin-  eulogies  lor  his 
pioneering  company 
mam    tunes    before. 

digital     video 

recorders,  which  lei  viewer,  pause  live 'IV, 

zip  through  commercials,  and  ;uitom;iti 
cally  record  then  favorite  programs,  are 

suddenly  hot.  And  yes,  I  iVo's  name  has 
become  virtually  synonymous  with  the 
technology.  Hut  the  five  yen  old  company 
laics  an  onslaught  of  competition,  ;ind  its 

TiVo:  Outside 
The  Box 

Five  years  ago,  TiVo  unveiled 
digital  video  recorders  that 
pause  and  record  TV,  and  its 
success  has  attracted  a  flock  of 
rivals.  Here's  how  it's  fighting  back: 


strategic  position  seems  hopeless.  Most  of 
n  customers  buy  stand  alone  boxes, 
then    pay    $12.95   a    month    for   Ti\ 

time  shifting"  Mow,  cable  com 

panics  an-  beginning  to  offer  similar  serv- 
ice! for  lower  subscription  rates  with  no 
up  I ron I  cost.  Worse,  Rupert  Murdoch's 
DirecTV,  TiVo's  biggest  customer,  is  con 
ridering  using  technology  from  another 
Murdoch  company  to  replace  I  iV'o  in  at 
least  some  of  its  satellite  bo.\e  ,  lir.estors 
Certainly  are  spooked.  TiWs  stock  is 
down  50%  since  last  Jul  v.  to  less  than  $7. 
"People  are  assuming  the  worst,     says 


analyst  David  Farina  oi  investment  bank 
William  Blau  I  Co. 
Mm  tap  thai  pause  button  fa  a  moment 

A  close  look  at  Ramsay's  new  plans  lor  the 

i  oiupauN  MggeetJ  that  any  requiem  for 

TiVo  mav  be  piematme.  I  |e  |  pushing  lo 
makcTiVo  less  dependent  on  stand  alone 
bon  iking  all]  have  TiVo's 

oftware  incorporated  Into  hot  selling  eon 
siimei  electronics  such  as  dvd  record 
i  leas  aiming  to  get  more  revenue  from  sub 
[ben  by  offering  them  cool  new  fes 
tures,  UK  I iiding  satellite  radio, digital  photo 
editing,  and  the  ability  to  surf  the  Web 

from  TiVo  Imixcs.  And  although  man  vol  his 
customers  get  TiVo  to  avoid  advertising, 
he  i  o  build  a  significant  business 

from  selling  opt  in  ads  specially  crafted  lot 

in   much  coveted  audience.  TiVo  has  a 

lot   of   irons  m   die  fire.   I    wouldn't   wnie 

them  off  |ust  vet.    says  analyst  Michael 

I'aMon  of  lesearehei  In  Slal/MDK 

THE  BIGGER  PICTURE 

THE  STRATEGY  could  remake  1  lVo.  while 
the  company  now  gets  9096  of  its  revenues 
from  basic  digital  recording    custon 

who  Spend  $12.95  a  month  or  $299  for 

lifetime  service    Ramsaj  fnpfftt  that  to 

drop  to  3396  in  a  lew  yean.  1  he  rest,  he  ng 

Hies,  will  be  split  between  J >i <  1 1 1 1 1 1 1 1 1  serv- 
and  advertising.  "TiVo  can  not  only 
survive,  we  can  grow  and  tin  ive     be 

The  company  has  mote  time  than  In 

vestors  mav  realize,  (.able  pioudeis  such 
as  Comcast  Corp  SIC  e-.pei  p-neing  delays 
in  their  rollout  of  digital  video  neon! 
and  satellite  provider  I.ehoStai  ( .oniinimi 
cations  Corp.  is  suffering  shortage    ol  n  . 

hottest  product  while  bardly  pennanem 

the  SnafUS  mean  nvals  m.i\  cede  much  of 
the  holiday  selling  season  I0T1V0.  Ram 
plan  I  10  use  the  window  of  opportunity  to 

double  he.  subscribers  to 3  million  byyear- 
end.1  feesjpects  to  invest  $50  million  inmai 

ketmg  and   ,1a  Inn;',  pn<  vs  on  TiVo  boxes. 
A  TiVo  that   can   record    10  hours  of   pro 
graiiiming  is  now  $14°,  down  from  |1< 
I  he    Strategic    changes    won't    come 

cheap,  ihe  company  is  expected  to  lose 

$82.5  million  in  the  fiscal  \ear  ending  in 


LICENSING 
SOFTWARE 

TiVo  sells  its  software  to 
companies  that  incorporate  it 
into  their  DVD  players-a 
market  expected  to  soar  to 
25.2  million  units  in  2008, 
from  4.3  million  this  year.  TiVo 
also  licenses  software  to  lap- 
top makers  so  users  can  take 
recorded  shows  on  the  road. 


PEDDLING 
ADVERTISING 

Later  this  year,  TiVo  will  begin 
btting  advertisers 

incorporate  teasers  that 
catch  viewers' eyes  while 
they  fast-forward  through 
commercials.  Broadcasters 
are  beginning  to  pay  the 
company  for  anonymous 
information  on  viewing  h<; 


OFFERING 
MORE  THAN  TV 

ompany  is  striking 
partnerships  that  will  bring 

Adobe  PhotoShop  All 
andn 

•to 

lor 
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January,  as  revenues  decline  18%  to 
$115.2  million.  But  analysts  forecast  the 
company  will  bounce  back  in  2005,  with 
a  loss  of  $8.8  million  on  $1913  million  in 
sales.  Over  the  next  five  years,  analysts 
bet  TiVo's  gambit  will  shore  up  its  pre- 
carious position,  helping  it  post  42.5% 
revenue  growth,  vs.  13.4%  for  the  sector. 
"Clearly,  things  aren't  necessarily 
gloom-and-doom  for  TiVo,"  says  analyst 
Greg  Ireland  of  researcher  IDC. 

TIVO  INSIDE 

TO  HIT  THOSE  NUMBERS,  though, 
TiVo's  push  into  new  markets  is  para- 
mount. Its  plan  to  license  its  software  to 
consumer-electronics  makers  looks 
promising.  Pioneer  Corp.  execs  say  com- 
bination TiVo-DVD  recorders  have  been 
a  huge  success  in  the  past  six  months. 
Toshiba  Corp.  and  Asian  set-top  box 
maker  Humax  Co.  plan  to  roll  out  similar 
products  this  year.  By  2008,  In-Stat  esti- 
mates the  market  will  hit  25.2  million 
recorders,  up  from  4.3  million  this  year. 
TiVo  receives  licensing  fees  from  each 
manufacturer  and  a  shot  at  follow-up 
revenue.  Consumers  who  buy  the  boxes 
get  free  basic  TiVo  service  but  are  al- 
lowed two  free  weeks  of  premium  TiVo, 
including  features  like  a  14-day  electron- 
ic programming  guide,  instead  of  a 
three-day  one.  Ramsay  says  nearly  80% 
of  those  people  who  take  the  two-week 
trial  opt  to  keep  the  higher  level  of  service 
and  begin  paying  $12.95  a  month. 

Advertisers  also  are  beginning  to 
warm  to  TiVo  after  early  concern  about 
its  commercial-skipping  features.  TiVo 
subscribers  typically  earn  more  than 
$70,000  a  year  and  are  more  likely  to 
make  big-ticket  purchases,  the  compa- 
ny's research  shows.  Car  companies,  like 
Ford  Motor  Co.  and  BMW,  and  Holly- 
wood studios  have  experimented  with 
opt-in  ads  on  TiVo  boxes,  and  TiVo  says 
nearly  70%  of  users  watch  them.  This 
summer,  TiVo  plans  to  roll  out  a  new  ad- 
vertiser service  called  Video-to-Video.  It 
will  install  pop-up  teasers  when  people 
fast-forward  through  ads.  If  users  click 
on  them,  they  can  see  three-minute 
pitches.  Less  than  10%  of  the  $141  mil- 
lion in  revenue  last  year  came  from  ad- 
vertising, but  Ramsay  says  it's  the  fast- 
growing  part  of  TiVo's  strategy. 

TiVo  fans  may  be  its  best  weapon.  As 
many  will  attest,  the  world  is  divided 
into  two  camps:  those  who  unabashedly 
love  TiVo,  and  those  who  don't  have  it. 
With  a  loyal  and  growing  fan  base,  Tivo 
may  not  be  the  biggest  kid  on  the  block, 
but  it  could  be  the  most  powerful.  ■ 

-By  Cliff  Edwards  in  Alviso,  Calif. 
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Look  Who's 
Going  Offshore 

Tech  startups  are  heading  overseas 
even  more  eagerly  than  multinationals 


LAST  DECEMBER,  HILMI 
Ozguc,  chief  executive  of 
Maven  Networks  Inc.,  began 
looking  for  venture  capital 
to  expand  his  30-person 
startup.  One  of  his  first 
moves  was  to  e-mail  James 
W.  Breyer,  managing  partner  at  venture 
firm  Accel  Partners,  who  had  pocketed  a 
hefty  return  on  a  company  Ozguc  had 
co-founded  years  earlier.  Breyer  imme- 
diately saw  promise  in  Maven's  software, 
which  helps  companies  such  as  Virgin 
Records  distribute  interactive  video  over 
the  Xet.  But  there  was  a  catch:  Breyer 
thought  Ozguc  should  be  using  more  de- 
velopers outside  the  U.S.  than  he  was 
planning  on.  While  Ozguc  had  been  eye- 
ing  South   Korea  and  Japan.   Breyer 


thought  he  should  open  an  office  in  Chi- 
na, too.  Ozguc  agreed,  and  in  March,  Ac- 
cel invested  $10  million  in  Maven.  Brey- 
er, now  a  director  at  Maven,  continues  to 
urge  Ozguc  to  think  about  the  opportu- 
nities for  sending  work  overseas.  "There 
is  not  a  board  meeting  that  goes  by  in 
which  outsourcing  does  not  play  a  sig- 
nificant role,"  says  Breyer. 

A  new  trend  is  sweeping  through  Sili- 
con Valley  and  other  centers  of  U.S.  in- 
novation. Startups,  spurred  by  their  ven- 
ture investors,  are  catching  offshore 
fever,  and  not  just  a  mild  case— like  some 
big  multinationals  have.  While  15%  of 
the  145  large  companies  recently  sur- 
veyed by  Forrester  Research  Inc.  say  they 
have  made  offshore  a  permanent  part  of 
their  strategy,  an  informal  survey  of  ven- 
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Startups 
Catch 
Overseas 
Fever 

Venture  capitalists 
are  prodding 
companies  they 
invest  in  to  hire 
workers  overseas. 
Here  is  a  sampling 
of  how  one  venture 
firm,  Accel  Partners, 
is  doing  this: 


COMPANY        OFFSHORE  STRATEGY 


BRASSRING. 

which  makes 
software  that 
helps  companies 
recruit,  hire,  and 
retain  workers 


Accel's  Jim  Breyer  encouraged  BrassRing, 
which  has  250  employees  in  the  U.S.,  to  use 
lower-cost  overseas  workers  for  noncore  jobs. 
The  company  has  hired  30  Indian  workers, 
who  help  with  software  testing  and  smaller 
development  projects  during  peak  times. 


JBOSS,  which 
makes  open- 
source  software 
and  provides 
training  and 
support  services 


Even  before  Accel,  JBoss  hired  half  of  its  30 
employees  outside  the  U.S. -in  Greece, 
Ukraine,  and  elsewhere-to  take  advantage  of 
open-source  expertise  around  the  world.  Now, 
JBoss  is  looking  to  offshore  its  customer 
support. 


MODEL  N,  which 
creates  software 
to  help  manage 
contracts, 
including  pricing 
and  rebates 


CEO  Zack  Rinat  suggested  using  offshore 
workers  and  got  eager  support  from 
Breyer.  Now,  Model  N  has  70  employees  in 
the  U.S.  focused  on  product  development, 
sales,  and  marketing,  while  35  Indian  workers 
handle  software  testing  and  customer  support 


ture  capitalists  suggests  20%  to  25%  of 
the  companies  they  invest  in  have  a  com- 
parable commitment.  The  fervor  has 
gripped  some  of  venture  capital's  biggest 
names.  Kleiner  Perkins  Caufield  &  Byers, 
Sevin  Rosen  Funds,  and  Norwest  Ven- 
tures say  at  least  30%  of  their  companies 
have  moved  jobs  overseas,  and  that  figure 
is  rising.  "The  venture  guys  are  driving 
offshore  as  much  as  anyone,"  says  For- 
rester Vice-President  John  C.  McCarthy. 

AN  IRRESISTIBLE  PUSH 

ACCEL'S  BREYER  is  in  the  movement's 
vanguard.  Nearly  40%  of  Accel's  45  in- 
vestments have  set  up  operations  over- 
seas, according  to  a  recent  Accel  survey 
shared  with  BusinessWeek.  By  2005,  Brey- 
er estimates  75%  of  its  companies  will  be 
using  offshore  resources.  And  its  compa- 
nies are  sending  more  than  just  a  handful 
of  jobs  abroad:  Within  two  to  three 
years,  Breyer  says,  Accel  startups  should 
have  half  of  their  workers  based  overseas. 
"If  a  company  is  not  actively  investing  in 
China  or  India,  they  need  to  provide  a 
very  compelling  case  to  board  members 
as  to  why  they  are  not,"  he  says. 

As  the  U.S.  economy  has  struggled  to 
create  new  jobs,  giants  such  as  IBM  have 
taken  most  of  the  heat  for  sending  work 
overseas.  Yet  the  actions  of  Breyer  and  his 
venture  compatriots  suggest  that  the 
changes  in  the  economy  may  be  more  far- 
reaching  than  even  some  experts  have  re- 
alized. If  not  only  Big  Blue  but  also  start- 
ups such  as  Maven  are  sending  work 
abroad,  the  tech  industry  may  not  be  the 
engine  of  job  growth  that  it  has  been  in 
the  past.  Although  the  tech  sector  ac- 


counts for  about  5%  of  U.S.  payrolls,  or 
6.5  million  workers,  it  generated  13%  of 
the  new  jobs  created  from  1996  to  2001. 
Over  the  next  five  years,  Mark  M.  Zandi, 
chief  economist  at  Economy.com  Inc.,  ex- 
pects tech  to  contribute  7%  of  the  coun- 
try's new  jobs.  "Entire  occupational 
groups  can  be  outsourced  at  the  flick  of  a 
computer  key,"  says  former  U.S.  Labor 
Secretary  Robert  B.  Reich,  now  a  profes- 
sor at  Brandeis  University. 

Breyer  concedes  the  offshore  trend 
hurts  the  U.S.  job  market  in 
the  short  term.  But  his  own 
experience  has  convinced 
him  that  technology  compa- 
nies, especially  in  software, 
need  to  hire  globally  if  they 
are  to  be  competitive.  As  ear- 
ly as  the  mid-1990s,  he  saw 
how  bringing  on  developers 
overseas  had  helped  Accel 
companies  Agile  Software 
Corp.  and  Actuate  Corp. 
lower  their  costs.  Breyer  fig- 
ures that,  over  the  long  haul, 
if  U.S.  companies  have  the  talent,  efficien- 
cy, and  flexibility  to  compete  worldwide 
will  they  be  able  to  provide  a  large  supply 
of  good,  steady  jobs.  "Economies  and 
companies  that  don't  pursue  outsourcing 
will  not  succeed  long-term,"  he  says. 

Lowering  costs  is  just  the  most  obvious 
reason  for  offshoring.  Consider  the  case 
of  DataSweep  Inc.,  an  Accel-backed  com- 
pany whose  software  helps  manufactur- 
ers manage  their  factories  more  efficient- 
ly. Breyer  helped  convince  CEO  Vladimir 
Preysman  to  hire  eight  programmers  in 
India  and  China  to  translate  its  product 


"I  will  scout 
for  talent 
wherever 
it  is,"  says 
Accel  CEO 
Fleury 


into  Japanese  and  connect  its 
programs  with  software  from 
SAP.  Although  the  programmers 
cost  75%  less  than  they  would  in 
the  U.S.,  Preysman  says  what's 
even  more  important  is  that  off- 
shoring  those  tasks  will  let  the 
company  accelerate  its  develop- 
ment cycle.  "We  can  devote  our 
internal  force  to  software  that 
needs  to  get  out,"  he  says. 

Talent  is  another  motivating 
factor.  Mark  Fleury,  CEO  of  Accel- 
funded  open-source  software 
maker  JBoss  Inc.,  says  half  of  its 
30  workers  are  based  overseas— 
in  Ukraine,  Brazil,  and  other 
countries.  In  April,  JBoss  hired 
Dimitris  Andreadis,  a  coder 
based  in  Greece,  because  he 
wrote  a  program  that's  critical  for 
managing  the  performance  of 
computer  networks.  "I  will  scout 
for  talent  wherever  it  is,"  says 
Fleury.  "If  you  are  a  superstar  of  open 
source,  we  will  find  you." 

Still,  offshoring  can  test  the  manage- 
ment skills  of  some  startups.  In  2001,  at 
Breyer's  urging,  BrassRing  LLC  in 
Waltham,  Mass.,  hired  an  Indian  company 
to  develop  a  major  release  of  its  software, 
which  helps  corporations  manage  re- 
cruiting. But  because  BrassRing  did  not 
give  the  Indians  a  complete  set  of  product 
specifications,  key  features  were  left  out, 
and  some  testing  was  never  done.  It  took 
an  extra  nine  months  to 
rewrite  the  code,  the  expect- 
ed cost  savings  vanished, 
and  customers  were  irked  by 
the  delay.  BrassRing  contin- 
ues to  use  offshore  labor  for 
testing  and  some  other  proj- 
ects but  not  for  core  devel- 
opment. Offshoring  "is  real- 
ly challenging  for  a  small 
company,"  says  BrassRing 
CEO  Deborah  Besemer. 

For  Breyer,  meeting  the 
offshore  challenge  requires 
nearly  perpetual  motion.  He  encourages 
senior  execs  at  his  portfolio  companies  to 
go  overseas  once  or  twice  per  quarter,  and 
he  travels  abroad  regularly.  This  March, 
he  spent  10  days  in  China  meeting  with 
entrepreneurs,  government  agencies,  and 
potential  offshore  partners  for  Accel  com- 
panies. "We  can't  put  our  heads  in  the 
sand  or  hope  that  global  protectionism  is 
the  answer,"  says  Breyer.  In  the  tech  in- 
dustry, such  is  the  new  reality  for  giant 
companies  and  startups  alike.  ■ 

-By  Spencer  E.  Ante  in  New  York  with 
Robert  D.  Hofin  San  Mateo,  Calif. 
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SciTech  Developments  to  Watch 
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INNOVATIONS 


Of  newteeth-and 
a  sea  of  plastic 

» Genetic  researcher  Paul 
Sharpe  at  King's  College 
London  has  successfully 
grown  natural  teeth  in  a 
mouse's  mouth  in  a  matter  of 
weeks.  He  starts  with  a 
cluster  of  stem  cells  that  are 
inserted  into  the  gums.  The 
new  tooth  grows  into  the 
jawbone  and  hooks  itself  up 
to  the  local  blood  and  nerve 
supply.  Sharpe's  company, 
Odontis  Ltd.,  has  just  landed 
$900,000  in  public  and 
private  financing  to  test  the 
technique  on  more  mice 
before  turning  their  hands  to 
human  mouths,  possibly  in 
about  two  years. 
»  Ugly  as  it  is,  the  debris 
washing  up  on  our  beaches  is 
only  the  tip  of  a  huge  plastic 
iceberg,  scientists  report. 
While  bigger  items  such  as 
bottles  and  netting  float  to 


ROBOTICS 

THISAEROBOT 

REALLY  FLAPS  ITS  WINGS 


UNLIKE  ICARUS,  planes  that  fly 
by  flapping  their  wings 
haven't  soared  very  high. 
.  Recently,  though,  several 
researchers  have  launched 
flapping-wing  robots  the  size 
of  large  insects.  Now,  one 
group  is  working  on  a  bigger 
flapper— solar-powered,  so 
there's  no  downside  to  flying 
closer  to  the  sun. 

Roughly  the  size  of  an 
eagle,  the  aerobot  being 
hatched  at  University  of 
Missouri  at  Rolla  will  feature 
artificial  muscles,  eliminating 
the  need  for  motors  and 
gears.  Muscle  power  is 
provided  by  a  special  plastic 
that  flexes  like  a  real  muscle 


when  stimulated  electrically, 
says  KM.  Isaac,  professor  of 
aerospace  engineering.  And 
its  wings  will  morph, 
changing  shape  to  achieve 
better  efficiency  when  gliding 
instead  of  flapping. 

If  all  goes  as  planned,  the 
robo  eagle  will  soak  up  solar 
energy  during  the  day,  then 
use  its  muscles  to  gain 
enough  altitude  before  dark 
to  glide  through  the  night. 
NASA  is  funding  the 
development  of  the  wings, 
and  Isaac  hopes  the  agency 
next  will  pay  for  a  complete 
model  of  a  craft  that  could  be 
unleashed  in  the  atmosphere 
of  Mars.  -  Oris  Port 


our  shores  and  become 
eyesores  on  the  sand,  unseen 
tons  of  plastic  are  broken 
down  into  tiny  particles  by  the 
tides  and  marine  life. 
Researchers 
at  Britain's  University  of 
Plymouth  have  studied  the 
northeastern  Atlantic  Ocean 
and  discovered  that,  after  40 
years  of  such  action,  the 
seabed  is  full  of  nonbiodegra- 
dable plastic  particles.  They 
are  now  studying  ways  to 
determine  the  environmentai 
impact.         -Rachel  Tiplady 
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EDUCATION 

OUT  OF  THE 
LECTURE  HALL, 
INTO THE LAB 

SOME  LEADING  academics  are 
calling  on  U.S.  universities  to 
teach  science  the  way  science 
is  done— by  involving 
students  in  the  process  of 
discovery  rather  than 
plunking  them  down  in 
lecture  halls.  The  Apr.  23 
issue  of  Science  presents  fresh 
evidence  that  learning 
improves  when  lectures  are 
mostly  replaced  by  hands-on 
involvement. 


Science  education  in  the 
U.S.  suffers  in  part  because 
universities  reward 
professors  for  research  rather 
than  teaching  skills,  says  the 
Science  article.  It  argues  for 
eliminating  "cookbook  labs," 
in  which  students  replicate 
experiments  where  the 
results  are  already  known. 
"Many  students  attend 
research  universities  because 
of  the  strength  of  the  science 
being  performed,  but  they  get 
turned  off  in  introductory 
courses  and  never  look  back," 
says  co-author  Peter  J.  Bruns 
of  Howard  Hughes  Medical 
Institute.  "We  need  those 
bright  young  minds." 


ADHESIVES 

WONDERING 
WHAT  MAKES 
SPIDERS'  LEGS 
SO  STICKY 

SPIDER-MAN  has  nothing  on 
the  real  thing.  Thanks  to 
phenomenally  sticky  feet, 
certain  spiders  can  carry  170 
times  their  weight  upside- 
down.  The  team  of  German 
and  Swiss  scientists  who 
made  this  discovery  are 
hoping  it  will  pave  the  way 
for  superstrong  gummed 
note  papers  that  stay  put 
even  when  wet,  "or  boots 
that  allow  astronauts  to  walk 
on  the  floors  of  their 
spaceship  in  zero  gravity," 
says  Andrew  Martin  of 
Germany's  Institute  of 
Technical  Zoology  &  Bionics. 
The  research  was  reported  in 
the  Apr.  19  issue  of  the 
journal  Smart  Materials  & 
Structures. 

The  spider's  super- 
stickiness  stems  from 
minuscule  hairs  on  its  feet 
that  grow  just  nanometers 
apart.  These  so-called  seniles, 
which  are  actually  hairs 
growing  on  bigger  hairs, 
create  an  irresistible  pull 
between  them,  known  as  the 
van  der  Waals  force.  Unlike 
the  adhesive  glues  used  by 
houseflies  and  many  other 
insects,  this  force  is  not 
affected  by  the  surrounding 
environment:  The  spider  can 
adhere  to  any  surface— dry, 
wet,  or  greasy.  Perfect  for  an 
afternoon  stroll  on  the 
ceiling.  -Rachel  Tiplady  £ 


1F   YOU  WERE   SURROUNDED   BY   MAJESTIC   GLENS, 

PICTURESQUE   GOLF  AND   THE 

WORLDS   FINEST   WHISKY,   YOU'D   BE   WORKING 

DAY   AND   NIGHT  TO    EXTEND   LIFE   TOO. 


Not  every  scientific  discovery 


is  made  in  a  completely  sterile 


environment.  Surrounded 


by  breathtaking  glens  and 


vistas,  Scottish  scientists 


performed  many  medical 


miracles.  We  introduced 


surgery  and  anesthesia 


and  developed  CAT  scans, 


MRIs  and  penicillin. 


Today,  our  scientists 


are  making  history  in  drug 


discovery  and  development,  bioelectronics, 


genomics,  neuroscience  and  cardiovascular 


research.  Dr.  Ian  Wilmut  cloned  the  first 


mammal.  Sir  Philip  Cohen  is  breaking 


ground  in  signal  transduction  and  cancer 


treatment.  Sir  David  Lane  is  also  working 


to  cure  cancer  with  the  p53  gene.  And  at 


Edinburgh  University,  we're  conducting 


stem  cell  research.  This,  coupled 


with  a  prosperous 


biomanufacturing 


centre,  makes  ours  the  fastest-growing 


www.scotsinnovate.comflifescien.ee 
+44  141  228  2828 


biotech  community  in  all  of  Europe. 


We're  proud.  We  admit  it.  But 


we  judge  our  own  success 


based    on    the    impact 


we  make  on  the  world. 


That's  why  we  collaborate 


with  biotech  companies 


everywhere —  and   why 


we  established  Scottish 


Development  International. 


Call  or  visit  our  Web 


site  to  find  out  how  you 


can  capitalise  on  the  products  of 


Scotland's  environment:  a  history  of 


invention,  a  culture 


of  determination  and 


a  destination  for  renowned  scientists. 


©  2003  Scottish  Development  International  (SDI).  This  ad  is  distributed  by  Mullen  on  behalf  of  SDI.  Additional  information  is  available  at  the  Department  of  Justice.  Washington,  DC 


qCMS  ON  l"CREASl 


IV, 


< 


w 
w 

% 


* 


O 


7. 


* 


4* 


V 


4r 


% 

o 

n 
O 

CO 

3 


^MuDaao^  9 


# 


^ 


HR&Benefits  Outsourcing     Payroll     Retirement  &  Financial  Management     Health  Care     Talent  &  Organizational  Change 


wvvw.hewitt.com/results 


SPECIAL  ADVERTISING  SECTION 


rang 


PERFORMANCE  MANAGEMENT 


J  Taking  the  Guesswork  Out  of  Structuring  Relationships 
1  and  Managing  Perfjflmance  Makes  for  Superior  Results 
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ike  everything  else  in  an  election  year,  outsourcing— 
or,  more  specifically,  offshore  outsourcing— has 
become  highly  politicized.  But  companies  have 
been  outsourcing  noncore  functions  for  decades,  and 
they'll  continue  to  do  so.  In  fact,  outsourcing  of  IT  functions 
such  as  a  technical  help  desk  and  security,  as  well  as 
business  processes  such  as  human  resources  and 
procurement,  is  expected  to  increase  substantially  for 
the  foreseeable  future. 

But  all  this  outsourcing  of  technology  and  processes 
puts  a  new  onus  on  businesses  to  manage  those  out- 
sourcing relationships.  "It's  difficult  to  keep  services  aligned 
with  business  requirements,"  says  Denise  Underwood, 
managing  vice  president  and  global  solutions  leader  of 
strategic  sourcing  for  Gartner  Inc.,  a  Stamford  (CT)  research 
firm  that  supplies  consulting  on  sourcing  and  other  issues. 
"If  you  don't  manage  and  constantly  refresh  your  out- 
sourcing relationships,  they  can  quickly  get  out  of  sync." 

"You  can't  just  sign  an  outsourcing  contract  and 


assume  that  everything  will  work  out  OK,"  says  Barry 
Wiegler,  founder  and  CEO  of  Sourcing  Interests  Group, 
a  Bell  Canyon  (CA)-based  global  consortium  focused  on 
improving  performance  through  outsourcing.  "Both 
parties  need  to  invest  in  the  relationship  to  produce  an 
environment  that  is  conducive  to  success." 

GET  IT  IN  WRITING 

Outsourcing  performance  management  begins  with  a 
solid  contract.  Outsourcing  contracts  are  unique  in  that 
they  often  involve  the  transfer  of  employees  from  your 
organization  to  the  outsourcer.  They  can  also  entail  a 
transfer  of  assets  such  as  computer  hardware  and  soft- 
ware. They  typically  specify  service  levels,  with  incentives 
for  exceptional  performance  and  fee  reductions  when 
service  lags.  They  also  address  the  alignment  between 
the  service  and  business  strategy. 

"Outsourcing  is  the  most  complex  of  contracts," 
says  Kevin  Parikh,  vice  president  and  global  contracts 
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leader  of  strategic  sourcing  for  Gartner.  "In  many  ways, 
outsourcing  looks  like  an  M&A  deal.  But  in  fact  it's  more 
complicated  than  an  M&A,  because  you  have  to 
create  a  retained  organization  and   manage  the 
outsourcer  to  ensure  specific  service  levels." 

Your  contract  should  specify  clear  service-level 
agreements  and  key  performance  indicators. 
You  then  need  to  measure  against  them.  "We  rec- 
ommend a  scorecard  approach,"  says  Arun  Sinha, 
chief  marketing  officer  and  president,  services  and 
solutions,  for  Pitney  Bowes  Inc.,  in  Stamford,  Conn.,  a 
leading  provider  of  mail  and  document- 
management  outsourcing  services.  "This 
is  critical  not  just  to  see  what  happened 
in  the  past,  but  as  a  leading  indicator  to 
predict  what  will  happen  in  the  future." 


You  may  decide  to  offer  incentives  for  high  performance, 
or  demand  fee  reductions  if  service  falls  below  par.  But  be 
careful  not  to  let  such  clauses  sour  the  relationship.  "Bench- 
marking shouldn't  be  looked  at  as  a  hammer,"  Underwood 
emphasizes.  "It's  more  of  a  tuning  instrument." 

GOOD  GOVERNANCE  MAKES 
GOOD  RELATIONSHIPS 

While  benchmarking  is  important,  it's  only  one  part  of  an 
overall  governance  model.  Governance  is  the  structure 
that  is  put  in  place  to  support  day-to-day  outsourcing 


*  [Outsourcing]  is  both  an  enabler  and 
a  catalyst  for  fundamental  change. 
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BASELINES  AND  BENCHMARKS 

Before  you  start  crafting  a  contract,  you 
need  to  identify  current  performance  levels  and  set  new 
targets.   Likewise,  you  should   benchmark  against  other 
organizations  in  your  industry  to  determine  what  your  costs 
and  performance  levels  should  be. 

That  benchmarking  isn't  a  one-time  undertaking.  Once 
you  outsource,  you  should  periodically  compare  pricing  and 
performance  against  industry  norms.  "If  there's  one  thing  that 
causes  companies  to  want  to  renegotiate  an  outsourcing 
contract,  it's  the  feeling  that  they're  no  longer  close  to  market 
pricing,"  says  Jim  Murphy,  vice  president  and  IT  Outsourcing 
competency  leader  for  Gartner. 

Often  it  helps  to  bring  in  an  experienced  third  party  to 
help  with  benchmarking.  "We  have  seen  vendor  activity  to 
provide  a  significant  price  concession  to  leave  benchmarking 
clauses  out  of  a  contract,"  Underwood  says.  "Why  would  you 
leave  out  something  that's  so  important?" 

Also  be  sure  you  understand  the  competencies  of  the 
service  provider,  advises  Edmond  Cunningham,  a  member 
of  the  management  team  of  PA  Consulting  Group,  a  global 
management  and  technology  consulting  firm  based  in  London. 
"If  you  end  up  in  a  situation  where  the  service  provider  can't 
deliver,  they  won't  make  a  profit,  you  won't  get  the  service  you 
require,  and  the  relationship  will  fail." 


—  Bryan  Doyle,  Hewitt  Associates  Inc. 

management  and  decision  making.  Sourcing  managers 
ensure  that  the  relationship  is  meeting  business  require- 
ments and  responsive  to  change.  Operational  managers 
make  sure  service  levels  and  milestones  are  being  met. 

Governance  is  particularly  important  in  a  multi-sourced 
environment.  It  enables  you  to  be  consistent  in  how  you  hold 
each  service  provider  accountable.  It  also  gives  service 
providers  visibility  into  who  does  what  and  how  their  services 
fit  together. 

That  visibility  should  extend  to  your  senior  management. 
"There  needs  to  be  a  'glass  pipeline'  that  goes  from  the 
service  provider  to  your  CIO  or  CFO,"  Underwood  says.  "At 
the  end  of  the  day,  they're  accountable  for  that  service." 

Governance. should  also  pull  in  leadership  from  both 
parties  to  promote  the  attainment  of  mutual  objectives.  "Out- 
sourcing has  to  be  win-win  for  both  parties,"  Underwood 
insists.  "If  it's  win-lose,  it  quickly  becomes  lose-lose." 

Gartner  research  shows  that  without  a  strong  gover- 
nance structure,  an  outsourcing  arrangement  will  most 
likely  fail  within  18  months.  On  the  flip  side,  says  Murphy, 
"outsourcing  relationships  that  are  effective  have  mature 
governance  practices  and  greater  investment  in  managing 
the  relationship." 


a    I  SOURCING  INTERESTS  GROUP 
I  Since  1991,  the  Sourcing  Interests  Group  (SIG)  has  helped  member  companies  leverage  their 
I  combined  sourcing  experiences  and  knowledge.  Known  for  providing  the  highest-quality  services 
*  and  for  its  objectivity,  SIG  is  recognized  as  the  world's  foremost  ongoing  forum  of  professionals 
responsible  for  outsourcing  and  strategic  sourcing. 

SIG's  services  provide  value  to  members  by  helping  them  evaluate,  implement,  and  execute 
sourcing  initiatives  in  a  more  informed  manner,  and  frequently  faster,  less  expensively,  and  with 
less  risk  Our  services  bundle  includes  conferences,  regional  meetings,  a  research  library,  and 
a  hotline  for  member  representatives  seeking  the  perspectives  and  experiences  of  representa- 
tives from  other  member  companies. 
SIG  members  include  AIG,  ANZ,  Bank  of  America,  Baker  Hughes,  Best  Buy,  ChevronTexaco,  Chiron, 
Deutsche  Bank,  General  Electric,  General  Motors,  John  Deere,  Merrill  Lynch,  Nike,  PepsiCo,  Pfizer,  Philip  Morris, 
Procter  &  Gamble,  RBC,  and  UBS,  as  well  as  many  noted  industry  advisory  firms  and  top  service  providers. 

To  learn  how  SIG's  services  can  benefit  your  company,  call  us  at  818-884-6080  or  visit  our  Web  site  at 
www.sourcinginterests.org/bw. 


Barry  VViegler, 
SIG  Founder  and  CEO 


>  security  solutions 


One  piece  of  suspect  mail  can  bring 
your  business  to  a  grinding  halt. 
But  Pitney  Bowes  can  protect  you. 

We're  the  leader  in  mail  security 
solutions.  By  combining  over  80 
years  of  experience  with  standard- 
setting  technology  we  can  help 
keep  your  people,  and  your  busi- 
ness, safe.  To  find  out  more  about 
this,  or  any  of  our  other  innovative 
solutions,  visit  pb.com/security 
or  call!  866  DOC  FLOW. 
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Key  to  good  governance  is  the  competence  of  your 
retained  organization.  The  concept  of  a  retained  organi- 
zation is  often  foreign  to  companies  new  to  outsourcing. 
"The  most  common  mistake  companies  make  is 
that  they  don't  devote  sufficient  attention  to  their  own 
responsibilities,"  says  Wiegler  of  Sourcing  Interests 
Group.  "They  underestimate,  understaff,  and  underfund 
the  roles  that  manage  the  outsourcing  relationship." 
In  any  outsourcing  situation,  you  need  an  internal 
team  to  manage  the  relationship  and  ensure  alignment 
with  business  goals.  "One  of  the  quickest  roads  to  out- 
sourcing failure  is  to  think  that  because  you  have  outsourced 
a  function,  you  no  longer  have  to  pay  attention  to  it,"  says 
Bryan  Doyle,  global  business  leader  of  HR  outsourcing  for 
Hewitt  Associates  Inc.,  a  leading  provider  of  HR  outsourc- 
ing and  consulting  services,  based  in  Lincolnshire,  III.  For 
example,  if  you  outsource  HR  services,  "your  HR  leaders 
need  to  work  with  the  outsourcing  provider  to  ensure  that 
your  HR  administration,  programs,  and  strategy  work 
together  to  support  your  business  objectives,"  he  says. 

KEEPING  THE  HOME  TEAM  ADVANTAGE 

Some  companies  may  establish  a  corporate  role  or  depart- 
ment responsible  for  oversight  of  outsourcing  agreements 
throughout  the  company.  Such  a  function  can  vary  from 
being  a  repository  of  experience  to  providing  active 
management  of  contracts.  But  such  oversight  should 
mirror  your  corporate  structure,  Underwood  warns.  "In  every 
service  area,  you  need  ownership  on  the  service  recipient 
side,  someone  accountable  for  ensuring  end-to-end 
management,"  she  says. 

Likewise,  the  outsourcing  itself  must  correspond  to 
your  structure  and  culture.  "Let's  say  you  plan  to  outsource 
a  function  such  as  procurement  across  the  company," 
says  Rajiv  Ramanathan,  solutions  marketing  manager  for 
Ariba  Inc.,  a  Sunnyvale  (CA)  provider  of  spend  management 
solutions.  "If  your  company  historically  has  had  a  decen- 
tralized procurement  organization,  the  outsourcing  decision 
can  change  the  structure  to  become  a  centralized  one,  and 
that's  going  to  require  change  management." 


HEWITT  ASSOCIATES:  YOUR  SOURCE  FOR 
GLOBAL  OUTSOURCING  AND  CONSULTING 

Hewitt  Associates  Inc.  is  a  global  outsourcing  and 
consulting  firm  delivering  a  complete  range  of  human 
capital  management  services,  including  HR,  payroll,  and 
benefits  outsourcing;  health  care;  retirement  and  finan- 
cial management;  and  talent  and  organizational  change. 
The  company's  associates  have  been  instrumental  in 
developing  innovative  solutions  that  have  helped  its 
clients  become  some  of  the  most  successful  companies 
in  the  world.  Hewitt's  client  roster  includes  more  than  half 
of  all  the  largest  U.S.  companies  and  more  than  one  third 
of  the  largest  global  companies.  As  the  largest  multi- 
service HR  delivery  provider  in  the  world,  Hewitt  handles 
more  than  54  million  HR-related  customer  interactions 
a  year  from  more  than  17  million  participants. 


OUTSOURCING  OFF-RAMP 

What  if  you've  done  the  benchmarking  and  implemented  the 
governance,  but  conclude  that  your  outsourcing  relationship 
isn't  working  out?  You  need  an  exit  strategy,  with  provisions 
for  bringing  the  service  back  in-house  or  transitioning  to 
anottter  provider.  "Every  contract  terminates,  but  few  contracts 
spell  out  the  disentanglement  clause  well.  You  should  review 
and  update  your  contract  to  include  the  actual  steps  and  mea- 
surements for  disentanglement,"  Underwood  advises. 

Before  you  terminate  the  deal,  however,  see  if  you  can 
salvage  it.  That  starts  with  identifying  the  underlying  cause 

ARIBA:  HELPING  KEEP  YOUR  COMPANY'S 
BOTTOM  LINE  IN  LINE 

Ariba  Inc.  is  the  leading  enterprise  spend  management 
solutions  provider.  Ariba  helps  companies  develop  and 
leverage  spend  management  as  a  core  competency 
to  drive  significant  bottom-line  results.  Ariba  Spend 
Management  software  and  services  allow  companies  to 
align  their  organizations  with  a  spend-centric  focus  and 
deploy  closed-loop  processes  for  increased  efficien- 
cies and  sustainable  savings.  The  Ariba  Managed 
Services  (AMS)  solution  allows  customers  to  focus  on 
their  core  business  while  leveraging  Ariba's  category 
and  process  experts  for  significant  and  sustainable 
spend  reductions  for  the  organization.  AMS  category 
and  process  services  include  category  spend  man- 
agement services,  spend  visibility  services,  sourcing 
management  services,  requisition  and  invoice  services, 
and  catalog  and  supplier  enablement  services. 

of  the  problem.  Are  you  happy  with  the  people  you're  work- 
ing with  but  dissatisfied  with  the  results?  Is  it  a  breakdown 
of  trust  or  of  execution?  "Often  it's  as  simple  as  not  com- 
municating with  the  service  provider  about  your  needs,"  says 
Martin  Stacey,  a  director  of  strategic  sourcing  at  Gartner.  "You 
feel  like  you're  not  getting  the  service  levels  you  need.  Mean- 
while, the  outsourcer  feels  it's  doing  a  good  job." 

If  the  problem  seems  intractable,  it  can  pay  to  bring  in 
an  outside  expert  to  find  a  resolution.  "Every  good  marriage 
goes  through  periods  when  you  need  to  talk  out  issues," 
Murphy  observes.  "You  might  need  a  third  party  to  make  sure 
both  parties  are  focused  on  the  right  concerns." 

COVERING  YOUR  BASES 

Different  kinds  of  outsourcing  may  require  different  approach- 
es. With  IT  outsourcing,  for  example,  you  need  to  ensure  that 
users  are  satisfied  with  the  service,  lest  "shadow  organizations" 
emerge.  "If  the  required  service  levels  aren't  being  provided  by 
your  outsourcer,  they'll  end  up  being  provided  by  internal  staff 
not  directly  associated  with  delivery  of  IT,"  Murphy  explains. 

Business  process  outsourcing,  on  the  other  hand,  often 
involves  issues  unique  to  the  process.  HR  outsourcing,  for 
example,  "is  both  an  enabler  and  a  catalyst  for  fundamental 
change  in  an  organization  and  its  culture,"  says  Doyle  of 
Hewitt  Associates.  "Few  changes  have  as  great  a  potential 
to  transform  the  work  and  activities  of  employees,  managers 
and  HR  professionals." 


ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 


Ariba  Impacts: 

Temp  Labor 
IT  Consulting 
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Print 

Marketing 
Construction 
Housekeeping 
and  more... 
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This  is  Spend  Management 


STRATEGY 


ANALYSIS 


SOURCING 


PROCUREMENT 
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For  the  outsourcing  of  mail  and  document  manage- 
ment, Pitney  Bowes'  Sinha  recommends  working  with 
an  outsourcer  that  has  experience  in  your  industry. 
"Some  functions  are  the  same  from  industry  to 
industry,"  he  says.  "But  we  find  that  document  man- 
agement  increasingly   involves   industry-specific 
issues,  particularly  in  an  era  of  Sarbanes-Oxley  and 
increased  regulations." 

Likewise,  choose  your  service  provider  care- 
fully when  outsourcing  some  aspects  of  procurement, 
such  as  travel  management.  "Be  sure  you're  outsourcing 
to  a  neutral  party,"  suggests  Ramanathan  of  Ariba.  "If  they  have 
preferential  agreements  with  only  one  supplier,  then  what 
incentive  does  the  vendor  have  to  continuously  reduce  costs 
on  behalf  of  a  customer?"  As  always,  make  sure  the  contract 
is  clear  and  specific. 

NOT  OVER,  OVER  THERE 

Then  there's  offshore  outsourcing— a  four-letter  word  in 
this  election  year.  But  manufacturing  jobs  have  been  moving 
overseas  for  decades.  And  companies  will  continue  to 
look  for  cheaper  markets  for  commodity  IT  activities  such 
as  application  development.  "It's  not  a  question  of  whether 
offshore  outsourcing  is  good  or  bad,"  Underwood  states. 
"It's  a  business  decision,  and  you  need  to  identify  and  weigh 
the  potential  benefits  and  risks." 

Those  risks  can  be  substantial,  says  Gartner's  Parikh. 
Offshore  outsourcing  entails  communication  barriers,  cultural 

"Be  sure  you're  outsourcing  to  a 

neUtrai    party.       -  Rajiv  Ramanathan,  Ariba  Inc. 

differences,  and  local  laws  and  regulations.  It  also  involves  the 
movement  of  corporate  data— data  that  may  be  treated 
differently  overseas  than  it  is  in  the  U.S.  "China  in  particular 
is  not  a  great  place  to  send  trade  secrets,"  Parikh  believes. 
"If  that  information  were  to  leak  out,  you  may  have  no  legal 
recourse  to  collect  damages  or  prevent  further  leaks." 

Data  protection  becomes  even  more  critical  in  light  of 
new  corporate  governance  requirements  such  as  Sarbanes- 
Oxley.  Many  experts  advise  companies  considering  offshore 
outsourcing  to  seek  help  from  a  third  party  in  negotiating 
a  contract.  "Offshoring  is  an  inevitable  result  of  the  global 
marketplace,  and  the  key  is  to  plan  for  it  and  manage  the 
risks,"  Parikh  says. 

PARTNER  FOR  PERFORMANCE 

Conventional  wisdom  has  been  that  outsourcing  must  move 
beyond  a  client/vendor  relationship  into  the  realm  of  part- 
nership. And  to  an  extent,  that's  true:  Both  parties  need  to 
fulfill  their  responsibilities  and  work  toward  mutual  goals. 

But  most  outsourcing  relationships  aren't  true  partner- 
ships. In  fact,  80  percent  of  outsourcing  involves  what 
Murphy  calls  "utility  deals"  such  as  managing  a  mainframe 
data  center.  "Probably  less  than  five  percent  of  outsourcing 
deals  are  true  partnerships,"  Underwood  says. 

Of  course,  an  outsourcing  relationship  can  lead  to  a 


PITNEY  BOWES:  ENGINEERING  COMPANY 
COMMUNICATIONS  FOR  THE  21ST  CENTURY 

Pitney  Bowes  Inc.  is  one  of  the  nation's  largest 
providers  of  mail  and  document  management  solutions. 
The  company's  outsourcing  unit,  Pitney  Bowes 
Management  Services,  has  15,000  employees  onsite 
at  1,400  customer  locations  throughout  the  country. 
It  provides  the  people,  processes,  and  technology 
to  help  companies  better  engineer  the  flow  of  their 
communication.  Pitney  Bowes  provides  many  of  the 
largest  U.S.  companies  with  outsourced  document 
creation,  production,  and  distribution  services— including 
desktop  publishing,  print  and  copy  center  management, 
fleet  asset  management,  mail  center  management, 
secure  mail  services,  digital  imaging,  and  information 
and  records  management.  By  outsourcing  these  critical 
communication  processes  to  Pitney  Bowes,  companies 
can  achieve  savings  through  best  practices  and  better 
focus  on  their  core  businesses. 


partnership  as  both  parties  deliver  on  their  promises  and 
develop  trust.  You  and  your  outsourcer  may  pursue  new  busi- 
ness models  that  require  joint  investment— and  mutual  rewards. 
The  trust  that  precedes  a  partnership  is  an  essential 
ingredient  to  any  outsourcing  relationship.  "You  need  to 
accept  your  services  provider  as  a  teammate  and  involve 
them  in  activities  such  as  internal  planning  so 

}that  they  can  help  you  identify  new  efficiencies 
and  new  services  that  deliver  increased  value  from 
the  relationship,"  Wiegler  says. 
What's  important,  ultimately,  is  that  you  don't 
set  outsourcing  on  autopilot  and  hope  for  the  best. 
Outsourcing  is  too  complex— and  important— for  such  a 
hands-off  approach.  "Outsourcing  requires  sophistication  and 
oversight,"  Murphy  says.  "If  it  isn't  measured,  it  isn't  managed. 
And  if  it  isn't  managed,  it  won't  be  successful." 

This  special  section  was  written  by  Eric  Schoeniger,  a  freelance 
writer  specializing  in  business  and  technology.  Contact  him  at 
eric.schoeniger@comcast.net. 
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Outsourcing  is  never 
a  one-way  street. 


In  fact,  it's  in  constant  flux.  Which  makes 
effective  sourcing  management  that  much  more 
challenging.  You're  tasked  with  reducing  costs 
without  reducing  quality,  all  the  while  adjusting 
to  a  constantly  changing  business  environment. 
Your  visibility  in  your  own  organization  is  at  stake. 
And  your  success  hinges  on  a  comprehensive 
strategy  to  govern  the  complex  and  flexible 
relationships  with  your  providers. 

Are  you  on  the  right  road?  Gartner  can  help 
you  align  your  IT  services  with  your  business 
objectives.  Because  the  rewards  are  there, 
if  you  manage  the  risks. 


Contact  Denise  Underwood, 
Managing  Vice  President  and  Global 
Solutions  Leader,  Strategic  Sourcing 
denise.underwood@gartner.com 

www.gartner.com/consulting/sourcing 
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In  Praise  of 
Heady  Growth 

In  a  new  book,  Michael  J.  Mandel  argues  that  many  economists 
pay  too  little  attention  to  tech-driven  expansion 


Mi 


THE  U.S.  ECONOMY  GREW  BY  4-9%  IN  THE 
past  year,  the  biggest  gain  since  1984.  The 
Standard  &  Poors  500-stock  index  is  up  by 
20%  over  the  same  stretch,  while  household 
wealth  has  surpassed  its  2000  peak.  And 
Americans  have  plenty  of  buying  power- 
consumer  spending  per  person 
is  up  by  9%  since  2000. 
Nevertheless,  as  the  election  season  heats  up, 
economists  and  politicians  on  both  the  left  and  the 
right  are  raising   dire  warnings   about  future 
prospects  for  the  U.S.  economy.  Topping  the  list  of 
reasons  for  distress:  huge  budget  deficits,  balloon- 
ing estimates  of  the  future  cost  of  Medicare  and 
other  entidements,  the  flight  of  good  jobs  to  India 
and  China,  and  the  burden  of  increased  military  ac- 
tivity abroad  and  security  measures  at  home. 

Ultimately,  we  are  faced  with  the  question  of 
whether  to  be  optimistic  or  pessimistic  about  our 
economic  destiny.  Can  the  good  times  of  the 
1990s— with  its  low  unemployment,  fast  wage 
growth,  and  soaring  stock  market— be  repeated?  Or  was  that  era 
just  a  flash  in  the  pan,  the  product  of  an  out-of-control  bubble 
mentality?  Will  we  soar  or  struggle? 

Here's  the  straight  answer:  The  ability  of  Americans  to  thrive 

Adapted  from  Rational  Exuberance:  Silencing  the  Enemies 
of  Growth  and  Why  the  Future  Is  Better  Than  You  Think  by 
Michael  J.  Mandel.  Published  by  HarperCollins,  May,  2004. 
Copyright  ©2004  by  Michael  J.  Mandel. 
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during  the  next  10, 20,  or  even  30  years  does  not  depend  on  the 
budget  deficit  or  the  potential  exodus  of  a  few  hundred  thousand 
jobs  to  other  countries.  Rather,  our  economic  future  is  inextrica- 
bly linked  to  our  ability  to  come  up  with  more  technological 
breakthroughs  that  equal  the  Internet  in  magnitude.  Such  large- 
scale  innovations  drive  growth,  create  new  jobs  and  industries, 
,  push  up  living  standards  for  both  rich  and  poor,  and 

^^^^         open  up  whole  new  vistas  of  possibilities.  This  is 
what  I  call  "exuberant  growth." 

How  can  we  be  so  sure  of  this?  The  lessons  of  his- 
tory and  economic  research  are  very  clear.  Over  the 
long  run,  economic  progress  in  a  highly  developed 
country  such  as  the  U.S.  depends  mainly  on  tech- 
nological advances.  It  was  a  succession  of  innova- 
Silencing  tions— including  electricity,  telephones,  radio,  au- 

i/ir  Eneroi'  tomobiles,  and  antibiotics— that  revolutionized  life 

0f  Growth  in  the  first  half  of  the  20th  century.  By  contrast,  the 

drought  of  economically  significant  innovations  in 
the  1970s— including  the  unanticipated  failure  of 
nuclear  power  as  a  cheap  energy  source— helped 
pull  down  growth.  It  is  no  coincidence  that  the  rise 
of  the  Internet  in  the  1990s  coincided  with  the  biggest  rise  in 
household  incomes,  and  the  biggest  drop  in  poverty,  in  30  years. 
Going  forward,  such  technology-driven  growth  is  essential  if 
we  are  not  to  drown  in  our  problems.  The  Internet  is  terrific,  but 
by  itself  it  can't  power  long-term  growth.  Without  cost-saving 
breakthroughs  in  medical  science,  it  won't  be  possible  to  supply 
health  care  to  a  generation  of  aging  Americans  without  bank- 
rupting the  young.  Without  new  industries  created  by  innova- 
tive companies,  it  won't  be  possible  to  generate  enough  good 


new  jobs  to  replace  the  ones  going  abroad.  Without  break- 
throughs  in  energy  production  and  distribution,  it  won't  be  pos- 
sible to  provide  inexpensive  power  for  industrialized  countries 
while  supplying  the  energy  needed  to  bring  up  living  standards 
in  the  developing  world.  And  without  rapid  growth,  it  won't  be 
possible  to  simultaneously  pay  for  national  defense  and  the  re- 
tirement of  the  baby  boomers. 

Simmering  Away 

THE  GOOD  NEWS:  IT  IS  RATIONAL  to  be  optimistic  about  the 
next  decade  and  the  future  beyond  if  we  are  willing  to  commit 
ourselves  to  innovation- driven,  exuberant  growth.  All  the  in- 
gredients are  in  place.  There  are  plenty  of  potential  technologi- 
cal breakthroughs  simmering  beneath  the  surface.  To  name  just 
a  few:  wireless  and  broadband  connectivity  that  could  poten- 
tially revolutionize  everyday  life,  solar  power  that  could  compete 
with  conventional  energy  sources,  biotech  advances  that  actual- 
ly cut  health-care  costs,  nanotechnology— building  useful  ob- 
jects atom-by-atom— that  changes  the  nature  of  manufacturing 
and  actually  makes  it  cost-effective  to  produce  things  in  the  U.S. 
again,  and  space  travel  that  is  commercially  viable.  None  of 
these  new  technologies  is  ready  for  prime  time  yet,  but  there's  a 
good  chance  that  at  least  one  will  be  ready  in  the  next  10  years. 
Another  reason  to  expect  strong  growth  is  the  expanding 
commitment  to  research  and  development  and  to  education 
around  the  world.  With  more  smart  people  working  on  new 
ideas,  the  global  rate  of  innovation  goes  up— and  since  ideas 
flow  freely  across  national  borders,  the  U.S.  benefits  as  well. 


In  the  U.S.  private  sector,  R&D  spending  as  a  share  of  gross  do- 
mestic product  was  up  sharply  in  the  second  half  of  the  1990s. 
And  although  private  R&D  spending  has  weakened  a  bit  over  the 
past  couple  of  years,  it's  still  near  historic  highs.  In  Asia,  Chinese 
R&D  expenditures  now  exceed  those  of  any  European  country, 
while  India  is  in  the  top  10  worldwide.  At  the  same  time,  the  num- 
ber of  college  graduates  has  been  rising  in  Europe  and  Asia  as  it 
has  become  clear  that  college  is  where  people  acquire  the  ad- 
vanced skills  necessary  to  prosper  in  a  fast-changing  world. 

The  nature  of  the  U.S.  financial  system,  too,  is  a  cause  for  op- 
timism, giving  the  country  a  unique  competitive  advantage. 
Unlike  its  rivals,  the  U.S.  has  a  set  of  well- developed  private 
markets— led  by  venture  capital  and  high-yield  bonds— 
for  funding  cutting-edge  research  and  fostering  innovative 
startups  and  fostering  new  businesses. 

These  capabilities  of  the  U.S.  fi- 
nancial system  represent  a  major 
step  forward.  The  essence  of  capi- 
talism is  how  it  raises  and  allocates 
capital.  Today,  the  U.S.  can  quickly 
direct  resources  to  areas  of  techno- 
logical ferment.  That  sucks  in  new 
ideas  and  smart  people  from  all 
over  the  world,  accelerates  techno- 
logical change,  produces  jobs,  and 
creates  a  competitive  edge  that  oth- 
er countries  cannot  match— no 
matter  how  low  their  wages. 

The  bad  news:  Enemies  of 
growth  are  everywhere.  Both  on  the 
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Internet  Depression,  came 
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political  left  and  on  the  right,  there  is  a  profound  discomfort  with 
technological  change.  Liberals  blame  technology  for  creating  in- 
equality and  unemployment  Deficit  hawks  fear  that  new  medical 
technologies  will  mean  bigger  health-care  bills.  Environmental- 
ists worry  about  the  negative  impact  of  genetically  modified  crops. 
Moralists  fret  that  technology  has  opened  the  door  to  potentially 
immoral  and  corrupting  activities  such  as  human  cloning  and  In- 
ternet pornography. 

Perhaps  most  surprising,  economists,  who  should  be  the 
biggest  fans  of  growth,  have  mainly  ignored  or  dismissed  the  im- 
portance of  technological  change.  Textbooks,  popular  writings, 
and  public  pronouncements  by  leading  economists  tend  to  focus 
on  topics  such  as  the  budget  deficit,  savings,  and  taxes,  while  giv- 
ing short  shrift  to  technology,  the  economy's  main  engine  of 
growth  (box).  The  result  is  to  undermine  public  support  for  R&D 
funding  and  other  critical  policies  for  innovation.  In  this  sense,  the 
economics  profession  is,  unintentionally,  an  enemy  of  growth. 


Poor  Stepchild 


IT'S  ALSO  HARD  TO  find  true  friends  of  growth  in  either  political 
party.  Republicans  and  Democrats  wrangle  endlessly  about  tax 
cuts  and  budget  deficits,  even  though  there  is  little  solid  evidence 
that  either  has  much  effect  on  long-term  growth.  By  contrast, 
technology-driven  growth  is  the  poor  stepchild,  receiving  a  mi- 
croscopic amount  of  time,  energy,  and  money  from  politicians. 
President  Bush's  latest  budget  calls  for  a  decline  in  government 
funding  for  nondefense  R&D  in  real  terms  over  the  next  five  years, 
according  to  a  recent  analysis  from  the  American  Association  for 
the  Advancement  of  Science.  And  reasonable  proposals  for  accel- 
erating the  rate  of  technological  change  are  mainly  absent  from  ei- 
ther the  Bush  or  Kerry  Presidential  campaigns. 

To  put  it  another  way,  what  might  be  called  the  Silicon  Valley 
mentality— favoring  experimentation,  innovation,  and  change 
—faces  a  hostile  climate  today.  Perhaps  this  shouldn't  be  a  big 
shock.  Exuberant,  technology-driven  growth  is  upsetting  to  the 
status  quo— and  to  the  big  companies  and  political  donors  that 
benefit  from  keeping  things  as  they  are.  Technology  represents 
a  force  for  change  that  is  profoundly  threatening. 

Nevertheless,  there  is  no  doubt  that  innovation  is  absolutely 
indispensable  for  productivity,  wages,  jobs,  and  international 
competitiveness.  Consider  productivity:  Over  the  past  50  years 
output  per  hour  has  risen  at  an  annual  average  of  2.2%.  Ac- 
cording to  the  Bureau  of  Labor  Statistics  (BLS),  investment  in 
machinery,  equipment,  and  other  physical  capital  accounts  for 
about  40%  of  those  gains.  Upgrades  to  the  labor  force— includ- 
ing education  and  experience— account  for  a  further  10%. 

Where  does  the  other  half  of  productivity  growth  come  from? 
Mainly  technological  and  business  innovation.  Without  it,  the 
economy  would  be  much  smaller,  standards  of  living  would  be 
much  lower,  and  there  would  be  fewer  resources  available  for  ei- 
ther the  military  or  domestic  priorities  such  as  health  care. 

In  addition,  periods  of  innovation  have  generally  boosted  wages 
for  the  poor  and  for  the  working  class.  In  the  early  20th  century  it 
was  innovative  industries  such  as  automobile  manufacturing  that 
could  afford  to  pay  the  best  wages.  Henry  Ford  boosted  his  facto- 
ry's daily  wage  to  $5  per  day  in  1914,  when  the  going  wage  for  fac- 
tory workers  was  less  than  $250.  More  recently,  the  fast-growing 
tech  sector  led  the  way  toward  rapid  wage  growth  in  the  1990s. 

job  growth,  too,  is  closely  tied  to  innovation.  Typically,  big 
technological  breakthroughs  create  new  and  profitable  indus- 
tries that  need  a  lot  of  workers  and  are  willing  to  pay  good  mon- 
ey. Indeed,  it's  possible  to  go  down  the  list  of  industries  pub- 


Economists  vs. 
Technology 


The  economics  profession,  for  the  most  part, 
underestimates  the  importance  of  technological 
change.  Out  of  53  economists  who  have  won  the  Nobel 
prize,  only  four  were  honored  for  research  on 
technology  or  innovation.  And  only  7%  of  the  sessions 
at  the  January,  2004,  annual  meeting  of  the  American  Economics 
Assn.  were  devoted  to  the  economic  impact  of  technology. 

Many  economists  are  skeptics  when  it  comes  to  technology- 
driven  growth,  downplaying  the  role  of  technological  change  in  their 
textbooks  and  policy  pronouncements.  They  emphasize  reducing 
the  budget  deficit,  boosting  savings,  and  changing  the  tax  system 
rather  than  policy  measures  to  boost  innovation.  Here's  what  some 
leading  economists  have  written: 

Alan  Blinder,  Princeton  economist  and  former  vice- 
chairman  of  the  Federal  Reserve: 

"Nothing— I  repeat,  nothing-economists  know 
about  growth  gives  us  a  recipe  for  adding  a 
percentage  point  or  more  to  the  nation's  growth  rate 
on  a  sustained  basis."  (1997) 

"The  notion  that  we  are  spending  far  too  small  a  share  of  GDP 
on  innovation  is  not  really  very  plausible."  (2003)* 

Martin  Feldstein,  Harvard  economist  and  current 
president  of  the  American  Economics  Assn.: 

"Increased  capital  accumulation . .  .was  the  only 
determinant  of  growth  that  seemed  susceptible  to 
changes  in  economic  policy."  (1994) 
"Even  if  the  technical  changes  in  information  technology  had  not 
occurred,  the  pressures  to  raise  profits  and  reduce  costs  would  have 
led  to  a  greater  increase  in  productivity  in  the  U.S."  (2003) 

BPaul  Krugman,  Princeton  economist  and  New  York 
Times  columnist: 
"High  technology  is  fashionable,  and  I  think  we 
are  all  obliged  to  make  a  deliberate  effort  to  fight 
against  fashionable  ideas."  (1991) 
"Technology  is  not  a  magic  elixir.  The  Internet, 
mobile  phones,  and  all  those  things  are  exciting  and  important,  but 
those  who  count  on  them  to  solve  all  their  problems  are  likely  to  be 
disappointed."  (2000) 


a 


N.  Gregory  Mankiw.  Harvard  economist  and  current 
chairman  of  the  Council  of  Economic  Advisers: 

"While  the  productivity  speed-up  is  a  fortuitous 
development,  its  importance  should  not  be 
overstated."  (2002) 

"The  sources  of  strong  productivity  growth  are 
hard  to  identify."  (2003) 


•From  Economics:  Principles  and  Policy,  his  textbook  co-authored  with  William  Baumol. 


78  I  BusinessWeek 


May  17.  2004 


m 


Innovative  banking  creates  value. 
Profit  from  it. 


.^f*% 


<&* 


"o  offer  customers  new  solutions,  the  Societe  Generale  Group  consistently  innovates  in  its  three  businesses 

■  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving  15  million 
;ustomers  in  31  countries  ■  Asset  Management,  Private  Banking  and  Securities  Services:  one  of  the  largest 
)anks  in  the  euro  zone  in  terms  of  assets  under  custody  ($  1 1 65  billion*)  and  under  management  (€  284  billion*) 

■  Corporate  and  Investment  Banking:  the  3rd  largest  bank  in  the  euro  zone  based  on  revenues  and  a  global  leader 
n  euro  capital  markets,  derivatives  and  structured  finance.  www.socgen.com 

December  2003 


Red, 
black 
and 
rising 


tETAIL  BANKING 


PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


GLOBAL  SECURITIES  CORPORATE  & 

SERVICES  FOR  INVESTORS    INVESTMENT  BANKING 


GROUP 


BOOK  EXCERPT 


lished  by  the  BLS  and  identify  what  past  innovations  led  to 
which  jobs.  Perhaps  9  million  Americans  hold  jobs  making,  sell- 
ing, or  servicing  autos  and  airplanes.  An  additional  4  million  are 
directly  engaged  in  making  high-tech  equipment,  selling  it,  or 
helping  people  deal  with  it.  The  list  goes  on  and  on. 

A  big  part  of  the  weakness  of  the  labor  market  today  is  that 
there  hasn't  been  a  new  job-creating,  technological  break- 
through in  the  past  few  years.  The  tech  sector  is  still  recovering 
from  the  roller  coaster  of  the  1990s,  and  no  other  leading  sector 
has  yet  stepped  forward  to  take  its  place. 

Moreover,  it's  hard  to  forecast  which  technology  is  going  to  be 
the  Next  Big  Thing.  There  are  plenty  of  candidates— biotech, 
telecom,  nanotechnology,  energy,  space— but  in  each  case 
tremendous  economic  potential  is  balanced  out  by  equally 
daunting  obstacles.  Biotech  has  seen  rapid  scientific  advances, 
but  it  has  proved  much  harder  and  more  expensive  than  ex- 
pected to  develop  blockbuster  products.  The  need  for  new  ener- 
gy technologies  is  obvious  to  everyone,  but  neither  solar  power 
nor  fuel  cells  are  yet  economically  viable.  The  commercial  ex- 
ploitation of  space  offers  tremendous  opportunities,  but  the  cost 
of  putting  objects  into  orbit  is  still  too  high.  And  the  telecom  in- 
dustry, while  growing  rapidly,  is  still  suffering  from  regulatory 
and  economic  obstacles  that  have  slowed  broadband  penetra- 
tion and  left  the  U.S.  with  a  fragmented  wireless  system. 

Overcoming  Obstacles 

ANY  ONE  OF  THESE  TECHNOLOGIES  is  a  long  shot  to  become 
the  Next  Big  Thing  over  the  next  5  to  10  years.  But  unlike  any  oth- 
er country,  the  U.S.  can  put  substantial  resources  into  all  these  ar- 
eas at  once— funding  research,  startups,  and  new  product  devel- 
opment—while absorbing  the  financial  pain  of  failures.  It's  like 
putting  down  bets  on  more  than  one  number  at  the  roulette 
wheel— the  odds  of  at  least  one  becoming  a  big  success  go  way  up. 
More  than  that,  the  flexibility  of  the  U.S.  financial  system  means 
any  promising  technology  or  product  can  get  funding,  even  if  it 
threatens  existing  companies.  Once  any  of  these  technologies 
gets  close  to  commercial  viability,  the  resources  will  be  there  and 
its  economic  impact  will  be  accelerated. 

But  the  triumph  of  exuberant  growth  over  its  enemies  is  not  in- 
evitable. Throughout  history,  the  foes  of  innovation  have  often 
dampened  technological  change.  As  economic  historian  Joel 
Mokyr  writes  in  his  1990  book,  Lever  of  Riches:  "Technological 
progress  is  like  a  fragile  and  vulnerable  plant, 
whose  flourishing  is  not  only  dependent  on 
the  appropriate  surrounding  and  climate,  but 
whose  life  is  almost  always  short.  It  is  highly 
sensitive  to  the  social  and  economic  environ- 
ment and  can  easily  be  arrested  by  relatively 
small  external  changes." 

To  increase  the  odds  in  favor  of  exuberant 
growth,  we  need  new  goals  for  running  eco- 
nomic policy— and  politicians  brave  enough  to 
support  them.  First,  we  must  encourage  tech- 
nological change  by  paying  far  more  attention 
to  encouraging  basic  and  applied  research,  the 
formation  of  innovative  new  startups,  and  the 
development  of  a  skilled  workforce.  Converse- 
ly, we  need  less  debate  about  the  budget  and 
trade  deficits,  and  more  of  an  understanding 
that  America's  greatness  has  always  rested  on 
its  ability  to  embrace  technology  and  change. 

A  different  sort  of  macroeconomic  policy  is 


Exuberant 
growth 
demands  a 
rethinking 
of  economic 
policy 


What  Drives 
Productivity 

CONTRIBUTION  TO  LONG-TERM 
PRODUCTIVITY  GROWTH  OF  2.2%* 


0.23% 
IMPROVED 
LABOR  QUALITY 


0.82% 

CAPITAL 

INVESTMENT 


•AVERAGE  ANNUAL  RATE. 
1948-2001 


also  needed.  For  the  past  50  years 
macroeconomists  have  focused  oi 
smoothing  out  the  ups  and  downs  o 
the  business  cycle.  That's  still  para 
mount  to  avoid  deep  recessions.  Bu 
technology-driven  booms,  like  the 
one  of  the  1990s,  should  be  encour 
aged.  Although  ninning  the  econo 
my  "hot"  does  carry  dangers— th< 
possibility  of  a  bust  afterward— th< 
benefits  of  providing  better  condi 
tions  for  innovation  and  risk-taking 
more  than  outweigh  the  downsides 
But  such  growth-oriented  policies  are  unworkable  without  an 
equally  intent  focus  on  providing  more  economic  security  as  well 
Rapid  technological  change  is  inherendy  scary  to  people,  because 
it  has  the  potential  to  destroy  their  jobs  and  overturn  their  way  oi 
life.  Therefore,  exuberant  growth  must  go  hand  in  hand  with  eco- 
nomic security.  Fairness  and  transparency  are  crucial.  If  we  want 
people  to  support  technological  change— as  investors,  as  workers 
as  consumers,  as  voters— they  must  feel  there  is  a  level  playing  field 
and  that  no  critical  information  is  hidden  from  them. 

Next,  we  have  to  ease  the  pain  for  Americans  who  are  hit  by  fi 
nancial  or  technological  turbulence.  What's  needed  is  some 
form  of  income  insurance,  which  would  go  beyond  unemploy 
ment  insurance  and  offer  protection  against  drops  in  income. 
One  way  to  provide  such  protection  is  to  modify  the  tax  system 
to  allow  people  to  utilize  income  averaging  over  several  years  forJ 
tax  purposes.  Such  a  strategy  means  that  someone  who  did  well 
one  year  and  poorly  the  next  could  average  over  two  or  three 
years  and  end  up  paying  a  lower  tax  rate.  In  1997  the  tax  laws 
were  changed  to  include  such  a  provision  for  farmers,  but  it 
needs  to  be  broadened  to  everyone.  The  result  would  be  a  big  tax 
refund  for  people— especially  middle-  or  high-income  taxpay- 
ers—who lose  their  jobs  or  are  forced  to  take  a  lower  paying  one. 
Above  all,  we  must  strengthen  the  safety  net  to  allow  Ameri- 
cans to  support  technology-driven  growth  without  worrying  that 
it  will  rob  them  of  jobs  and  benefits.  In  particular,  a  fast-growing, 
exuberant  economy  can  afford  to  provide  at  least  a  minimal  level 
of  health-care  coverage  for  everyone. 

In  this  new  world,  a  political  coalition  built  around  both  pro- 
growth  policies  and  policies  promoting  economic  security  and  fair- 
ness is  needed.  The  coalition  will  cut  across  party  lines,  encom- 
passing all  groups  who  benefit  from  technology-driven  growth: 
investors  with  money  in  the  stock  market;  ed- 
ucated managers  and  professionals  who 
thrive  in  periods  of  rapid  change;  less-skilled 
workers  who  can  ride  a  boom  to  a  better  life. 

Finally,  and  perhaps  most  important,  we 
must  embrace  the  exuberance  brought  on  by 
new  technologies  and  renounce  the  ethic 
that  too  much  growth  is  bad  for  us.  Exuber- 
ance is  not  a  character  flaw  that  has  to  be 
rooted  out.  Rather,  it's  the  essential  motive 
force  for  a  technologically  vibrant  economy. 
Economists  who  thought  that  the  U.S.  econ- 
omy had  reached  a  mature  state  in  the  1980s 
were  proven  wrong  by  the  Internet  and  the 
technology  boom.  We  do  not  know  what  lies 
beyond  the  next  hill.  It  cannot  be  proven  that 
there  are  new  opportunities  beyond  the  hori- 
zon. But  embracing  exuberant  growth  helps 
ensure  that  our  children  live  not  in  the  Age  of 
Uncertainty  but  in  the  Age  of  Possibility.  ■ 
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Things  Go  Better 
With...  Juice 

Coke's  new  CEO  will  have  to  move  quickly 
to  catch  up  in  noncarbonated  drinks 


NEW  CEO  E.  NEVILLE 
Isdell  made  clear  from 
the  start  that  he  sees  lit- 
tle wrong  at  Coca-Cola 
Co.  "The  system  isn't 
broken.  There's  still  op- 
portunity for  both  Coca- 
Cola  and  the  other  [soft  drink]  brands," 
said  the  affable  Irish  citizen  upon  his  May 
4  appointment.  But  as  he  digs  into  the 
strategic  questions  about  how  to  reignite 
growth  at  Coke,  he  might  want  to  take  a 
closer  look  at  its  first- quarter  ^^^ 

earnings  report.  The  sharp 
35%  rise  in  profits  owed  little 
to  the  company's  four  core 
brands:  Coke,  Diet  Coke, 
Sprite,  and  Fanta.  Instead, 
Coke  got  a  jolt  from  the  non- 
carbonated  brands  that  were 
once  treated  as  orphans  by  its 
cola-centric  management. 
Sales  of  its  Dasani  water 
brand  rose  23%  globally  de- 
spite being  pulled  from 
shelves  in  Europe  in  late 
March  because  initial  ship- 
ments contained  the  carcino- 
gen bromate.  And  Coke's 
Powerade  sports  drink  saw 
volume  surge  28%  world- 
wide on  the  back  of  a  new  ad 
campaign  featuring  NBA 
prodigy  LeBron  James,  as 
well  as  four  extra  selling  days 
in  the  quarter. 

It's  the  first  good  news 
Coke  has  had  for  some  time 
in  its  battle  to  make  up  pre- 
cious ground  against  PepsiCo 
Inc.  in  the  beverage  industry's 
most  competitive  rivalry. 
While  Coke  retains  an  iron 
grip  on  the  $64  billion  U.S. 
carbonated  soft-drink  mar- 


ket, it  remains  a  distant  second  or  worse  in 
the  up-and-coming  "noncarb"  category. 
Sales  of  beverages  such  as  water,  juice,  tea, 
and  sports  drinks  are  growing  as  much  as 
eight  times  faster  than  U.S.  soda  sales.  Yet 
Coke's  commanding  44%-to-32%  lead 
over  PepsiCo  in  U.S.  soda  sales  compares 
with  a  l6%-to-24%  deficit  against  its  rival 
in  the  $27  billion  noncarb  market,  says 
consultant  Beverage  Marketing  Corp. 

Getting  the  noncarb  business  right  will 
be  a  top  priority  for  Isdell,  60,  a  former 
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Coke  exec  who  will  return  in  the  early 
summer  to  take  over  from  current  CEO 
Douglas  N.  Daft.  Given  the  one-two  punch 
of  economic  turmoil  in  key  overseas  mar- 
kets and  lack  of  growth  in  the  U.S.  soda 
business,  Coke's  operating  profits  have 
risen  an  average  of  only  1%  since  1997,  to 
$5.2  billion  in  2003.  While  the  noncar- 
bonated market  is  going  gangbusters— 
growing  8%  last  year  alone— U.S.  soda 
consumption  has  grown  by  less  than  1%  in 
each  of  the  past  five  years.  Add  mounting 
concerns  about  childhood  obesity  and  the 
possibility  that  consumers  are  simply  suf- 
fering from  cola  fatigue,  and  the  soda  mar- 
ket is  likely  to  remain  under  pressure. 

STUCK  IN  THE  PAST 

YOU  HAVE  TO  GIVE  PepsiCo  credit  for  its 
savvy  in  seeing  the  opportunity  before 
Coke,  which  was  long  reluctant  to  diversify 
into  any  beverages  that  it  feared  couldn't 
match  the  lucrative  margins  of  soft  drinks. 
Daffs  predecessor,  M.  Douglas  Ivester,  had 
to  be  dragged  kicking  and  screaming  into 
the  water  business:  Coke  made  most  of  its 
money  selling  syrup  concentrate  to  bot- 
tiers,  and  he  didn't  see  how  the  company 
could  justify  its  cut  of  profits  on  water.  (To- 
day bottlers  pay  Coke  for  "mineral  packets" 
that  give  Dasani  its  taste,  in  addition  to 
marketing    fees.)    He    also 
passed  on  a  chance  in  the 
1990s  to  buy  Quaker  Oats 
Co.— which  at  the  time  owned 
Snapple  as  well  as  Gatorade. 
Daffs  efforts  to  convert 

ORANGE  JUICE  Coke  mt0  a  "total  beverage 

company"  also  met  with  peri- 
odic resistance  from  Coke's 
board.  He  lost  a  bidding  war 
for  the  SoBe  line  of  New  Age 
drinks  to  Pepsi  in  2000  and 
the  Gatorade  line  after  Coke 
director  Warren  E.  Buffett  ve- 
toed Daffs  all-stock  deal  for 
Quaker  by  saying  it  wasn't 
worth  10.5%  of  Coca-Cola. 

Bottlers,  meanwhile,  re- 
fused to  embrace  Daffs  acqui- 
sitions of  Planet  Java,  a  bottled 
coffee  intended  to  compete 
against  the  Frappuccino 
brand  carried  by  PepsiCo  bot- 
tlers, and  the  Mad  River  line 
of  New  Age  teas.  The  inde- 
pendent bottlers  have  long 
preferred  products  with  the 
high  volumes  and  simple 
plastic  packaging  that  allow 
them  to  run  their  production 
lines  at  full  tilt— and  products 
such  as  Planet  Java  and  Mad 
River  offered  neither.  "We  just 
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didn't  see  the  opportunity,"  says  Ron  Wil- 
son, president  of  the  Philadelphia  Coca- 
Cola  Bottling  Co.  Given  the  apathy,  Coke 
execs  shelved  both  Planet  Java  and  Mad 
River  last  year.  They  plan  to  distribute 
such  niche  products  via  food  brokers; 
bottlers  will  get  a  cut  of  profits  for  coordi- 
nating sales  and  merchandising  efforts 
with  merchants.  "We  know  what  we  need 
to  do  now,"  says  Chief  Financial  Officer 
Gary  P.  Fayard. 

CREATIVITY  NEEDED 

COKE  EXECS  BELIEVE  they're  starting 
to  pick  up  momentum  on  the  noncarb 
front.  In  the  U.S.,  the  new  Minute  Maid 
Lemonade  line  has  sold  briskly,  and  Coke 
boasts  that  in  chilled  juices,  its  Minute 
Maid  team  outsmarted  PepsiCo's  Tropi- 
cana  by  being  the  first  to  include  a  blend 
designed  to  lower  cholesterol. 

Analysts  think  Coke  may  have  to  scrap 
Dasani  in  Europe  and  return  under  a  dif- 
^^mm^^^^^    ferent  name,  per- 
'Tm        haps  as  a  spring 
[  -i       water  rather  than  a 

,     *       purified   one.    But 
Coke  says  its  water 
business  is  gaining 
V       traction  elsewhere. 
^^i        #1       Its     three-year-old 
|^H|  ^^  A        Turkuaz   brand   is 
the    best-seller    in 
ISDELL  Seeki  ng        Turkey,  and  its  Nat- 
the  right  m i x  urAqua  line  has  be- 

^^^^™  come  the  second- 

best-selling  water  in  Hungary  after  just 
nine  months.  While  Coke  remains  a  dis- 
tant second  in  U.S.  sports  drinks,  it  says  it 
is  enjoying  heady  growth  in  the  many  in- 
ternational markets  where  Gatorade  isn't 
sold.  Keith  D.  Pardy,  vice-president  for 
emerging  global  brands,  says  Powerade 
sales  rose  23%  worldwide  last  year. 

The  recent  growth  in  some  areas  is 
coming  off  a  small  base  of  sales.  And 
some  analysts  think  Coke  will  have  to  be 
a  lot  more  creative  on  the  product  and 
marketing  fronts  to  make  up  lost 
ground.  David  M.  Podeschi,  senior  vice- 
president  of  merchandising  for  7- Eleven 
Inc.,  commends  Coke  for  the  "great 
strides"  it  has  made  with  soda  extensions 
such  as  Vanilla  Coke  and  Diet  Coke  with 
Lemon,  "but  they  could  do  more  innova- 
tion on  the  noncarb  side."  Coke's  new 
CEO  will  have  to  figure  out  how  to  gener- 
ate as  much  fizz  out  of  juice  and  water  as 
he  does  from  soda.  ■ 

-By  Dean  Foust  in  Atlanta 
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For  more  on  new  Coke 
CEO  E.  Neville  Isdell's  appointment,  go  to 
www.businessweek.com/magazine/extra.htm 
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NBCs  Wright 
will  oversee  a 
studio  known 
for  its  big  deals 
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Lights!  Camera! 
Bean  Counters! 

NBC  is  set  to  get  its  Hollywood  studio. 
Can  the  GE  unit  handle  the  culture  clash? 


THESE  ARE  TENSE  TIMES 
for  General  Electric  Co.'s 
NBC  unit,  and  not  just  be- 
cause Monica  and  her 
friends  have  sipped  their 
last  cup  of  java  on  Thurs- 
day nights.  On  May  11,  GE 
is  scheduled  to  make  its  biggest  move  into 
entertainment  since  it  bought  the  net- 
work in  1985.  In  a  hoopla-filled  press  con- 
ference, NBC  Chairman  Robert  C.  Wright 
will  announce  the  deal's  dos- 
ing—then  head  to  Los  Angeles 
to  try  to  win  over  a  wary  set  of 
top  executives  at  the  Universal 
studio,  theme  park,  and  cable 
unit  he's  buying. 

For  the  $134  billion  GE, 
which  has  made  thousands  of 
acquisitions,  melding  corpo- 
rate cultures,  while  never 
easy,  isn't  a  new  experience. 


Universal 
bosses 
are  taking 
"integration 
meetings 


But  in  merging  the  traditionally  free- 
spending  Universal  with  NBC  executives 
weaned  on  financial  discipline,  Wright  & 
Co.  may  find  their  trip  to  Hollywood  more 
of  a  challenge  than  most  acquisitions. 
Just  days  before  closing  the  deal,  Univer- 
sal released  the  special-effects-laden  hor- 
ror flick  Van  Helsing,  which  cost  $200 
million  to  make  and  market  The  film, 
starring  Hugh  Jackman,  has  gotten  tepid 
Internet  reviews,  and  even  a  huge  open- 
ing may  not  keep  the  film 
from  losing  money— and 
diluting  the  profits  that 
NBC  hopes  might  be 
reaped  from  a  rush  of 
cross-promotions. 

Such  an  early  blow 
would  hurt,  since  the 
much-extolled  synergies 
of  the  two  groups  were  a 
key  rationale  for  the  merg- 
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er.  An  upbeat  GE  CEO  Jeffrey  R.  Immelt 
told  analysts  in  April  that  they  could  ex- 
pect the  combined  companies  to  increase 
revenue  to  $15  billion  in  2005,  from  $12 
billion  this  year,  and  to  hike  operating 
profit  to  $3.1  billion,  from  $2.4  billion. 

One  example  of  the  new  cross-platform 
approach:  Van  HelsingwHi  be  followed  by 
DVDs  of  old  Universal  Frankenstein  and 
Dracula  movies,  and  a  planned  NBC  show 
called  Transylvania.  "In  cable,  we  think  we 
can  improve  the  programming  and  brand- 
ing . . .  and  there  is  great  opportunity  to  ac- 
celerate DVD  sales,"  Immelt  told  analysts. 
And  BusinessWeek  has  learned  that  NBC, 
which  abandoned  pro  football  in  1998,  has 


suggested  to  the  National  Foot-  'Tl-i  p  f-V»  -rpof" 
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games  on  a  network  and  on  the 
USA  Network  cable  channel. 

Even  as  GE  and  NBC  execs 
ponder  the  possibilities,  they'll 
be  managing  some  big  culture 
clashes.  Already,  Universal  bosses  have 
been  flying  east  to  "integration"  meetings 
at  GE's  John  F.  Welch  Leadership  Develop- 
ment Center  in  Crotonville,  N.Y.,  while  GE 
is  shipping  company-trained  CFOs  west  to 
scope  out  the  Hollywood  units.  In  a  show 
of  GE  muscle,  the  network  has  also  as- 
signed the  job  of  integrating  operations  to 
John  W.  Eck,  an  expert  in  GE's  Six  Sigma 
system  of  squeezing  costs  and  eliminating 
potential  failures.  "The  finance  function  is 
always  taken  over  by  GE,"  says  executive 
recruiter  Peter  D.  Crist  of  Crist  Associates. 
"That's  usually  the  first  move  because  it's  a 
big  area  of  vulnerability." 

Indeed,  the  bean  counters  may  not  like 

what  they  find,  including  a  $1.1  billion 

Universal  film  budget  full  of  deals  that  give 

hefty  percentages  to  directors  and  actors. 

One  that's  sure  to  attract  attention:  next 

year's  King  Kong  remake,  with  director 

Peter  Jackson  getting  a  $20  million 

salary  and  20%  of  the  profits.  Execs 

are  also  negotiating  a  pricey  new 

deal  with  Law  &  Order  producer 

Dick  Wolf  that  would  add  a 

fourth    Law    &   Order   show. 

"They're  finding  that  it  is  a  lot 

easier  to  be  a  buyer  of  TV  shows 

than  to  be  the  studio  that  incurs 


Universal 


the  costs  of  making  the  prod 
uct,"  says  former  Universa 
President  Frank  Biondi,  whc 
predicts  "they'll  have  collec 
tive  heartburn  the  first  time  i 
film  goes  over  budget  or  the 
special  effects  need  to  tx 
reshot" 

Already  there's  talk  oi 
layoffs:  300  to  500,  say  Uni- 
versal insiders.  To  keep  cre- 
ative types  from  bolting,  GE  has  offere 
extensions  to  many  high-ranking  execs 
including  studio  chief  Ron  Meyers  an 
the  head  of  Vivendi's  TV  studio,  who 
share  duties  with  his  NBC  counterpart 
Other  moves  haven't  been  so  smooth 
The  heads  of  both  TV  distribution  opera 
tions  quit  over  who  would  get  the  job. 

Of  course,  NBC  has  made  successful 
acquisitions  in  the  past.  Hispanic  net- 
work Telemundo,  bought  in  2001,  has 
boosted  audience  by  74%  this  year,  in 
part  using  programming  from  NBC.  And 
if  NBC  can  merge  happily  with  Universal 
to  create  the  synergies  that  Immelt 
promises,  it  could  set  the  stage  for  more 
deals.  Hollywood  insiders  say  NBC  has 
looked  at  MGM  and  may  even  be  con- 
templating a  move  into  satellite  or  cable 
distribution,  giving  it  the  kind  of  leverage 
News  Corp.  and  Time  Warner  have  to 
charge  hefty  rates  for  their  cable  chan- 
nels. For  the  moment,  though,  the  Pea- 
cock has  to  make  its  latest  Hollywood 
foray  work.  At  Universal,  facing  its  third 
owner  in  13  years,  change  has  been 
something  of  a  horror  show.  ■ 

-By  Ronald  Grover  in  Los  Angeles 

and  Diane  Brady,  with  Tom  Lowry, 

in  New  York 


Hollywood  Hassles 

GE's  NBC  is  set  to  close  its  merger  with  Universal^  TV 
and  movie  businesses  on  May  11,  but  now  it  faces  big 
challenges  in  integrating  operations.  Here  are  a  few: 

HEFTY  FILM  BUDGETS  Universal  Studios  was  stung  last  year  by  the 
big-budget  flop  The  Hulk,  so  no  wonder  NBC  is  heavily  scrutinizing  its  $1.1 
billion  annual  film  budget.  One  potential  problem:  Next  Christmas' 
costly  King  Kong  remake,  directed  by  Oscar  winner  Peter  Jackson. 

MERGING  TV  OPERATIONS  Fusing  syndication  and  production  units  will 
ikely  mean  large  layoffs  and  dented  morale.  Already,  the  heads  of  both  syn- 
dication units  resigned. 

BARRY  DILLER  Vivendi  has  dropped  its  lawsuit  against  Diller,  but  the  Inter- 
net mogul's  company  holds  5.4%  of  the  new  company  and  could  block  cer- 
tain transactions  after  the  merger. 

USA  NETWORK  Among  the  costlier  entertainment  cable  channels,  it 
faces  pressure  from  large  distributors  like  Comcast  that  no  longer  want 
to  pay  as  much  to  air  it. 
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C.H.  James  &  Co., 

the  oldest  black-owned 

company  in  America 

Father  to  future 
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Trust  Northern. 

And  ensure  your  legacy  lives  on. 

Believing  in  bedrock  values  has  kept  the  American  dream 
going  strong  for  the  James  family  for  four  generations  —  and 
counting.  It's  also  why  Chuck  has  put  his  trust  in  Northern. 
Our  renowned  personal  service  and  dedication  to  quality  form 
a  solid  foundation  for  lasting  relationships.  We've  been  helping 
families  build  businesses  and  structure  personal  finances  for 
more  than  a  century.  Just  as  we  can  help  preserve,  protect  and 
grow  capital  for  you,  your  family  and  your  interests. 

Call  William  Morrison,  President  —  Personal  Financial 
Services,  at  800-468-2352.  For  a  future  bright  with  the 
expectations  of  dreams  fulfilled. 


Northern  Trust 


Private  Banking   I    Investment  Management    I    Financial  Planning    I  Trust  Services    I    Estate  Planning  Services    I    Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation         Member  FDIC 
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MANAGED  CHAOS  IDEO's  brainstorming  sessions 
are  wild,  woolly— and  fun.  They  can  generate  as 
many  as  100  ideas  in  an  hour 


I  DEO  redefined  good 
design  by  creating 
experiences,  not  just 
products.  Now  it  s 
changing  the  way 
companies  innovate 

BY BRUCE NUSSBAUM 


COVER  STORY 


KAISER  PERMANENTE,  THE  LARGEST 
health  maintenance  organization  in  the 
U.S.,  was  developing  a  long-range  growth 
plan  in  2003  that  would  attract  more  pa- 
tients and  cut  costs.  Kaiser  has  hundreds 
of  medical  offices  and  hospitals  and 
thought  it  might  have  to  replace  many  of 
them  with  expensive  next-generation 
buildings.  It  hired  IDEO,  the  Palo  Alto 
(Calif.)  design  firm,  for  help.  Kaiser  execs 
didn't  know  it  then,  but  they  were  about 
to  go  on  a  fascinating  journey  of  self-dis- 
covery. That's  because  of  IDEO's  novel  ap- 
proach. For  starters,  Kaiser  nurses,  doctors,  and  facilities  man- 
agers teamed  up  with  IDEO's  social  scientists,  designers, 
architects,  and  engineers  and  observed  patients  as  they  made 
their  way  through  their  medical  facilities.  At  times,  they  played 
the  role  of  patient  themselves. 

Together  they  came  up  with  some  surprising  insights. 
IDEO's  architects  revealed  that  patients  and  family  often  be- 
came annoyed  well  before  seeing  a  doctor  because  checking  in 
was  a  nightmare  and  waiting  rooms  were  uncomfortable. 
They  also  showed  that  Kaiser's  doctors  and  medical  assistants 
sat  too  far  apart.  IDEO's  cognitive  psychologists  pointed  out 
that  people,  especially  the  young,  the  old,  and  immigrants, 
visit  doctors  with  a  parent  or  friend,  but  that  second  person  is 
often  not  allowed  to  stay  with  the  patient,  leaving  the  afflict- 
ed alienated  and  anxious.  IDEO's  sociologists  explained  that 
patients  hated  Kaiser's  examination  rooms  because  they  often 
had  to  wait  alone  for  up  to  20  minutes  half-naked,  with  noth- 
ing to  do,  surrounded  by  threatening  needles.  IDEO  and 
Kaiser  concluded  that  the  patient  experience  can  be  awful 
even  when  people  leave  treated 
and  cured. 

What  to  do?  After  just  seven 
weeks  with  IDEO,  Kaiser  real- 
ized its  long-range  growth  plan 
didn't  require  building  lots  of 
expensive  new  facilities.  What  it 
needed  was  to  overhaul  the  pa- 
tient experience.  Kaiser  learned 
from  IDEO  that  seeking  medical 
care  is  much  like  shopping— it 
is  a  social  experience  shared 
with  others.  So  it  needed  to  of- 
fer more  comfortable  waiting 
rooms  and  a  lobby  with  clear 
instructions  on  where  to  go; 
larger  exam  rooms,  with  space 
for  three  or  more  people  and 
curtains  for  privacy,  to  make  pa- 
tients comfortable;  and  special 
corridors  for  medical  staffers  to 
meet  and  increase  their  effi- 
ciency. "IDEO  showed  us  that 
we  are  designing  human  expe- 
riences, not  buildings,"  says 
Adam  D.  Nemer,  medical  opera- 
tions services  manager  at 
Kaiser.  "Its  recommendations 
do  not  require  big  capital  ex- 
penditures." With  corporations 
increasingly  desperate  to  get  in 
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touch  with  their  customers,  IDEO's  services  are  in  growing  de- 
mand. As  the  economy  shifts  from  the  economics  of  scale  to 
the  economics  of  choice  and  as  mass  markets  fragment  and 
brand  loyalty  disappears,  it's  more  important  than  ever  for 
corporations  to  improve  the  "consumer  experience."  Yet  after 
decades  of  market  research  and  focus  groups,  corporations  re- 
alize that  they  still  don't  really  know  their  consumers— or  how 
best  to  connect  with  them. 


Cool  and  Fast 


ENTER  IDEO.  THE  350-PERSON  design  firm  has  offices  not 
just  in  Palo  Alto  but  also  in  San  Francisco,  Chicago,  Boston, 
London,  and  Munich.  Office-furniture  maker  Steelcase  Inc. 
owns  a  majority  stake  in  the  firm,  which  operates  as  an  inde- 
pendent unit.  By  design  industry  standards,  IDEO  is  huge, 
though  its  $62  million  in  revenues  in  2003  are  puny  by  most 
corporate  measures.  But  IDEO's  impact  on  the  corporate 
world  is  far  greater  than  the  sum  of  its  sales.  It  has  a  client  list 
that  spans  the  globe,  including  Hewlett-Packard,  AT&T  Wire- 
less Services,  Nestle,  Vodaphone,  Samsung,  NASA,  and  the 
BBC  (page  94).  More  than  half  of  the  firm's  revenue  comes 
from  European  and  Asian  clients  or  work  done  overseas  by 
U.S.  corporations. 

IDEO  began  in  1991  as  a  merger  between  David  Kelley 
Design,  which  created  Apple  Computer  Inc.'s  first  mouse  in 
1982,  and  ID  Two,  which  designed  the  first  laptop  computer  in 
the  same  year.  The  Grid  laptop  is  in  the  Museum  of  Modern 
Art  in  New  York.  Kelley  went  to  Stanford  University  School  of 
Engineering  in  the  mid-'70s  and  met  Steven  P.  Jobs.  Jobs  later 
introduced  Kelley  to  the  woman  he  married,  Kc  Branscomb, 

former  senior  vice-president  at 
Lotus  Development  Corp.  and 
CEO  of  InteUiCorp  Inc.  ID  Two 
was  run  by  Bill  Moggridge,  a 
well-known  British  interaction 
designer.  Both  founders  still 
manage  IDEO,  along  with  CEO 
Tim  Brown. 

From  its  inception,  IDEO  has 
been  a  force  in  the  world  of 
design.  It  has  designed  hun- 
dreds of  products  and  won 
more  design  awards  over  the 
past  decade  than  any  other 
firm.  In  the  roaring  '90s,  IDEO 
was  best  known  for  designing 
user-friendly  computers,  PDAs, 
and  other  high-tech  products 
such  as  the  Palm  V,  Polaroid's 
I-Zone  cameras,  the  Steelcase 
Leap  Chair,  and  Zinio  inter- 
active magazine  software.  It 
also  designed  the  first  no- 
squeeze,  stand-up  toothpaste 
tube  for  Proctor  &  Gamble  Co.'s 
Crest  and  the  Oral-B  tooth- 
brushes for  kids.  Now,  IDEO  is 
transferring  its  ability  to  create 
consumer  products  into  de- 
signing consumer  experiences 
in  services,  from  shopping  and 


THIS  IS  THE  IDEO  WAY 


Five  steps 
inthe 

Srocessof 
esigning 
abetter 
consumer 
experience 


2.  BRAINSTORMING 

An  intense,  idea-generating  session  analyzing  data 
gathered  by  observing  people.  Each  lasts  no  more  than  an 
hour.  Rules  of  brainstorming  are  strict  and  are  stenciled 
on  the  walls: 

DEFER  JUDGMENT  Don't  dismiss  any  ideas. 

BUILD  ON  THE  IDEAS  OF  OTHERS  No  "buts,"  only  "ands." 

ENCOURAGE  WILD  IDEAS  Embrace  the  most  out-of-the-box 
notions  because  they  can  be  the  key  to  solutions. 

GO  FOR  QUANTITY  Aim  for  as  many  new  ideas  as  possible.  In  a 
good  session,  up  to  100  ideas  are  generated  in  60  minutes. 

BE  VISUAL  Use  yellow,  red,  and  blue  markers  to  write  on  big 
30-inch  by  25-inch  Post-its  that  are  put  on  a  wall. 

STAY  FOCUSED  ON  THE  TOPIC  Always  keep  the  discussion 
on  target. 

ONE  CONVERSATION  AT  A  TIME  No  interrupting,  no 
dismissing,  no  disrespect,  no  rudeness. 


1.  OBSERVATION 

IDEO's  cognitive  psychologists,  anthropologists,  and 
sociologists  team  up  with  corporate  clients  to  understand  the 
consumer  experience.  Some  of  IDEO's  techniques: 

SHADOWING  Observing  people  using  products,  shopping,  going 
to  hospitals,  taking  the  train,  using  their  cells  phones. 

BEHAVIORAL  MAPPING  Photographing  people  within  a  space, 
such  as  a  hospital  waiting  room,  over  two  or  three  days. 

CONSUMER  JOURNEY  Keeping  track  of  all  the  interactions  a 
consumer  has  with  a  product,  service,  or  space. 

CAMERA  JOURNALS  Asking  consumers  to  keep  visual  diaries 
of  their  activities  and  impressions  relating  to  a  product. 

EXTREME  USER  INTERVIEWS  Talking  to  people  who  really 
know-or  know  nothing-about  a  product  or  service,  and 
evaluating  their  experience  using  it. 

STORYTELLING  Prompting  people  to  tell  personal  stories  about 
their  consumer  experiences. 

UNFOCUS  GROUPS  Interviewing  a  diverse  group  of  people:  To 
explore  ideas  about  sandals,  IDEO  gathered  an  artist,  a 
bodybuilder,  a  podiatrist,  and  a  shoe  fetishist. 


3.  RAPID  PROTOTYPING 

Mocking  up  working  models  helps  everyone  visualize  possible 
solutions  and  speeds  up  decision-making  and  innovation. 
Some  guidelines: 

MOCK  UP  EVERYTHING  It  is  possible  to  create  models  not  only 
of  products  but  also  of  services  such  as  health  care  and  spaces 
such  as  museum  lobbies. 

USE  VIDEOGRAPHY  Make  short  movies  to  depict  the  consumer 
experience. 

GO  FAST  Build  mock-ups  quickly  and  cheaply.  Never  waste  time 
on  complicated  concepts. 

NO  FRILLS  Make  prototypes  that  demonstrate  a  design  idea 
without  sweating  over  the  details. 

CREATE  SCENARIOS  Show  how  a  variety  of  people  use  a 
service  in  different  ways  and  how  various  designs  can  meet  their 
individual  needs. 

BODYSTORM  Delineate  different  types  of  consumers  and  act 
out  their  roles. 


4.  REFINING 

At  this  stage,  IDEO  narrows  down  the  choices  to  a  few 
possibilities.  Here's  how  it's  done: 

BRAINSTORM  in  rapid  fashion  to  weed  out  ideas  and  focus  on 
the  remaining  best  options. 

FOCUS  PROTOTYPING  on  a  few  key  ideas  to  arrive  at  an 
optimal  solution  to  a  problem. 

ENGAGE  THE  CLIENT  actively  in  the  process  of  narrowing 
the  choices. 

BE  DISCIPLINED  and  ruthless  in  making  selections. 

FOCUS  on  the  outcome  of  the  process-reaching  the  best 
possible  solution. 

GET  AGREEMENT  from  all  stakeholders.  The  more  top-level 
executives  who  sign  off  on  the  solution,  the  better  the  chances 
of  success. 


5.  IMPLEMENTATION 

Bring  IDEO's  strong  engineering,  design,  and  social-science 
capabilities  to  bear  when  actually  creating  a  product 
or  service. 

TAP  ALL  RESOURCES  Involve  IDEO's  diverse  workforce  from 
40  countries  to  carry  out  the  plans. 

THE  WORKFORCE  Employees  have  advanced  degrees  in 
different  kinds  of  engineering:  mechanical,  electrical, 
biomedical,  software,  aerospace,  and  manufacturing.  Many  are 
experts  in  materials  science,  computer-aided  design,  robotics, 
computer  science,  movie  special  effects,  molding,  industrial 
interaction,  graphic  and  Web  information,  fashion  and 
automotive  design,  business,  communications,  linguistics, 
sociology,  ergonomics,  cognitive  psychology,  biomechanics,  art 
therapy,  ethnology,  management  consulting,  statistics, 
medicine,  and  zoology. 
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banking  to  health  care  and  wireless  communication. 

Yet  by  showing  global  corporations  how  to  change  their  or- 
ganizations to  focus  on  the  consumer,  IDEO  is  becoming 
much  more  than  a  design  company.  Indeed,  it  is  now  a  rival  to 
the  traditional  purveyors  of  corporate  advice:  the  manage- 
ment consulting  companies  such  as  McKinsey,  Boston  Con- 
sulting, and  Bain.  Management  consultants  tend  to  look  at  the 
corporate  world  through  a  business-school  prism.  By  contrast, 
IDEO  advises  clients  by  teaching  them  about  the  consumer 
world  through  the  eyes  of  anthropologists,  graphic  designers, 
engineers,  and  psychologists.  "I  haven't  seen  anything  like 
them  before,"  says  Tom  Wyatt,  president  of  Warnaco's  Inti- 
mate Apparel  Group,  who  is  turning  to  IDEO  to  help  battle  ri- 
val Victoria's  Secret  Ltd.  "They're  creative  and  strategic,  eclec- 
tic and  passionate.  They're  cool  but  without  attitude.'' 

And  IDEO  works  fast.  That's  because  the  company  requires 
its  clients  to  participate  in  virtually  all  the  consumer  research, 
analysis,  and  decisions  that  go  into  developing  solutions. 
When  the  process  is  complete,  there's  no  need  for  a  buy-in: 
Clients  already  know  what  to  do— and  how  to  do  it  quickly.  Un- 
like traditional  consultants,  IDEO  shares  its  innovative  process 
with  its  customers  through  projects,  workshops,  and  IDEO  U, 


its  customized  teaching  program.  In  IDEO-speak,  this  is 
"open-source  innovation."  "Consulting  firms  usually  come  in, 
go  away,  and  return  with  heavy  binders  that  sit  on  the  desk," 
says  Kaiser's  Nemer.  "With  IDEO,  we  partner  up  and  work 
side-by-side.  We  are  internalizing  their  methodology  to  build 
our  own  culture  of  innovation." 


Eye  Openers 


IDEO  DOESN'T  HAVE  the  field  to  itself.  Witnessing  IDEO's 
success,  management  consulting  firms  are  expanding  their  of- 
ferings to  corporate  clients  to  include  a  greater  focus  on  con- 
sumers. And  other  design  firms  are  piling  into  IDEO's  space. 
Design  Continuum  in  West  Newton,  Mass.,  Ziba  Design  in 
Portland,  Ore.,  and  Insight  Product  Development  in  Chicago 
are  all  experienced  in  understanding  the  consumer  experi- 
ence. Design  Continuum,  for  example,  observed  consumer 
cleaning  habits  in  research  that  helped  P&G  launch  its  $1  bil- 
lion Swiffer  mop  business.  "IDEO  has  captured  the  imagina- 
tion of  the  business  world,"  says  Craig  M.  Vogel,  director  of 
graduate  studies  at  Carnegie  Mellon  University's  School  of 
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Design,  "but  there  are  other 
firms  doing  similar  work, 
translating  user  research  into 
products  and  services." 

Even  so,  IDEO  is  far  ahead 
of  the  competition.  There  is 
»^^^"       *  fV^^M    even  something  of  a  cult  fol- 
*^,  m^^M    10WU1S  in  t^ie  sometimes  staid 

.M^w^B  world  °f  business.  IDEO's 
clients  don't  just  like  the  firm, 
they  love  it.  "I  think  the  world 
of  them,"  says  P&G  CEO  Alan 
G.  Lafley,  who  has  teamed  up 
with  IDEO  to  create  a  more  in- 
novative culture  at  the  con- 
sumer-goods giant.  "They  are 
a  world-class  strategic  part- 
ner." Adds  Sam  Hall,  vice- 
president  for  mMode  at  AT&T 
Wireless  Services  Inc.,  who 
turned  to  IDEO  to  redesign  its 
mMode  service:  "Those  guys 
really  get  it.  They  opened  our 
eyes."  Since  the  mMode  re- 
launch in  November,  2003, 
subscriber  membership  has 
doubled.  "I  would  work  with 
them  again  in  a  heartbeat,"  he 
says.  "They  are  a  fun  bunch." 
Fun?  Since  when  is  chang- 
ing corporate  culture  fun?  But 
that's  how  most  corporate  ex- 
ecs describe  their  experiences 
with  IDEO.  Contrast  that  to  the 
fear  and  loathing  that  manage- 
ment consultants  sometimes 
generate  when  they  walk  into  a 
corporation's  offices.  How 
does  IDEO  do  it?  Perhaps  it  is 
the  unusual  techniques  it  uses 
to  energize  corporate  clients— 
"bodystorming,"  "behavioral 
mapping,"  "quick  and  dirty  prototyping,"  "deep  dives,"  "un- 
focus  groups,"  "shadowing,"  and  "be  your  customer." 

Or  perhaps  it  is  working  with  interesting  polymaths— peo- 
ple with  two  or  three  advanced  degrees  who  climb  mountains, 
go  birding  in  the  Amazon,  and  bike  through  the  Alps— instead 
of  the  typical  B-school  grad  management  consultant.  The  head 
of  the  IDEO  group  that  teaches  companies  how  to  innovate, 
Ilya  Prokopoff,  is  a  graduate  of  the  U.S.  Naval  Academy  with  a 
BA  in  history  and  a  master's  degree  in  architecture.  He  designs 
furniture  and  tinkers  with  old  cars,  such  as  his  1979  Alfa 
Romeo  Giulia  Super. 

Corporate  execs  probably  have  the  most  fun  simply  partici- 
pating in  the  IDEO  Way,  the  design  firm's  disciplined  yet  wild- 
and-woolly  five-step  process  that  emphasizes  empathy  with  the 
consumer,  anything-is-possible  brainstorming,  visualizing  so- 
lutions by  creating  actual  prototypes,  using  technology  to  find 
creative  solutions,  and  doing  it  all  with  incredible  speed. 

Here's  how  it  works:  A  company  goes  to  IDEO  with  a  prob- 
lem. It  wants  a  better  product,  service,  or  space— no  matter. 
IDEO  puts  together  an  eclectic  team  composed  of  members 
from  the  client  company  and  its  own  experts  who  go  out  to  ob- 
serve and  document  the  consumer  experience.  Often,  IDEO  will 


have  top  executives  play  the  roles  of  their  own  customers.  Execs 
from  food  and  clothing  companies  shop  for  their  own  stuff  in 
different  retail  stores  and  on  the  Web.  Health-care  managers 
get  care  in  different  hospitals.  Wireless  providers  use  their 
own— and  competing— services. 

The  next  stage  is  brainstorming.  IDEO  mixes  designers, 
engineers,  and  social  scientists  with  its  clients  in  a  room 
where  they  intensely  scrutinize  a  given  problem  and  suggest 
possible  solutions.  It  is  managed  chaos:  a  dozen  or  so  very 
smart  people  examining  data,  throwing  out  ideas,  writing 
potential  solutions  on  big  Post-its  that  are  ripped  off  and  at- 
tached to  the  wall. 

IDEO  designers  then  mock  up  working  models  of  the  best 
concepts  that  emerge.  Rapid  prototyping  has  always  been  a 
hallmark  of  the  company.  Seeing  ideas  in  working,  tangible 
form  is  a  far  more  powerful  mode  of  explanation  than  simply 
reading  about  them  off  a  page.  IDEO  uses  inexpensive  proto- 
typing tools— Apple-based  iMovies  to  portray  consumer  ex- 
periences and  cheap  cardboard  to  mock  up  examination 
rooms  or  fitting  rooms. "  IDEO's  passion  is  about  making  stuff 
work,  not  being  artists,"  says  design  guru  Tucker  Viemeister, 
CEO  of  Dutch-based  designer  Springtime  USA.  "Their  corpo- 
rate customers  really  buy  into  it." 

That  pragmatic  attitude  is  why  no-nonsense  CEOs  are  often 
more  comfortable  with  IDEO  than  with  product  designers  pri- 
marily interested  in  style.  Kelley,  born  in  Barberton,  Ohio,  says 
IDEO  shares  "Midwestern  kind  of  values"  with  many  of  his 
clients.  Kelley,  who  studied  engineering  at  Stanford,  now 
teaches  there,  holding  the  Donald  W  Whittier  Professor  of 

THE  FIRM  RUN  BY  BROWN 
AND  KELLEY  HAS  LONG  BEEN 
A  FORCE  IN  THE  WORLD  OF 
PRODUCT  DESIGN.  NOW  IDEO  IS 
MOVING  INTO  SERVICES 
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Mechanical  Engineering  endowed  chair.  He  travels  between 
iDEO's  Palo  Alto  offices  and  the  nearby  Stanford  campus  in  a 
1954  Chevy  pickup  truck.  "If  s  all  about  authenticity,  about  so- 
lutions, not  style." 

Some  corporations  send  their  top  people  to  IDEO  just  to 
open  their  minds.  P&G  CEO  Lafley  took  all  the  people  who  re- 
port directly  to  him— his  entire  Global  Leadership  Council  of 
40  business-unit  heads— to  San  Francisco  for  a  one-day  im- 
mersion. IDEO  promptly  sent  them  all  out  shopping.  The  goal 
was  to  have  the  execs  understand  consumer  experiences  so 
they  could  come  up  with  innovations.  Lafky's  own  team  went 
to  buy  music,  first  at  a  small,  funky  music  store,  then  at  a  large 
retail  music  store,  and  finally  online.  IDEO  team  members 
shopped  alongside  them  to  analyze  each  experience  as  it  un- 
folded. Other  P&G  executives  went  shopping  with  poor  people 
so  they  might  better  understand  what  it  means  for  Third 
World  consumers  to  buy  the  company's  products. 

IDEO's  strategic  relationship  with  P&G  runs  deep.  In  week- 


P&G  CEO  LAFLEY  TOOK  ALL 
THE  EXECS  WHO  REPORT  TO 
HIM  TO  SAN  FRANCISCO  FOR 
A  ONE-DAY  IMMERSION.  IDEO 
SENT  THEM  OUT  SHOPPING 

ly  workshops  and  monthly  stays  in  Palo  Alto,  P&G  managers 
are  taught  the  techniques  that  go  into  observation,  brain- 
storming, prototyping,  and  fast  implementation.  CEO  Brown 
sits  on  P&G's  own  design  board,  along  with  General  Motors 
Corp.'s  Robert  A.  Lutz  and  other  design-minded  executives. 
IDEO  has  even  built  an  innovation  center  for  P&G  called  "the 
Gym,"  where  P&G  staffers  are  inculcated  in  the  IDEO  innova- 
tion process.  "They  opened  our  eyes  to  new  ways  of  working," 
says  Claudia  Kotchka,  vice-president  for  design  innovation 
and  strategy  at  P&G.  "They  solved  problems  in  ways  we  would 
never  have  thought." 

Like  a  law  firm,  IDEO  specializes  in  different  practices.  The 
"TEX"— or  technology-enabled  experiences— aims  to  take 
new  high-tech  products  that  first  appeal  only  to  early 
adopters  and  remake  them  for  a  mass  consumer  audience. 
IDEO's  success  with  the  Palm  V  led  AT&T  Wireless  to  call  for 
help  on  its  mMode  consumer  wireless  platform.  The  compa- 
ny launched  mMode  in  2002  to  allow  AT&T  Wireless  mobile- 
phone  customers  to  access  e-mail  and  instant  messaging,  play 
games,  find  local  restaurants,  and  connect  to  sites  for  news, 
stocks,  weather,  and  other  information.  Techies  liked  mMode, 
but  average  consumers  were  not  signing  up.  "We  asked 
[IDEO]  to  redesign  the  interface  so  someone  like  my  mother 
who  isn't  Web  savvy  can  use  the  phone  to  navigate  how  to  get 
the  weather  or  where  to  shop,"  says  mMode's  Hall. 


Too  Many  Clicks 


IDEO's  GAME  PLAN:  It  immediately  sent  AT&T  Wireless  man- 
agers on  an  actual  scavenger  hunt  in  San  Francisco  to  see  the 
world  from  their  customers'  perspective.  They  were  told  to  find  a 
CD  by  a  certain  Latin  singer  that  was  available  at  only  one  small 
music  store,  find  a  Walgreen's  that  sold  its  own  brand  of  ibupro- 
fen,  and  get  a  Pottery  Barn  catalog.  They  discovered  that  it  was 
simply  too  difficult  to  find  these  kinds  of  things  with  their 
mMode  service  and  wound  up  using  the  newspaper  or  the  phone 
directory  instead.  IDEO  and  AT&T  Wireless  teams  also  went  to 
AT&T  Wireless  stores  and  videotaped  people  using  mMode.  They 
saw  that  consumers  couldn't  find  the  sites  they  wanted.  It  took 
too  many  steps  and  clicks.  "Even  teenagers  didn't  get  it,"  says 
Duane  Bray,  leader  of  the  TEX  practice  at  IDEO. 

After  dozens  of  brainstorming  sessions  and  many  proto- 
types, IDEO  and  AT&T  Wireless  came  up  with  a  new  mMode 
wireless  service  platform.  The  opening  page  starts  with  "My 
mMode"  which  is  organized  like  a  Web  browser's  favorites  list 
and  can  be  managed  on  a  Web  site.  A  consumer  can  make  up 
an  individualized  selection  of  sites,  such  as  ESPN  or  Sony  Pic- 
tures Entertainment,  and  ring  tones.  Nothing  is  more  than 
two  clicks  away. 

An  mMode  Guide  on  the  page  allows  people  to  list  five 
places— a  restaurant,  coffee  shop,  bank,  bar,  and  retail 
store— that  GPS  location  finders  can  identify  in  various  cities 
around  the  U.S.  Another  feature  spotlights  the  five  nearest 
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You  know  what  they  wanted  last  week. 
Do  you  know  what  they  want  today? 

Questions  are  everywhere.  Insight  is  not.  Knowing  your  customers  is  your  job.  Giving  you 
insight  to  help  you  know  your  customers  even  better  is  our  job.  We  offer  a  full  range  of 
business  applications — including  effective  CRM  solutions — to  help  your  business  succeed 
in  an  ever-changing  world.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 
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WHY  CORPORATIONS  TURN  TO  IDEO 

Lots  of  well-known  companies— including  some  we  can't  talk  about— use  the  firm's  services 
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LUFTHANSA 


SAMSUNG 
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Show  computer  makers  the  capabilities  of  its 
2005  mobile  platform  chipset. 

Kids  are  eating  chocolate  less  because  they 
are  spending  more  time  on  their  cell  phones. 

Feared  being  out  of  touch  with  Gen  Y,  the 
under-25  generation. 

Needed  to  build  first  wireless  remote  for  in- 
flight entertainment  and  cabin  management. 

Decided  in  1991  to  elevate  role  of  design  in 
the  corporation  to  overcome  its  reputation  of 
making  shoddy  electronics. 

Wanted  to  benchmark  its  speed  of  product 
development. 


movie  theaters  that  still  have  seats  available  within  the  next 
hour.  Yet  another,  My  Locker,  lets  users  store  a  large  number 
of  photos  and  ring  tones  with  AT&T  Wireless.  The  whole  de- 
sign process  took  only  17  weeks.  "We  are  thrilled  with  the  re- 
sults," says  Hall.  "We  talked  to  frog  design,  Razorfish,  and 
other  design  firms,  and  they  thought  this  was  a  Web  project 
that  needed  flashy  graphics.  IDEO  knew  it  was  about  making 
the  cell  phone  experience  better." 

IDEO's  largest  practice  is  health  care,  accounting  for  20%  of 
its  revenues.  In  addition  to  Kaiser  Permanente,  doctors, 
nurses,  and  managers  at  the  Mayo  Clinic  in  Rochester,  Minn., 
SSM  DePaul  Health  Center  in  Bridgeton,  Miss.,  and  Memori- 
al Hospital  &  Health  System  in  South  Bend,  Ind.,  among 
others,  have  teamed  up  with  IDEO.  They  discovered  that 
health  providers  tend  to  focus  on  technology  and  medicines. 
Patients,  on  the  other  hand,  are  concerned  with  service 
and  information. 

Fred  Dust,  head  of  IDEO's  Smart  Spaces  practice,  spent 
hours  in  DePaul's  emergency  rooms.  He  saw  that  patients  were 
anxious  not  just  because  of  their  injuries  but  also  because  they 
simply  didn't  know  when  they  were  going  to  be  treated.  Dust 
suggested  a  cheap  monitor  in  emergency  rooms  that  lets 
patients  know  when  they  will  be  called. 


"Shop-a-longs" 


SURPRISINGLY,  MANY  OF  THE  lessons  learned  in  the  health 
practice  work  in  retail.  Just  as  getting  medical  care  is  a  shared 
experience,  so  is  shopping.  Warnaco's  Wyatt  went  to  IDEO 
when  faced  with  severe  competition  from  Victoria's  Secret. 
Warnaco  was  at  a  disadvantage  because  its  lingerie  is  sold  in 
department  stores  rather  than  in  its  own  private  shops.  "Con- 
sumers were  not  having  a  good  experience  shopping  for  our 
products,  and  we  needed  to  make  the  department  stores  more 
inviting,"  says  Wyatt.  "We  turned  to  IDEO  because  it  had  done 
unique  things  with  hospitals  and  Gap  Inc.  and  Prada  that  en- 
hanced the  shopping  experience." 

Warnaco  and  IDEO  teams  did  "shop-a-longs"  with  eight 
women.  They  also  visited  department  stores  in  three  cities  to 


SOLUTION 


Build  "concept"  notebook-the  17-inch  Florence— a  wireless 
consumer  appliance  that  replaces  the  TV,  PC,  DVD,  and  phone. 

Conceive  of  new  and  exciting  chocolate-eating  experiences  for  the 
young  set. 

Do  research  on  the  values  of  the  young.  "Authenticity"  turns  out  to 
be  their  most  important  concern. 

Design  a  sleek  handheld  remote  that  orders  movies,  music,  and 
food,  dims  lights,  and  cools  air. 

Brought  Samsung  designers  and  managers  to  IDEO  U  innovation 
workshops,  created  an  innovation  center,  and  jointly  designed  a 
series  of  products  in  the  1990s. 

Produce  research  called  How  Fast  Is  Fast.  The  best  speed:  8  to  14 
months  from  idea  to  market. 

understand  something  as  personal  as  the  lingerie  shopping  ex- 
perience. The  upshot:  Women  didn't  especially  enjoy  shopping 
for  Warnaco's  products.  When  they  entered  a  department  store, 
they  couldn't  find  the  lingerie  section.  Once  they  did,  they 
couldn't  find  their  sizes.  The  fitting  rooms  were  too  small  to  ac- 
commodate a  female  friend— and  there  was  no  place  nearby  for 
anyone  to  sit.  The  experience  was  eerily  like  that  of  the  dissat- 
isfied patient  in  Kaiser's  hospitals:  bad. 

In  18  weeks,  IDEO  and  Warnaco  came  up  with  a  solution. 
They  created  a  new  kind  of  retail  space  within  department 
stores  with  big  fitting  rooms,  a  sitting  area  for  couples  and 
friends  to  talk  privately,  concierges  to  guide  shoppers,  and  dis- 
plays offering  fashion  options.  Now,  Warnaco  is  working  with 
department  stores  to  implement  the  design. 

During  the  '90s  boom,  some  35%  of  IDEO's  revenues  came 
from  designing  products  and  Web  services  for  Internet  and  oth- 
er startups.  At  its  peak  in  2002,  IDEO  generated  some  $72  mil- 
lion in  revenues.  The  tech  bust  destroyed  that  business  model. 
Brown,  then  the  head  of  IDEO  Europe  and  its  London  office, 
was  made  CEO  in  2000  by  Kelley.  In  2004,  Brown  reorganized 
IDEO  into  a  professional  consultancy  around  practices,  or  fields 
of  expertise.  "With  practices,  you  can  talk  to  clients  with  a  voice 
they  can  connect  to,"  says  Brown.  "It  allows  us  to  focus  on  their 
broader  needs  and  serve  them  more  effectively." 

IDEO  may  yet  stumble.  Its  penchant  for  zany  terminology 
verging  on  new-age  jargon  could  potentially  turn  off  no-non- 
sense CEOs.  And  companies  used  to  button-down  management 
types  may  not  be  attracted  to  IDEO's  fast-paced,  open-ended 
methods.  "The  first  P&G  team  that  worked  with  IDEO  called 
back  in  horror,"  says  P&G's  Kotchka.  "They  said,  These  people 
have  no  process.'  We  later  saw  that  they  do  have  a  process.  It 
just  doesn't  look  like  ours." 

Despite— or  because  of— its  iconoclastic  ways,  IDEO's 
ideology  is  gaining  traction.  Stanford,  for  one,  has  bought  in.  It 
has  committed  to  raising  $35  million  so  that  Kelley  can  create 
a  "D -school,"  a  new  design  school  that  may  one  day  match 
Stanford's  famed  B-school.  Stanford  professors  in  business,  en- 
gineering, social  sciences,  and  art  will  teach  there.  Sounds  a  lot 
like  IDEO.  If  the  D-school  students  are  lucky,  they  might  even 
have  as  much  fun  as  IDEO's  corporate  clients.  ■ 
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Finance  Insurance 


A  License  to 
Cherry-Pick 

A  legal  loophole  lets  insurers  cull 
their  rolls  of  costly  customers 


IANA  PEEK  HAS  LOST  AL- 
most  everything  except 
her  life,  and  she  blames 
her  health  insurer  for 
much  of  that.  When  the 
43-year-old  former  secre- 
tary in  Mt.  Vernon,  111., 
was  diagnosed  with  a  brain  tumor  in  Oc- 
tober, 2002,  she  was  fully  insured  for  just 
$162  a  month.  But  her  insurer, 
RightCHOICE  Managed  Care  Inc.,  which 
had  just  been  taken  over  by  industry  giant 
WellPoint  Health  Networks  Inc.,  had  an- 
nounced that  it  soon  would  stop  provid- 
ing individual  health  insurance  in  Illinois. 
Customers  could  shift  to  another  Well- 
Point unit,  UNICARE  Life  &  Health  In- 
surance Co.,  but  that  required  a  medical 
review  unless  they  were  applying  for  UNI- 
CARE's  most  basic  plan. 

Suddenly,  Peek's  brain  tumor  was  a 
preexisting  condition,  and  UNICARE's 
best  plans  wouldn't  cover  her.  She  was 
forced  into  the  basic  plan,  which  covered 
a  much  smaller  share  of  her  expensive 
treatments  than  RightCHOICE  would 
have  done.  What's  more, 
her  premiums  nearly 
tripled,  to  $472  a  month. 

Like  Peek,  some  12,000 
customers  lost  their 
RightCHOICE  coverage. 
Peek  and  two  other  former 
RightCHOICE  customers 
filed  a  class  action  last  year 
against  WellPoint  and  UNI- 
CARE. But  the  law  may  not 
be  on  their  side,  and  Well- 
Point has  moved  to  dismiss 
the  case.  Ken  Ferber,  a 
spokesman  for  the  Thousand  Oaks,  Calif., 
company,  said  in  a  written  response  to 
BusinessWeek:  "WellPoint  believes  that  its 
actions  were  in  compliance  with  insur- 
ance and  other  laws,  and  therefore  it  will 


Often  the 
policyholder 
must  take  a 
new  exam  or 
pay  steeper 
premiums 


vigorously  defend  itself  in 
this  case." 

Health  insurers  appar- 
ently have  found  a  legal 
loophole  big  enough  to 
drive  a  truck  through.  It 
allows  them  to  buy  anoth- 
er company  and  then 
dump  the  costliest  indi- 
vidual policyholders  and 
cherry-pick  the  healthiest, 
most  profitable  ones.  Ac- 
cording to  the  laws  of  46 
states,  if  a  company  pulls 
out  of  a  state's  health-in- 
surance market  for  indi- 
viduals, it  can't  return  for 
at  least  five  years.  But  the 
state  laws  don't  forbid  an- 
other company  with  the 
same  parent  from  picking 
up  the  business.  "It's  technically  legal,  but 
a  violation  of  the  spirit  of  the  law,"  says 
Kansas  Insurance  Commissioner  Sandy 
Praeger,  who  chairs  the  health-insurance 
and  managed-care  committee  at  the  Na- 
tional Association  of  Insur- 
ance Commissioners.  The 
association  is  due  to  discuss 
the  issue  for  the  first  time  at 
a  meeting  in  San  Francisco 
on  June  14,  which  could 
step  up  pressure  on  states  to 
close  the  loophole. 

Absent  action,  the  prob- 
lem seems  certain  to  grow 
as  the  industry  consolidates 
and  companies  seek  to  ra- 
tionalize overlapping  busi- 
nesses. At  the  same  time, 
the  ranks  of  individual  policyholders 
have  grown  as  employers  limit  coverage 
by  their  group  health  plans.  The  number 
of  people  buying  health  insurance  on 
their  own  rose  to  16.8  million  in  2002, 


from  16.1  million  in  2000,  according  to 
Deborah  J.  Chollet,  a  health  policy  ana- 
lyst at  Mathematica  Policy  Research 
Inc.,  a  Princeton  (NJ.)-public  policy 
group.  A  BusinessWeek  tally  shows  that  in 
the  last  three  years,  health  insurers  have 
culled,  or  attempted  to  cull,  as  many  as 
28,700  people  from  their  rolls— or 
forced  them  to  pay  steep  premium  hikes 
to  keep  their  coverage— after  a  merger  or 
acquisition. 

UNDER  SCRUTINY 

REGULATORS  WILL  closely  watch  how 
Anthem  Inc.  handles  its  $16.4  billion  pur- 
chase of  WellPoint,  which  is  expected  to 
close  this  summer  and  create  the  nation's 
largest  health  insurer.  Already  WellPoint 
sells  individual  coverage  in  five  states 
where  Indianapolis  (Ind.)-based  Anthem 
offers  policies,  so  some  state  officials  fear 
that  many  people  could  lose  coverage  or 
face  stiffer  premiums  when  WellPoint,  as 
the  combined  company  will  be  called, 
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Neighbors  are 
helping  pay  for 
her  treatment 


merges  plans  and  cuts  costs.  (Another 
megadeal,  UnitedHealth  Group  Inc.'s 
pact  to  buy  Oxford  Health  Plans  Inc.  for 
$4.7  billion,  announced  in  April,  won't  af- 
fect individual  policyholders  because  Ox- 
ford doesn't  offer  such  plans.) 

WellPoint  says  it  can't  discuss  its 
plans  for  those  five  states  until  the 
merger  is  completed  but  adds  that  it  nev- 
er aims  to  drop  expensive  customers. 
"WellPoint' s  M&A  strategy  is  well-docu- 
mented," Ferber  said  in  his  written  re- 
sponse. "It  involves  a  number  of  factors, 
including  geographic  location,  econom- 
ic growth,  and  others.  So-called  cherry- 
picking  is  not  a  factor." 

Where  the  law  can't  block  companies 
from  treating  old  customers  as  though 
they  were  new,  sometimes  a  hue  and  cry 
can.  That's  what  happened  in  December 
after  UnitedHealth  ended  its  individual 
HMO  plan  in  Missouri,  Illinois,  and 
Kansas.  To  stay  insured,  policyholders 
could  sign  up  with  a  UnitedHealth  sub- 


sidiary, Golden  Rule  In- 
surance Co.,  acquired  the 
month  before  for  $893 
million.  But  there  was 
one  catch:  Many  were 
told  they  had  to  undergo 
a  medical  review.  In  Mis- 
souri, state  regulators  es- 
timated that  about  2,000 
customers  wouldn't  pass 
the  exam  and  would  be 
dropped;  7,000  more 
would  probably  keep 
their  insurance  but  only 
after  paying  sharp  premi- 
um increases.  After  a  bar- 
rage of  complaints,  the 
state  insurance  depart- 
ment pushed  United- 
Health to  have  Golden 
Rule  guarantee  coverage 
for  all  9,000  at  its  usual 
rates  for  healthy  cus- 
tomers. UnitedHealth 
says  Golden  Rule  erred 
when  it  informed  its  poli- 
cyholders that  they  faced 
a  new  medical  review. 


FEW  SAFEGUARDS 

REGULATORS  SAY  there 
are  few  real  safeguards  for 
individuals  when  an  in- 
surer closes  a  plan  after  an 
acquisition.  "We  see 
movement  across  the 
health-insurance  industry 
to  privatize  the  good  risk 
and  socialize  the  bad 
risk,"  says  Scott  B.  Lakin, 
director  of  the  Missouri  Dept.  of  Insur- 
ance. Indeed,  in  32  states,  people  who 
don't  qualify  for  private-health  insurance 
end  up  in  state-run  high-risk  insurance 
pools  and  are  forced  to  pay  much  higher 


premiums.  Just  six  states,  including  New 
York  and  Massachusetts,  guarantee  that 
state  residents  losing  their  individual 
health  insurance  at  one  company  will  be 
picked  up  by  another  offering  similar  pre- 
miums and  benefits. 

Only  Maryland  has  closed  the  loophole 
that  allows  cherry-picking.  In  2002,  then- 
Insurance  Commissioner  Steven  B. 
Larsen  persuaded  state  legislators  to 
amend  the  law  after  CareFirst  Inc.,  the 
state  Blue  Cross  &  Blue  Shield  provider, 
left  7,000  policyholders  without  coverage 
when  it  merged  two  HMO  plans.  In  the 
future,  insurers  won't  be  able  to  do  busi- 
ness in  the  state  for  five  years  if  any  one  of 
its  units  ends  coverage.  In  Illinois, 
William  R.  McAndrew,  assistant  deputy 
director  of  the  Dept.  of  Insurance,  admits 
that  the  loophole  in  the  state  law  enabled 
WellPoint  to  cut  some  RightCHOICE  pol- 
icyholders. But  he  says  he  can't  stop  such 
cherry-picking  unless  the  state  legislature 
amends  the  law. 

Even  if  more  states  finally  focus  on 
this  issue,  any  action  will  come  too  late 
for  Peek.  Today,  terminally  ill  and  unable 
to  work,  she  lives  on  a  $919  monthly  dis- 
ability check  and  financial  help  from  her 
25-year-old  daughter.  Her  car  and  mo- 
bile home  were  repossessed  last  year.  In 
recent  months,  her  neighbors  have  taken 
collections  to  help  cover  her  spiraling 
treatment  costs.  In  March,  no  longer 
able  to  afford  her  UNICARE  coverage, 
she  dropped  it  for  Medicaid,  the  govern- 
ment-run health  insurance  for  the  poor. 

In  an  era  of  rapidly  rising  health-care 
costs,  weeding  out  costly  customers  may 
seem  to  be  smart  business.  But  a  merger 
made  sundae-sweet  by  such  tactics  can 
only  mean  a  very  bitter  cherry  for  those 
forced  to  join  the  millions  who,  like  Peek, 
are  uninsured  or  underinsured.  ■ 

—By  Brian  Grow  in  Atlanta 


IfYou're  111,  Please  Don't  Apply 

After  making  acquisitions,  some  health  insurers  have  allegedly  exploited  legal  loopholes  to 
dump  costly  policyholders  or  sharply  raise  their  premiums.  Some  recent  cases: 

COMPANY 

PEOPLE 
AFFECTED* 

TRIGGER 

ACTION 
TAKEN 

UNITED- 
HEALTH 

9,700 
Dec.  2003 

Closed  down  HMOs  in  three  states, 
forcing  some  customers  into  costly 
high-risk  state  pools 

Under  pressure  from 
Missouri,  insurer  largely 
reversed  course 

WELLPOINT 
HEALTH 

12,000 
Dec.  2002 

Acquired  RightCHOICE  and  pulled  it 
out  of  Illinois,  leaving  many  without 
coverage  or  with  higher  premiums 

Class-action  pending 

CAREFIRST 

7,000 
Oct.  2001 

Merged  two  HMOs;  dropped  one- 
third  of  customers 

Maryland  legislature 
closed  loophole 

•Estimated  numbers  who 
Data:  Missouri  Insurant 

lost  coverage  or  got  hit  with  premium  hikes 
■  Dept .  Krislov  &  Associates,  BusinessWeek 
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Finance  The  Stock  Market 


COMMENTARY 


BY  GARY  WEISS 


There's  a  Floor  Under  Those  Seats 

If  the  price  of  an  NYSE  membership  is  any  guide,  traders'  livelihoods  are  secure 


NUMBERS  HAVE  been  flying 
around  the  New  York  Stock 
Exchange  since  May  3,  when  it 
released  its  2003  financials. 
There's  $36  million,  which  the 
Big  Board  is  setting  aside  in  case  it  loses 
its  fight  against  the  compensation  claims 
of  former  Chairman  Richard  A.  Grasso. 
Then  there's  $19  million,  which  the  ex- 
change will  have  to  hand  each  of  its  co- 
presidents,  Robert  G.  Britz  and  Catherine  R.  Kinney,  if  they  re- 
tire at  age  55.  A  few  days  earlier,  however,  another  number 
emerged  that  received  scant  attention  but  was  as  significant  as 
all  the  rest:  $1.51  million.  That's  the  price  of  an  exchange  mem- 
bership, or  "seat,"  as  of  Apr.  27,  which  was  the  last  time  one  of 
them  changed  hands. 


JUNE  16,  '03 

Data:  New  *rt  Stock  Exchange 


The  prices  of  NYSE  seats  are  usually  sheer  esoterica.  But  not 
this  time.  Thaf  s  because  they  have  barely  budged  for  more 
than  six  months,  a  period  of  unprecedented  tumult  at  the  212- 
year-old  exchange.  At  a  time  when  you  would  expect  that 
members  would  have  been  dumping  their  seats,  they  have  re- 
acted with  studied  indifference.  What's  going  on?  Have  NYSE 
members  lost  their  senses?  Or  could  it  be  that  the  media 
brouhaha  surrounding  the  NYSE's  fate  has  been  seriously  over- 
dramatized,  and  that  the  people  who  know  best— the  owners  of 
the  exchange,  including  the  people  who  run  trading  operations 
on  the  exchange  floor— believe  that  their  franchise  will  remain 
pretty  well  intact? 

Here's  a  safe  bet:  Put  your  money  on  the  insiders.  As  one 
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NYSE  specialist  says,  the  move  toward  electronic  trading  and 
impending  market-structure  changes  "don't  run  counter  to  the 
interests  of  the  exchange.  Trades  will  still  be  executed  on  the 
floor.  Yet  the  press  plays  it  up  like  our  world  is  coming  to  an 
end."  True,  seat  prices  are  also  sustained  by  an  effort,  long  dor- 
mant but  now  heating  up  among  seatholders,  to  "demutualize" 
the  NYSE  and  allow  members  to  sell  stakes  to  the  public.  But 
that  idea,  which  first  surfaced  under  Grasso,  remains  a  long 
shot,  with  NYSE  officials  still  undecided. 

No,  the  main  reason  seat  prices  have  held  steady  is  simply 
that  exchange  members  are  blase  about  all  the  widely  publi- 
cized market-structure  reforms  and  regulatory  steps  that  have 
taken  place  since  Grasso  left.  Even  with  the  NYSE's  market 
share  slipping  a  couple  of  percentage  points  late  in  2003,  seat 
prices  have  remained  firm,  and  so  has  the  cost  of  leasing  a  seat, 
which  is  about  $180,000  a  year.  "An  NYSE  seat  is  an  underval- 
ued asset,"  argues  George  Morris,  a  longtime  seatholder. 

Floor  traders  don't  hesitate  to  unload  their  seats  when 
their  livelihoods  are  in  danger.  At  the  American  Stock  Ex- 
change, a  stock  and  options  market  whose  members  have 

seen  their  income  hurt  by  an  on- 
slaught of  competition,  seats  now 
sell  at  one-seventh  of  the  $725,000 
they  commanded  as  recently  as 
2000.  Likewise,  NYSE  seatholders 
got  rid  of  their  seats  when  their 
longtime  patron  Grasso  self-de- 
structed. But  since  the  Grasso 
mess  subsided  in  November, 
seatholders  have  yawned  at  all  the 
predictions  that  the  NYSE  floor  was 
in  jeopardy. 

A  good  example  of  this  indiffer- 
ence came  in  late  January,  when  the 
NYSE  announced  that  it  would  ex- 
pand electronic  trading  on  the  ex- 
change floor.  Despite  speculation  that  these  changes  would  take 
away  business  from  NYSE  floor  brokers— who  are  also 
seatholders— not  a  single  NYSE  seat  changed  hands  until  a 
month  later,  on  Feb.  25,  when  one  sold  for  $1.5  million— the 
same  as  in  December.  Seatholders  were  also  sanguine  when  the 
Securities  &  Exchange  Commission  announced  widely  herald- 
ed market-structure  reforms,  and  when  the  SEC  announced  on 
Mar.  30  a  $242  million  settlement  with  five  specialist  firms  for 
alleged  trading  violations. 

So  the  next  time  you  read  in  the  press  that  the  NYSE  floor  is 
about  to  go  the  way  of  the  Dodo  bird,  check  to  see  if  NYSE 
members  are  jettisoning  their  seats.  The  traders  on  the  floor 
aren't  fools.  ■ 


Quality  investment  advice  is  for 
wealthy  investors  who  need  it. 


aw 


Tired  of  compromising? 

Here's  a  new  way  to  get  investment  advice. 

When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with  a  full- 
commission  broker  or  doing  it  all  themselves.  Charles  Schwab  offers  choices  in  between. 

►  Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all  investors 
who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

►  Consultants  not  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance  on 
building  and  maintaining  a  portfolio  that  works  for  you. 

►  All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


Get  advice  on  vour  terms. 


^  Call  1-800-540-6743 

to  talk  to  one  of  our  consultants  about  Advised  Investing 
Services  or  other  Schwab  Personal  Choice    options. 


£*/ 


How  do  you  know  if  you're  getting  quality 

investment  advice?  Call  or  stop  by  today  for  our  free  guide. 


diaries  schwab 

Seeing  the  market  from  a  different  perspective.  Yours* 


Jchwab  Advised  Investing  Foundational,"  Schwab  Advised  Investing  Signature" and  Schwab  Private  Client" are  available  for  a  fee.  You  must 
lave  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investment 
idvisory  account  regulated  under  the  Investment  Advisers  Act  of  1940.  Investment  advice  offered  within  these  services  is  solely  incidental  to 
Schwab's  broker-dealer  services.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069FUL. 


Corporate  Scoreboard 


The  Sales 
Engine  Kicks  In 

A 12%  revenue  increase  in  the  first 
quarter  helps  power  a  25%  profit  jump 


IN  2003,  COMPANIES  SAW  THE 
results  of  productivity  improve- 
ments flow  to  the  bottom  line.  Now 
the  final  piece  of  the  corporate- 
profit  recovery  is  falling  into  place: 
sales  growth.  First-quarter  earn- 
ings for  the  900  companies  in 
BusinessWeek? s  Corporate  Scoreboard 
surged  25%  from  the  year  before.  But 
what  stood  out  even  more  was  the  Score- 
board's 12%  increase  in  revenue,  the 
largest  gain  in  three  years. 


That's  good  news  because  companies 
can't  drive  profits  through  cost-cutting 
forever.  Sales  must  rise  if  earnings  gains 
are  to  be  sustained.  "Now  what  you  have 
is  the  top  line  growing  fast,  and  cost  re- 
straint remaining  tight,"  says  Richard 
Rippe,  chief  economist  for  the  Prudential 
Equity  Group.  "That's  nearly  perfect  for 
profits."  Indeed,  rising  revenues  helped 
plump  up  margins  this  quarter  to  7.5%, 
from  6.7%  the  previous  year. 

First- quarter  earnings  came  in  above 


expectations,  with  especially  strong  re- 
sults at  big  Wall  Street  investment  banks, 
the  tech  sector,  and  machinery  makers. 
And  if  not  for  a  dip  in  net  income  at 
ExxonMobil  Corp.,  total  Scoreboard  prof- 
its would  have  been  two  percentage 
points  higher.  Because  of  a  tough  com- 
parison with  its  2003  first  quarter,  which 
was  inflated  by  a  one-time  gain  of  $1.7  bil- 
lion from  the  sale  of  its  stake  in  German 
pipeline  company  Ruhrgas,  the  oil  giant 
had  a  16%  decrease  in  first-quarter  earn- 
ings, to  $5.4  billion.  That  was  still  good 
enough  to  make  ExxonMobil  the  Score- 
board's biggest  single  profit  contributor. 
Going  into  the  quarter,  analysts  had 
said  forecast  earnings  would  advance 
13-4%,  according  to  a  consensus  estimate 
by  Thomson  First  Call.  First  Call's  num- 
bers are  based  on  analysts'  estimates  and 
exclude  certain  unusual  items.  (Score- 
board profits  are  based  on  reported  in- 
come from  continuing  operations  before 
extraordinary  items,  as  defined  by  gener- 
ally accepted  accounting  principles.  That 
earnings  definition  includes  such  things 
as  asset  sales  and  charges  for  layoffs.)  But 
that  forecast  has  ratcheted  up  in  the  last 
month,  even  including  recent  laggards" 
such  as  the  airlines  and  the  drugmakers. 
"Analysts  clearly  underestimated  the 
strength  of  first-quarter  earnings,"  says 
First  Call's  Kennard  Perkins. 


The  First  Quarter's  Winners-and  Losers 

Plenty  of  industries  joined  in  the  profits  party,  from  Silicon  Valley  to  defense,  retail, 
and  real  estate.  Only  the  airlines  lost  money  as  a  group. 


INDUSTRIES 


COMPANIES 


Leaders 

Percentage  Change  From 
2003's  First  Quarter 

Wireless  Telecom  Services 

262% 

Metals  &  Mining 

228 

Internet  &  Catalog  Retail 

224 

Communications  Equipment 

222 

Real  Estate 

168 

Biotechnology 

165 

Marine 

150 

Aerospace  &  Defense 

129 

Multiline  Retail 

98 

Machinery 

98 

Building  Products 

86 

Media 

73 

Leisure  Equipment  &  Products 

63 

Capital  Markets 

63 

Chemicals 

62 

All-Industry  Composite   +25% 

Laggards 


Percentage  Change  From 
2003's  First  Quarter 


Airlines                                 LOSS 

MuJtj-Utifties  &  Unregulated  Power 

-31% 

Diversified  Telecom  Services 

-18 

Software 

-15 

Food  &  Staples  Retailing 

-7 

Pharmaceuticals 

-3 

Oil  &  Gas 

2 

Tobacco 

3 

Containers  &  Packaging 

4 

Food  Products 

7 

Industrial  Conglomerates 

8 

Computers  &  Peripherals 

9 

Electric  Utilities 

11 

Thrifts  &  Mortgage  Finance 

12 

Who  Made  the  Most 

ExxonMobil 

Millions  Of 
Dollars 

$5,440 

Citigroup 
General  Electric 

5.273 
3.240 

AIG 

2.837 

Wal-Mart  Stores*" 

2.722 

Bank  of  America 
Chevron  Texaco 

2.681 
2.528 

Johnson  &  Johnson 

2.493 

Pfizer 

2.318 

Altria  Group 
Ford  Motor 

2.194 
1,975 

SBC  Communications 
J.P.  Morgan  Chase 
Wells  Fargo 

1948 
1530 
1.767 

Intel 

1.730 

Health  Care  Equipment  &  Supplies  12 

'Fiscal  second  quarter    "Fiscal  third  quarter 


Who  Lost  the  Most 

Millions  Of 
Dollars 

Sun  Microsystems" 

-$760 

Delta  Air  Lines 

-383 

Kroger*" 

-337 

Northwest  Airlines 

-223 

U.S.  Airways  Group 

-177 

AMR 

-166 

Gateway 

-163 

Conexant  Systems* 

-143 

CNA  Financial 

-125 

Continental  Airlines 

-124 

United  Rentals 

-107 

Solectron* 

-90 

Sprint  PCS  Group 

-86 

Schering-Plough 

-73 

Smurfit-Stone  Container 

-63 

•Fiscal  fourth  quarter    Data:  Standard  &  Poor's  Compustat 
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Picking  up 
Speed 

Double-digit  sales  growth 
in  the  first  quarter  led  to 
healthy  profit  gains 


Rise  in  Sales      Rise  in  Profits     Profit  Margins 

•12%  +25%  7.5% 


The  revenue  acceleration  that  powered 
profit  gains  was  widespread.  Sales 
growth  improved  in  58  of  the  60  Score- 
board industries.  Higher  sales  were  un- 
doubtedly a  reflection  of  a  strong  econo- 
my. In  the  first  quarter,  gross  domestic 
product  expanded  at  a  4.2%  annual  rate, 
according  to  the  advance  estimate.  Sales 
gains  were  especially  notable  in  such  ar- 
eas as  capital  goods,  the  wireless-phone 
business,  and  semiconductors.  The  12% 
sales  advance  comes  on  the  heels  of  a  10% 
rise  in  the  last  quarter  of  2003,  for  the  first 
back-to-back  quarters  of  double-digit 
growth  in  three  years. 

PRICING  POWER 

COMPANIES  NOW  ARE  also  finding  it 
easier  to  do  something  they  haven't  been 
able  to  do  much  of  in  years— raise  prices. 
Thanks  to  rewed-up  international  de- 
mand, Dow  Chemical  Co.  had  a  stellar 
first  quarter.  Sales  rose  15%  to  a  record 
$9.3  billion,  as  overall  price  hikes  of  8% 
and  7%  higher  sales  volume  combined  to 
offset  rising  costs  of  energy  and  feed- 
stock. Dow  continues  to  exercise  pricing 
power  in  the  second  quarter— for  in- 
stance, the  company  on  May  1  raised  the 
price  of  solvents  by  5%.  "We  are  on  the 
way  to  a  much  better  supply-demand 
balance,"  says  Dow  Chief  Financial  Offi- 
cer J.  Pedro  Reinhard.  The  result:  The 
largest  U.S.  chemical  manufacturer  fin- 
ished the  quarter  with  margins  of  5%  and 
earnings  of  $469  million,  a  fivefold  year- 
to-year  rise. 

David  A.  Wyss,  chief  economist  at 
Standard  &  Poor's,  said  pricing  power 
should  continue  to  buoy  profits  through 
2004.  Of  course,  those  price  increases 
are  already  leading  to  rising  interest 
rates  (page  102),  and  some  economists 
expect  the  Federal  Reserve  Board  to  join 
in  with  a  June  hike.  But  most  companies 
have  shored  up  their  balance  sheets, 
locking  in  lower  rates  on  debt,  according 
to  Wyss.  That,  plus  the  delayed  effect 
rates  have  on  the  economy,  means  "I 
don't  see  it  affecting  earnings  until  the 
second  half  of  next  year,"  he  says. 

While  consumers  carried  the  economy 
through  the  recession,  execs  are  now  tak- 
ing the  lead  in  generating  growth.  More 


managers  are  feeling  confident  that  the 
recovery  will  last  and  are  boosting  their 
budgets  accordingly. 

Five  of  the  10  industries  that  had  the 
most  impact  in  lifting  first-quarter  Score- 
board profits  were  capital  goods  compa- 
nies. And  preliminary  government  figures 
for  the  first  quarter,  released  on  Apr.  19, 
show  business  spending  on  equipment  is 
the  economy's  fastest-growing  major  sec- 
tor. "The  last  several  years  have  been  a 
cash-conservation  mode,"  says  James  V. 
Gelly,  CFO  of  Rockwell  Automation  Inc.,  a 
maker  of  industrial  equipment.  "Today, 
people  are  having  to  part  with  the  buck. 
And  end  users  are  feeling  secure  enough 
to  make  those  investments." 

The  recovery  is  reaching  nearly  every 
corner  of  techville  and  most  telecom 
companies.  It's  not  surprising  then  that 
chips,  the  product  that  is  at  the  heart  of 
most  gadgets,  added  the  most  to  Score- 
board profits.  The  chip  industry  climbed 
back  from  a  year-earlier  loss,  stoked  by 
demand  for  semiconductors  for  PCs, 
servers,  and  wireless  notebooks,  as  well 
as  new  uses  such  as  high-end  cell 
phones.  Bellwether  Intel  Corp.'s  profits 
rose  89%,  to  $1.7  billion,  on  a  20%  in- 
sales.  Apple  Computer  Inc.'s 


crease  in 


profits  climbed  229%,  to  $46  mil- 
lion, on  a  29%  jump  in  sales,  to  $1.9 
billion,  driven  by  the  runaway  suc- 
cess of  its  iPod  digital  music  player. 
But  this  tide  isn't  lifting  all  boats: 
Sun  Microsystems  Inc.,  for  example, 
posted  a  $760  million  loss  on  a  5% 
sales  slump,  as  its  high-end  servers 
continue  to  be  undercut  by  lower- 
priced  machines. 

Most  of  the  U.S.  wireless  industry 
surged  in  the  first  quarter  as  new  sub- 
scribers soared.  Even  once-beleaguered 
Motorola  Inc.  boosted  earnings  by  260%, 
to  $609  million,  on  a  42%  rise  in  rev- 
enues, largely  a  result  of  cell-phone  sales. 
At  Cisco  Systems  Inc.,  the  giant  network- 
equipment  marketer,  sales  rose  15%, 
driving  a  30%  improvement  in  profits  to 
$1.3  billion. 

Microsoft  Corp.  takes  the  blame  for  the 
15%  decline  in  software-sector  profits. 
Big  charges  for  antitrust  litigation— 
which  are  included  under  our  definition 
of  earnings— drove  down  income  at  the 
software  giant  by  39%,  to  $1.3  billion. 
But  cross  out  those  one-time  charges, 
and  Microsoft's  profits  beat  analysts' 
forecasts.  So  did  sales,  which  jumped 
17%  to  $9.2  billion,  reflecting  the  surge  in 
corporate  IT  spending. 

The  recovery  isn't  limited  to  tech  com- 
panies by  any  stretch.  Diesel  engine  sales 
at  Cummins  Inc.  climbed  28%,  leading 
to  a  $33  million  profit  compared  with  a 
$31  million  loss  the  previous  year.  Steel 
producers  are  running  flat-out  to  meet 
demand.  Long-stressed  United  States 
Steel  Corp.  posted  a  53%  surge  in  sales 


Profits  Spotlight 

Wall  Street,  chipmakers,  and  insurance  firms 
generated  the  biggest  bottom-line  gains 


This  was  the  fifth  quarter  in  a  row  that  profits  grew  by 
at  least  double  digits.  And  while  the  first  quarter's  25% 
profit  increase  paled  in  comparison  to  the  fourth 
quarter's  322%,  it  was  more  than  O.K.  Capital  markets, 
which  includes  brokerages  such  as  Goldman  Sachs 
Group  and  Merrill  Lynch,  had  the  biggest  dollar  gain 
from  a  year  ago.  Close  behind  was  the  semiconductor 
industry,  led  by  Intel  and  Texas  Instruments.  AIG  and 
Allstate  did  much  of  the  heavy  lifting  for  the  insurance 
sector.  On  the  other  hand,  lackluster  results  at  Verizon 
Communications  and  SBC  Communications  dragged 
down  telecom  services.  Still,  in  a  quarter  where  sales 
increased  at  58  of  60  industries  and  profits  grew  at 
54  of  60,  it's  getting  harder  to  find  dark  clouds  inside 
the  silver  lining. 
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Corporate  Scoreboard 


ECONOMY 


Higher  Rates? 
No  Problem 


udgingbythewaythe 
stock  market  shuddered 
in  late  April  after  Federal 
Reserve  Chairman  Alan 
Greenspan  signaled  that 
the  central  bank  might  be 
getting  ready  to  hike 
interest  rates,  you'd  expect  that  any 
aggressive  Fed  tightening  would  cause  a 
Thelma  &  Louise-type  plunge  in 
corporate  profits. 

Well,  think  again.  Even  if  rates  rise 
sharply,  analysts  say  it's  unlikely  that 
corporate  profits  will  tank  over  the  next 
year.  Why?  To  start,  any  rate  increase 
would  come  in  a  strengthening  economy, 
which  should  give  companies  the  pricing 
power  to  offset  higher  borrowing  costs. 
And  to  their  credit,  corporate  treasurers 
have  been  heeding  Greenspan's  repeated 
hand  signals  that  rates  will  go  up.  Many 
have  replaced  much  of  the  cheap 
floating-rate  debt  they  took  out  during 
the  downturn  with  long-term  bonds  at 
relatively  low  rates. 

Among  nonfinancial  companies, 
issuance  of  commercial  paper-the  30- 
day  notes  that  the  most  creditworthy 
concerns  use  to  finance  day-to-day 
operations-has  plunged  by  two-thirds 
from  its  2000  peak,  to  $115  billion. 
Corporate  bond  issuance  surged  52%,  to 
$665.2  billion,  through  2003  (chart). 
"Most  companies  have  done  a  pretty 
good  job  of  cleaning  up  their  balance 
sheets,"  notes  David  A.  Wyss,  chief 
economist  at  Standard  &  Poor's. 

What's  more,  dozens  of  companies 
have  used  profits  to  slash  long-term 
debt.  H&R  Block,  Citrix  Systems,  and 
Medtronic,  for  example,  have  pared  it  to 
almost  nothing.  And  with  the  companies 
that  make  up  the  Standard  &  Poor's  500- 
stock  index  now  holding  more  than  $500 
billion  in  cash,  or  nearly  twice  what  they 
had  in  1999,  many  can  easily  retire  debt. 
Howard  J.  Silverblatt,  an  analyst  in  S&P's 
quantitative  research  group,  estimates 
that  every  percentage  point  rise  in  rates 
would  hike  interest  expense  for  the  S&P 
500  companies  by  only  $7.5  billion  a 
quarter,  a  fraction  of  the  $140  billion  they 
are  expected  to  earn  this  quarter. 
Even  among  rate-sensitive  sectors- 


such  as  banks,  insurers,  and  utilities- 
higher  rates  don't  necessarily  presage 
doom.  Sure,  builders  will  likely  see  less 
demand  for  new  housing,  and  banks  with 
heavy  mortgage  businesses,  like 
Washington  Mutual  Inc.,  could  expect  a 
slowdown.  But  banks  have  shown  they 
can  handle  rising  rates.  The  last  time 
rates  climbed  sharply  was  in  1994,  when 
the  Fed  funds  rate  rose  2.25  points,  to 
5.5%.  Yet  Ryan  Beck  &  Co.  analyst  Collyn 
B.  Gilbert  notes  that  net  income  for  the 
50  largest  banks  actually  rose  14%  that 
year.  Banks  such  as  Citigroup  and 
Wachovia  Corp.  since  then  have  been 
getting  a  heftier  portion  of  profits  from 
fees.  Since  1990,  Gilbert  says,  the  share 
of  revenues  from  fees  at  the  50  biggest 
banks  has  risen  to  40%  from  26%. 

Rising  rates  undoubtedly  will  reduce 
trading  profits  at  the  big  Wall  Street 
operations.  Sanford  C.  Bernstein  &  Co. 
analyst  Brad  Hintz  estimates  that  they 
will  probably  fall  15%  on  average.  But 


BUYING  PROTECTION 

AGAINST  A  RATE  HIKE 


Corporate  America  has  raced  to 
take  advantage  of  low  interest  rates 
by  refinancing  billions  in  old  debt 
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with  the  economy  reviving,  he  believes 
that  Street  firms  will  more  than 
compensate  for  trading  declines  with  a 
pickup  in  merger  and  investment 
banking  work.  He  projects  that  Lehman 
Brothers  Inc.'s  profits  will  jump  14%  this 
year  and  Merrill  Lynch  &  Co.'s  will  rise 
13%.  All  of  which  suggests  that  this  is 
one  profits  recovery  that  even  Alan 
Greenspan  can't  stop. 

-By  Dean  Foust  in  Atlanta 


Profits 
should 


rolling 
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quarter 
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and  replaced  a  first-quarter  2003  loss  of 
$33  million  with  a  $44  million  gain  this 
year.  "We're  looking  for  great  numbers 
in  the  second  quarter,"  says  CEO  Thomas 
J.  Usher. 

With  the  economy  humming  along, 
the  stock  market  has  followed  suit.  Big 
investment  houses  such  as  Lehman 
Brothers,  Bear  Stearns,  Goldman  Sachs, 
and  Merrill  Lynch  all  posted  blowout 
first  quarters.  Lehman  captured  the 
largest  gain  of  that  bunch,  with  a  123% 
increase  in  profit,  to  $670  million.  Com- 
mercial banks  benefited  from  strong 
consumer  business. 
Citigroup,  the  Score- 
board's second-biggest 
profit  contributor,  also 
reported  the  second- 
.Keer)  largest  absolute  earn- 

ings gain.  Its  earnings 
advanced  29%,  to  $5.3 
billion. 

Indeed,  consumers 
have  hardly  climbed 
into  a  hole.  Many  retail 
companies  benefited 
from  improved  sales  as 
well  as  cost  reductions.  Higher-end 
chains  reported  the  biggest  advances, 
thanks  to  the  wealth  effect  of  a  resurging 
stock  market.  First-quarter  profits  at  lux- 
ury retailer  Neiman-Marcus  Group  Inc. 
and  handbag  maker  and  retailer  Coach 
Inc.  both  jumped  by  more  than  80%.  At 
the  other  end  of  the  consumer  spectrum, 
McDonald's  Corp.'s  net  income  surged 
40%  to  $511.5  million  as  same-store 
sales  leaped  more  than  at  any  time  in  al- 
most two  decades.  "We  are  confident  the 
U.S.  will  have  another  good  year  in 
2004,"  says  Charles  Bell,  the  fast-food 
giant's  new  chief  executive. 

Airline  revenue  also  rebounded,  but 
that  wasn't  enough  to  bring  the  mainline 
carriers  back  into  the  black.  Revenue  at 
four  of  the  largest  airlines— American 
parent  AMR,  Delta,  Continental,  and 
Northwest— rose  8%  to  $12.7  billion.  Col- 
lectively, however,  the  four  lost  $896  mil- 
lion on  unexpectedly  higher  fuel  costs. 

Still,  with  business  spending  on  the 
rise  and  consumers  continuing  to  open 
their  pocketbooks,  the  profit  picture  going 
forward  looks  good.  Earnings  growth  for 
the  second  half  may  be  less  spectacular. 
The  latter  part  of  2003,  after  an,  saw  pro- 
ductivity improvements  give  earnings  a 
strong  lift,  so  those  comparisons  will  be 
tough  to  beat.  But  as  long  as  sales  keep 
rising,  it's  hard  to  see  how  strong  profits 
won't  keep  rolling  in.  ■ 

— By  Robert  Berner,  with  Michael 
Arndt,  in  Chicago  and  bureau  reports 


Listings 


First  Quarter  2004 

The  profits  train  just  keeps  chugging  along 


COMPANY  SYMBOL 


SALES 


PROFITS 


1ST  CHANGE  1ST  CHANGE 

QUARTER  FROM  QUARTER            FROM 

2004  2003  2004              2003 

SMIL                    %  SMIL                 % 


ARGINS 

RETURN 

5-YEAR  GROWTH 

MKT.  VALUE 

12 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

'/ONTrt'S 

UARTER 

QUARTER 

INVESTED 

COMMON 

COMMON          PER 

OUTSTANDING 

EARNINGS 

2004 

2003 

CAPITAL 

EQUITY 

P-E 

EQUITY          SHARE 

4-29 

PER 

SMIL 

s 

% 

K 

4-29 

%                 % 

SMIL 

SHARE 

ALL-INDUSTRY  COMPOSITE                         1946023.3 

12 

145505.4 

25 

7.5 

6.7 

7.4 

14.1 

22 

13 

3 

10597845 

L61 

CONSUMER  DISCRETIONARY 

SECTOR  COMPOSITE                                    422967.7 

10 

20678.6 

42 

4.9 

3.8 

4.9 

10.8 

23 

16 

-28 

1368647 

1.44 

ffl  '■.M'MJiUJW.I.HJ.i.'ffB^^M 

INDUSTRY  GROUP  COMPOSITE 

(A)  AUTO  COMPONENTS 

INDUSTRY  COMPOSITE 

130768.2 
35406.7 

7 
12 

40433 
549.2 

31 

19 

3.1 

1.6 

2.5 
1.5 

L3 
1.5 

9.9 
3.2 

19 
58 

-8 
0 

-25 
-2 

112234 
36158 

1.32 
0.40 

ArvinMeritorARM'3' 

2254.0 

13 

41.0 

71 

1.8 

1.2 

5.4 

13.7 

10 

26 

-14 

1434 

2.11 

Autoliv  alv 

1487.8 

19 

76.4 

47 

5.1 

4.2 

8.9 

12.2 

14 

4 

2 

4008 

3.08 

BorgWarner  BWA 

903.1 

16 

51.1 

16 

5.7 

5.7 

9.5 

13.7 

13 

7 

7 

2286 

6.57 

Cooper  Tire  &  Rubber  CTB 

974.5 

23 

23.8 

56 

2.4 

1.9 

4.3 

7.9 

19 

2 

-12 

1578 

1.11 

Dana  DCN 

2325.0" 

16 

50.0 

39 

2.2 

1.8 

3.8 

8.5 

16 

-11 

-29 

3063 

1.26 

Delphi  DPH 

7411.0 

3 

54.0 

-57 

0.7 

1.8 

-3.2 

-8.3 

NM 

-22 

NA 

5597 

-0.22 

Dura  Automotive  Systems  DRRA 

634.6 

7 

93 

-3 

L6 

1.7 

1.6 

7.5 

10 

-2 

-13 

232 

L33 

Federal-Mogul  FDMLQ 

1553.0 

14 

-20.4 

NM 

NM 

NM 

NA 

NM 

NM 

NA 

NA 

30 

-2.01 

Hayes  Lemmerz  International  MAYZ  <»» 

507.4 

7 

-27.3 

NM 

NM 

NM 

-5.8 

-13.5 

NA 

NA 

NA 

428 

NA 

Johnson  Controls  JCl « 

6620.1 

20 

157.7 

19 

2.4 

2.4 

10.5 

17.4 

14 

17 

13 

10441 

3.83 

Lear  LEA 

4492.1 

15 

9L4 

35 

2.0 

1.7 

9.4 

17.3 

10 

9 

14 

4151 

5.84 

Superior  Industries  International  SUP 

234.2 

11 

13.7 

-39 

5.8 

10.5 

11.0 

10.9 

14 

14 

6 

920 

2.42 

Tenneco  Automotive  TEN 

1038.0 

13 

-2.0 

NM 

NM 

0.1 

L6 

45.3 

24 

-52 

NA 

576 

0.59 

Visteon  VC 

4972.0 

6 

30.0 

NM 

0.6 

NM 

-30.8 

-63.2 

NM 

-18 

NA 

1414 

-9.31 

(B)  AUTOMOBILES 

INDUSTRY  COMPOSITE 
Fleetwood  Enterprises  FLE ,8) 
Ford  Motor  F 
General  Motors  GM 
Harley-Davidson  MDI 
Monaco  Coach  MNC 
Thor  Industries  TH0<5» 
Winnebago  Industries  WGO  "» 


95361.4 

597.8 

4469L0 

47779.0' 

1246.2* 

355.0 

426.5 

266.0 


5 

21 

9 

1 

5 

30 

29 

43 


3494.7 

-10.2 

1975.0 

1280.0 

204.6 

11.9 

17.5 

15.9 


33 
NM 
119 
-17 

10 
176 

14 

34 


3.7 
NM 
4.4 
2.7 
16.4 
3.4 
4.1 
6.0 


2.9 
NM 
2.2 
3.3 
15.7 
1.6 
4.7 
6.4 


L2 
-9.7 

1.5 

0.9 
22.7 

9.9 
18.4 
29.9 


12.7 
-43.5 
15.5 
9.9 
28.2 
10.0 
18.4 
29.9 


15 
NM 
16 
10 
22 
27 
19 
19 


-12 

-26 
-23 
-3 
24 
23 
25 
11 


-30 
NA 

-52 
-9 
29 
-2 
23 
18 


76076 

591 

28158 

26881 

17087 

778 

1601 

980 


L83 
-1.66 
035 
4.62 
2.56 
1.00 
L45 
1.53 


(1)  First  quarter  ended  Feb.  29.  (2)  First  quarter  ended  Jan.  31.  (3)  Second  quarter  ended  Mar.  31.  (4)  Second  quarter  ended  Feb.  29.  (5)  Second  quarter  ended  Jan.  31.  (6)  Third  quarter  ended  Mar.  31. 
(7)  Third  quarter  ended  Feb.  29.  (8)  Third  quarter  ended  Jan.  31.  (9)  Fourth  quarter  ended  Mar.  31.  (10)  Fourth  quarter  ended  Feb.  29.  (11)  Fourth  quarter  ended  Jan.  31.  'Sales  include  excise  taxes. 
"Sales  include  other  income.  ***Sales  include  excise  taxes  and  other  income.  fRevenues  from  some  major  subsidiaries  are  not  included  in  consolidated  sales;  parent's  share  of  earnings  is  included  in 
profits.  NA  =  not  available.  NM  =  not  meaningful.  Earnings  per  share  are  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude 
extraordinary  items.  Data:  Standard  &  Poor's  Compustat;  The  Global  Industry  Standard  (GICS8)  was  developed  by  and  is  the  exclusive  property  of  S&P  and  Morgan  Stanley  Capital  International. 


The 
Glossary 

A  quick  guide  to 
what  is  included 
in  these  tables 


SALES:  Includes  all  sales  and 
other  operating  revenues.  For 
banks,  includes  all  operating 
revenues. 

PROFITS:  Net  income  before 
extraordinary  items.  For 
banks,  profits  are  net  income 
after  security  gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as 
percent  of  sales. 
RETURN  ON  INVESTED 
CAPITAL:  Ratio  of  net 
income  available  for  common 


stockholders  (most  recent  12 
months)  to  latest  available 
total  funds  invested  in 
company,  which  consists  of 
common  equity,  preferred 
stock,  minority  interest,  and 
long-term  debt. 
RETURN  ON  COMMON 
EQUITY:  Ratio  of  net  income 
available  for  common 
stockholders  (most  recent  12 
months)  to  latest  available 
common  equity,  which 
includes  common  stock, 


capital  surplus,  and  retained 
earnings. 
PRICE-EARNINGS  RATIO: 

Based  on  Apr.  29, 2004, 
common-stock  price  and 
corporate  earnings  from 
continuing  operations  before 
extraordinary  items  for  most 
recent  12-month  period. 
GROWTH  IN  COMMON 
EQUITY:  Average  annual 
percentage  growth  in 
historical  common  equity  for 
latest  five-year  period. 
GROWTH  IN  EARNINGS 


PER  SHARE:  Average  annual 
percentage  growth  in 
historical  basic  earnings  per 
share,  including  common- 
stock  equivalents,  for  the 
latest  five-year  period. 
MARKET  VALUE:  Latest 
available  shares  outstanding 
times  stock  price  on  May  1, 
2004. 

EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
For  most  companies,  this 
figure  represents  diluted 
earnings  per  share. 
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INDUSTRY  GROUP  COMPOSITE 

(A)  HOUSEHOLD  DURABLES 

INDUSTRY  COMPOSITE 

American  Greetings - 

Beazer  Homes  USA  BZHW 

Black  &  Decker  SDK 

Centex  CTX  <* 

Champion  Enterprises  CHB 

Ethan  Allen  Interiors  ETH<« 

Fortune  Brands  FO 

Harman  International  Industries  MAR  IS> 

Horton(D.R.)DHl«3' 

Hovnanian  Enterprises  HOV  m 

Interface  iFSIA 

KB  Home  KBH  "> 

Kimball  International  KBALB<6> 

La-Z-BoyLZB18' 

Leggetti  Piatt  LEG 

Lennar  LEN  ■ 

M.D.C.  Holdings  MDC 

Maytag  MYG 

Meritage  MTM 

Mohawk  Industries  mhk 

Newell  Rubbermaid  nwl 

nvrnvr 

Pulte  Homes  PHM 

Ryland  Group  RYL 

Snap-on  SNA 

Stanley  Works  SWK 

Toll  Brothers  TOL'" 

Tupperware  TUP 

Whirlpool  WHR 

(B)  LEISURE  EQUIPMENT  &  PRODUCTS 

INDUSTRY  COMPOSITE 
Brunswick  BC 
Callaway  Golf  ELY 
Eastman  Kodak  EK 
Hasbro  HAS 
K2KT0 
Mattel  MAT 
Polaris  Industries  Pll 
SCP  Pool  POOL 

(C)  TEXTILES.  APPAREL  &  LUXURY  GOODS 

INDUSTRY  COMPOSITE 

Brown  Shoe  BWS  »> 

Coach  C0H'6> 

Jones  Apparel  Group  JNY 

KellwoodKWD"1' 

Liz  Claiborne  LIZ 

Nike'JKEf 

Oxford  Industries  OXM  <" 

Phillips-Van  HeusenPVHf") 

Quiksilver  ZQK ,2 

Reebok  International  RBK 

Timberland  TBL 

VFVFC 


479142 

31344.7 
535.0 
876.6 

1092.9 

3192.6" 
237.1 
244.6 

1629.3 
690.4 

2335.2 
775.2" 
249.2 

1353.4 
285.4 
492.2 
1187.2 

1862.9 
763.3 

12183 
423.5" 

1391.3 

1541.0 
878.6" 

2038.7 
754.6 
616.3" 
778.6 
5972** 
296.4 

3O07.0 

6595.5 
1199.6 
363.8 
2919.0 
474.2 
277.4 
7803 
346.0 
234.6 

9973.9 

4333 
313.1 

1218.1 
52U 

1102.8 
2904.0 
281.4 
357.1 
256.1 
83L9 
321.8 

1432.7" 


3    HOTELS,  RESTAURANTS  &  LEISURE 


INDUSTRY  GROUP  COMPOSITE 
Argosy  Gaming  AGY 
Bob  Evans  Farms  BOBE l8) 
Boyd  Gaming  SYD 
Brinker  International  EAT  <" 
Caesars  Entertainment  CZR 
Carnival  CCL"' 
CBRL  Group  CBRL ,s' 
CKE  Restaurants  CKR"» 


27294.5 
264.1 
291.4 
330.0 
93L9 
1196.0 
1980.0 
612.8 
325.4 


17 
2 

32 
16 
18 
-2 

0 

23 
25 
22 
24 
19 
24 

0 
-4 
14 
16 
34 

7 
49 
28 
-1 
18 
31 
14 
13 
23 

5 

9 
11 

15 
28 
34 
11 

3 
77 

5 
10 
19 

12 

-4 

42 

-1 

0 

3 

21 

35 

13 

33 

4 

19 

15 

17 
12 
7 
3 
11 
10 
91 


2692.1 

1917.5 
483 
483 
74.3 

268.0 

-153 
23.4 

139.7 
43.7 

188.6 
57.7 
-3.0 
74.2 
4.4 
15.3 
62.8 

139.3 
603 
38.7 
263 
66.3 
33.1 

100.6 

131.8 
52.4 
12.7 
58.5 
50.1 
143 

10L0 

149.2 
48.0 
40.5 
16.0 

63 
10.7 

9.0 
143 

4.1 

625.4 

5J. 

58.3 

94.4 

12.8 

68.8 

200.3 

9.5 

-92 

92 

4L1 

31.1 

1033 

1878.3 
4.0 
15.6 
133 
0.7 
.0 

2  ..0 
29.0 

-50.3 


35 
6 
29 
72 
35 

NM 

100 
40 
43 
48 
29 

NM 
40 
58 

-34 
27 
31 
64 
12 
71 
59 

-17 
15 
53 
37 

-41 

208 
10 

127 
11 

63 
NM 

-5 
NM 
449 
NM 
-73 

15 
175 

18 
-45 

83 
-22 

53 
7 

61 

38 
NM 

40 
1 

61 

13 

40 

-73 

-7 

-18 

-98 

78 

60 

18 

NM 


5.6 

6.1 
9.0 
5.6 
6.8 
8.4 
NM 
9.6 
8.6 
6.3 
8.1 
7.4 
NM 
5.5 
13 
3.1 
5.3 
7.5 
8.0 
3.2 
6.4 
43 
2J 
113 
63 
63 
2.1 
7.5 
8.4 
43 
34 

2.3 
4.0 
11.1 
0.5 
L4 
33 
1.2 
4.1 
L7 

6.3 
1.2 
18.6 
7.8 
2.5 
6.2 
63 
3.4 
NM 
3.6 
43 
9.7 
13 

63 
L5 
5.4 
4J 
0.1 
53 
103 
4.7 


4.9 

5.3 
8.6 
5.7 
4.6 
7.3 
NM 
5.2 
7.5 
5.5 
6.7 
7.1 
NM 
4.8 
1.0 
4.5 
4.8 
6.6 
6.5 
3.0 
5.6 
3.8 
2.6 
11.8 
5.6 
5.8 
3.9 
3.0 
8.0 
2.4 
3.4 

1.6 
0.4 
15.6 
NM 
0.3 
0.1 
4.4 
4.0 
0.8 


10.7 

10.2 

5.4 

9.7 

16.6 

5.7 

-313 

15.0 

143 

11.5 

113 

113 

-13 

11.3 

33 

8.0 

7.0 

16.3 

15.6 

12.6 

133 

103 

-0.6 

53.3 

113 

18.0 

5.3 

9.8 

8.7 

11.4 

17.0 

9.7 
94 

7.4 

4.6 

8.6 

33 

18.4 

33.2 

263 


18.2 

19.7 

8.3 

17.7 

32.0 

26.5 

NM 

.14.7 

22.8 

17.5 

22.4 

30.1 

-5.8 

23.3 

3.9 

10.5 

10.1 

23.9 

2L9 

127.9 

23.9 

14.1 

-1.5 

83.6 

18.3 

30.1 

7.0 

13.5 

17.1 

24.0 

31.3 

13.8 
12.3 
.6.8 

8.0 
12.8 

5.1 
23.3 
35.8 
26.8 


16 

13 
15 

7 
14 

8 

18 
18 
38 

9 
9 

7 

35 
19 
20 
10 

9 
19 

9 
16 

9 
9 
8 

28 
26 
12 
19 
11 

20 
22 

27 
29 
19 
23 
15 
17 
28 


13        174882 


11 
-3 
41 

3 

22 

-50 

12 

-7 

4 
41 
33 
-13 
27 
-1 
12 

7 

36 
28 
-39 
44 
34 
-2 
25 
33 
20 

4 

7 

23 
10 
-4 

-2 

-1 
5 

-6 
-8 
12 
4 
16 
18 


28 
-4 
35 

0 
26 
NA 

3 

19 
27 
33 
47 
NA 
31 
-32 

6 
-5 
35 
27 
-14 
32 
20 
NA 
60 
30 
47 
-11 
-3 
27 
-5 
-3 

-10 

3 

-4 

-30 

-9 

11 

6 

28 

31 


98737 
1381 
1334 
4525 
5917 
712 
1530 
11123 
5104 
6697 
2194 
429 
2723 
570 
1100 
4372 
7284 
2005 
2198 
886 
5138 
6490 
2985 
6145 
1913 
1946 
3465 
2948 
1089 
4534 

26894 
3823 
1149 
7434 
3366 
499 
7349 
1861 
1413 


2.46 

3.10 
L40 

14.13 
4.06 
6.01 

-L45 
2.28 
4.12 
2.06 
3J9 
4.12 

-0.24 
9.33 
0.43 
L12 
L12 
4.76 
7.03 
130 
739 
437 

-Oil 

5034 
523 
9.78 
L20 
1.65 
3.43 
036 
6.02 

L15 
133 
0.64 
030 
LOO 
0.65 
L17 
230 
L44 


5.9 

13.4 

17.1 

19 

9 

8 

49251 

2.45 

2.1 

10.3 

13.2 

15 

9 

2 

669 

232 

14.5 

363 

33.5 

37 

NA 

50 

8030 

L18 

9.9 

83 

11.5 

16 

31 

11 

4657 

2.31 

1.6 

73 

11.3 

15 

8 

68 

1088 

238 

6.0 

14.0 

16.9 

14 

11 

14 

3858 

238 

52 

163 

19.4 

22 

4 

15 

19045 

330 

3.3 

6.6 

12.4 

24 

4 

-8 

658 

L71 

1.8 

-0.6 

-1.8 

NM 

5 

NA 

563 

-008 

3.4 

10.6 

13.0 

21 

28 

17 

1225 

L07 

5.1 

1L4 

14.6 

15 

16 

61 

2202 

244 

7.1 

30.3 

28.6 

18 

10 

17 

2252 

3.60 

7.4 

133 

192 

12 

-3 

1 

5004 

3J1 

5.7 
6.2 

62 
33 

11.9 
13.3 

26 
27 

14 
53 

6 
42 

196507 
1109 

L34 
139 

6.2 

11.1 

11.6 

16 

4 

13 

1090 

139 

5.1 

23 

8.6 

42 

14 

3 

1586 

038 

5.5 

8.6 

11.2 

29 

14 

20 

3672 

L31 

3.7 

U 

2.7 

48 

-8 

-11 

4083 

028 

12.3 

53 

9.0 

27 

21 

3 

34590 

L60 

4.4 

11.1 

13.4 

17 

0 

7 

1890 

229 

NM 

-8.6 

-31.3 

NM 

-26 

NA 

628 

-0.77 
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COMPAHY  SYMBOL 


Darden  Restaurants  DRI  '7| 

GTECH  Holdings  GTKoo) 

Harrah's  Entertainment  HET 

Hilton  Hotels  HIT 

International  Game  Technology  IGT  ,3> 

Isle  of  Capri  Casinos  ISLE  <»> 

Landry's  Restaurants  LNY 

Mandalay  Resort  Group  MBG  <u> 

Marriott  International  MAR 

McDonald's  MCD 

MGM  Mirage  MGG 

Outback  Steakhouse  OSI 

Penn  National  Gaming  PENN 

Royal  Caribbean  Cruises  RCL 

Ruby  Tuesday  Rl 

Starbucks  SBUX<3> 

Starwood  Hotels  &  Resorts  Worldwide 

Station  Casinos  STN 

Vail  Resorts  MTN  <5> 

Wendy's  International  WEN 

YUM!  Brands  YUM 


SALES 

1ST 

QUARTER 

2004 

SMIL 

1242.0 

279.6 

1109.2 

994.0 

636.1 

265.2 

275.7 

604.1 

2252.0 

4399.7 

1066.4 

816.6 

330.8 

1061.7 

271.0 

1241.1 

HOT  1227.0 

239.0 

247.2 

834.8 

1970.0 


PROFITS 

CHANGE             1ST  CHANGE 

FROM           QUARTER  FROM 

2003              2004  2003 

%                 SMIL  % 


MARGINS 

1ST 

QUARTER  QUARTER 

2004  2003 

SMIL  % 


RETURN 

ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY           P-E 

%  %             4-29 


5- YEAR  GROWTH 

MKT.  VALUE  12 

EARNINGS          SHARES  MONTH'S 

COMMON          PER         OUTSTANDING  EARNINGS 

EQUITY          SHARE               4  29  PER 

%                 %                 SMIL  SHARE 


5 
4 
5 
9 

20 
5 
10 
11 
12 
16 
12 
25 
47 
21 
16 
30 
13 
20 
0 
20 
9 


773 

47.8 

8L7 

37.0 

117.7 

7.8 

1L4 

22.8 

114.0 

511.5 

97.1 

48.3 

17.8 

95.8 

32.4 

79.5 

33.0 

-29.8 

-6.7 

52.8 

142.0 


26 

14 

2 

311 

32 

-7 

40 

445 

31 

40 

99 

14 

35 

80 

28 

53 

NM 

NM 

NM 

20 

20 


6.3 

m 

7.4 
3.7 

18.5 
3.0 
4.1 
3.8 
5.1 

1L6 
9.1 
55 
5.4 
9.0 

12.0 
6.4 
2.7 
NM 
NM 
6.3 
12 


5.2 
15.5 
7.6 
1.0 
16.8 
3.3 
3.3 
0.8 
4.3 
9.6 
5.1 
6.5 
5.9 
6.0 
10.9 
5.5 
NM 
6.3 
6.7 
6.3 
6.5 


12.3 

175 

5.4 

3.2 

14.4 

4.0 

5.4 

3.7 

9.6 

7.8 

3.5 

15.8 

4.3 

3.3 

15.1 

135 

25 

0.1 

-25 

10.0 

20.2 


18.6 
32.6 
16.9 

8.6 
21.8 
20.8 

8.0 
14.5 
13.1 
13.8 
10.9 
16.9 
18.1 

7.4 
19.8 
13.9 

5.7 

0.6 
-7.0 
13.9 
53.9 


16 
22 

20 
36 

31 
13 
19 
25 
23 
21 
24 
20 
22 
25 
19 
49 
33 
NM 
NM 
18 
18 


NA 

9 

11 

48 

41 

23 

10 

-5 

8 

4 

25 
14 
43 
12 
15 
21 
1 

12 

2 

10 

NA 


25 
26 
17 
-10 
37 
12 
65 
22 

3 

-5 
23 
10 
44 
-7 
24 
29 
-5 
-18 
NA 
16 

6 


3669 
3621 
5980 
6805 
13148 

620 

915 

3817 

10958 

34298 

6653 

3295 

1186 
8060 
1988 
15550 
8277 
2809 

551 
4450 
11209 


INDUSTRY  GROUP  COMPOSITE 

(A)  DISTRIBUTORS 

INDUSTRY  COMPOSITE 
Genuine  Parts  GPC 
HandlemanHDL»> 
WESCO  International  wcc 

(B)  INTERNET  I  CATALOG  RETAIL 

INDUSTRY  COMPOSITE 
Amazon.com  AMZN 
eBay  EBAY 
Insight  Enterprises  NSIT 

(C)  MULTILINE  RETAIL 

INDUSTRY  COMPOSITE 

Big  Lots  Bum 
Bon-Ton  Stores  BONT  <"> 
Dillard's  DOS  o» 
Dollar  General  DG  m> 


182089.8 


3488.7 
2197.0 
4435 
847.8 


3019.2 

1530.3 

756.2 

732.7 


7 
9 
-1 
7 

33 

41 

59 

3 


952L5 

13L0 
100.2 

21.1 
9.7 

327.8 
111.1 

200.1 
16.6 


45 

36 

13 

601 

102 

224 
NM 
92 
136 


5.2 

3.8 
4.6 
4.8 
LI 

105 
7.3 

26.5 
2.3 


3.9 

2.9 
4.4 
0.7 
0.6 

4.5 

NM 

21.9 

1.0 


10.6 

11.1 

12.0 

115 

55 

11.6 
17.2 
10.7 
10.5 


14.7 

15.3 
15.4 
11.9 
19.3 

15.2 
NM 
10.1 
9.9 


21 

17 
17 
15 
19 

NM 

NM 

NM 

18 


4 
2 
4 
11 

50 
NA 
104 

23 


10 

4 

0 

148 

-7 

49 
NA 
133 

4 


534377 

7402 

6250 
558 
594 

72798 

18702 

53262 

834 


Dollar  Tree  Stores  DLTR "» 
Family  Dollar  Stores  FDO  <*> 
Federated  Department  Stores  FD '"' 

Fred's  FRED'11' 

Kmart  Holding  KMRT*11" 


L39 
2.84 
2.64 
0.50 
1.23 
L64 
1.74 
2.31 
2.06 
L30 
151 
2.25 
L37 
1.62 
1.57 
0.80 
1.23 
0.03 
-052 
2.12 
2.10 


INDUSTRY  GROUP  COMPOSITE 
ADVOAD'31 

34901.1 
304.3 

10 
6 

2542.8 

U.5 

73 
5 

7.3 
3.8 

4.6 
3.8 

3.7 
22.5 

5.2 

50.5 

35 
20 

46 
NA 

4 
8 

•50647 
990 

0.91 
1.65 

Belo  BLC 

35L3 

9 

22.3 

43 

6.3 

4.8 

4.8 

8.5 

25 

3 

9 

3316 

116 

Comcast  CMCSA 

4908.0 

10 

65.0 

NM 

L3 

NM 

0.2 

0.3 

NM 

62 

NA 

68826 

0.09 

Cox  Communications  COX 

1540.4 

13 

57.7 

NM 

3.7 

NM 

-0.3 

-0.5 

NM 

7 

NA 

20255 

-0.09 

Dow  Jones : 

401.6 

12 

17.8 

-73 

4.4 

18.7 

42.0 

93.7 

31 

-38 

56 

3739 

L49 

Gannett  GCi 

1729.7" 

11 

274.4 

10 

155 

16J 

10.0 

14.7 

15 

16 

6 

23695 

4.54 

Harte-Hanks  HHS 

236.3 

9 

18.8 

15 

8.0 

7.6 

16.0 

16.0 

24 

-1 

10 

2092 

101 

Knight-Ridder  KRI 

712.3 

2 

555 

10 

75 

7.2 

101 

20.2 

21 

-3 

-4 

6227 

3.72 

McClatchyMNI 

272.3 

6 

285 

14 

10.6 

9.8 

10.4 

12.2 

23 

8 

15 

3339 

3.17 

McGraw-Hill  MHP 

9116 

10 

76.3 

91 

8.4 

4.8 

28.5 

28.5 

21 

10 

13 

15121 

3.77 

Meredith  MDP<6> 

299.6 

8 

33.6 

32 

112 

9.2 

12.1 

18.6 

26 

9 

4 

2575 

2.01 

New  York  Times  NYT 

8015 

2 

58.4 

-15 

7.3 

8.8 

13.2 

21.0 

24 

-3 

3 

6854 

151 

Omnicom  Group  OMC 

223L4 

15 

135.6 

17 

6.1 

6.0 

110 

19.7 

22 

24 

16 

15310 

3.63 

Regal  Entertainment  Group  RGC 

2 

22.8 

-35 

4.2 

6.7 

8.7 

21.5 

19 

NA 

NA 

3175 

L20 

Scholastic  SCHLm 

472.0 

9 

-6.0 

NM 

NM 

NM 

5.0 

7.9 

18 

21 

18 

1130 

1.62 

Scripps  (E.W.)  SSP  t 

513.7 

15 

70.5 

34 

13.7 

11.8 

12.4 

15.8 

30 

11 

12 

8623 

3.54 

Time  Warner  TWX 

10090.0 

9 

712.0 

66 

7.1 

4.7 

4.0 

6.0 

27 

168 

51 

77319 

0.64 

Tribune  TRB 

3 

120.7 

-15 

9.1 

10.9 

9.1 

12.3 

19 

23 

-6 

15968 

2.55 

Valassis  Communications  VCi 

237.4 

16 

24.6 

-5 

10.4 

12.7 

30.5 

103.6 

16 

NA 

3 

1613 

156 

Viacom  VIA.B 

6772.4 

12 

710.5 

54 

10.5 

7.6 

2.3 

2.7 

41 

49 

NA 

68603 

056 

Wiley  (John)  &  Sons 

242.4 

10 

31.3 

29 

125 

11.0 

13.9 

20  4 

22 

18 

18 

1877 

138 

159 

1.80 
2.10 
153 
0.78 

0.66 
0.36 
0.82 
059 


64598.1 

0 

3216.4 

98 

5.0 

2.5 

9.0 

15.0 

14 

5 

9 

124702 

2.37 

1328.6 

9 

93.8 

42 

7J 

5.4 

65 

8.1 

18 

-3 

-6 

1670 

0.78 

453.3" 

87 

24.4 

60 

5.4 

6.3 

5.0 

8.6 

11 

9 

-11 

219 

133 

23716" 

-6 

512 

-29 

22 

2.9 

02 

0.4 

NM 

-5 

-30 

1403 

0.11 

1966.5 

12 

102.8 

-5 

5.2 

6.1 

16.3 

19.1 

21 

16 

9 

6257 

0.89 

893.1 

15 

79.8 

-27 

85 

14.0 

15.2 

17.5 

18 

33 

13 

3097 

154 

1402.8 

12 

814 

12 

5.8 

5.8 

18.7 

18.7 

21 

18 

18 

5495 

1.52 

5053.0" 

1 

460.0 

35 

9.1 

6.8 

7.6 

11.7 

13 

-1 

0 

8695. 

3.71 

378.0 

16 

12.5 

15 

3.3 

3.3 

11.3 

11.6 

22 

18 

28 

718 

0.85 

6328.0 

-26 

276.0 

NM 

4.4 

NM 

-22.6 

-27.6 

NA 

NA 

NA 

3934 

NA 
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CORPORATE  SCOREBOARD 


COMPANY  ,•' 

SALES 

CHANGE 
% 

PROFITS 

:st 

QUARTER 
2004 
SMIL 

CHANGE 
FROM 
2003 

% 

MARGINS 

1ST 

QUARTER 

20M 

SMIL 

1ST 

QUARTER 

2003 

% 

RETURN 

ON 

INVESTED 

CAPITAL 

% 

ON 

COMMON 

EQUITY 

% 

P-E 
4-29 

5-YEAR  GROWTH 

EARNINGS 
COMMON          PER 
EQUITY          SHARE 
%                 % 

MKT  VALUE 

SHARES 

OUTSTANDING 

4-29 

SMC 

12 

MONTH'S 

EARNINGS 

PER 

SHARE 

1 

Kohl's  KSS<U> 

May  Department  Stores  MAY  <» 

35615 

12 

246.8 

-12 

65 

8.8 

1L2 

14.1 

25 

29 

26 

14487 

1.72 

4494.0" 

3 

425.0 

10 

9.5 

8.9 

5.1 

10.0 

22 

1 

-11 

8808 

L41 

Neiman  Marcus  Group  NMG.A (5> 

1054.1" 

12 

59.2 

82 

5.6 

3.5 

10.0 

13.0 

14 

12 

3 

2357 

3.39 

99  Cents  Only  Stores  NDN 

230.1 

17 

95 

-36 

4.0 

7.4 

10.4 

10.2 

28 

25 

15 

1427 

0.72 

Nordstrom  JWN <"> 

1973.4" 

10 

104.3 

74 

5.3 

3.4^ 

8.5 

14.9 

21 

5 

-2 

5002 

1.76 

Penney  (J.C.)JCPw 

6098.0 

6 

253.0 

45 

4.1 

3.0 

32 

6.6 

29 

-5 

-10 

9595 

121 

Retail  Ventures  RVl  <»' 

721.8 

6 

11.5 

115 

L6 

0.8 

-0.8 

-2.1 

NM 

-5 

NA 

263 

-0.13 

SaksSKS"1' 

1968.9 

7 

8L8 

20 

42 

3.7 

2.4 

3.6 

25 

2 

9 

2061 

058 

Sears,  Roebuck  S 

7794.0 

-12 

-20.0 

NM 

NM 

2.2 

30.0 

56.2 

3 

0 

24 

9238 

12.31 

ShopKo  Stores  SK0<»> 

956.0 

-1 

3L6 

-3 

3.3 

3.4 

4.7 

6.6 

10 

2 

-15 

404 

153 

Target  TGT0" 

(D)  SPECIALTY  RETAIL 

1557L0" 

11 

832.0 

21 

5.3 

4.9 

8.7 

"16.6 

22 

17 

13 

39572 

2.01 

INDUSTRY  COMPOSITE 

110983.7 

14 

5846.3 

23 

5.3 

4.9 

116 

14.6 

22 

14 

12 

329475 

1.40 

Aaron  Rents  RNT 

242.5" 

27 

12.8 

47 

5.3 

4.6 

10.5 

12.0 

24 

14 

5 

958 

1.22 

Abercrombie  &  Fitch  ANF  <"» 

560.4 

5 

94.3 

2 

16.8 

17.4 

23.5 

23.5 

15 

36 

15 

2891 

2.06 

Aeropostale  ARO  (U) 

272.6 

32 

27.5 

56 

10.1 

8.6 

29.2 

29.2 

15 

144 

86 

1210 

1.40 

American  Eagle  Outfitters  AEOS "» 

517.3 

5 

35.4 

-9 

65 

7.9 

9.1 

9.3 

32 

33 

1 

1869 

0.83 

AnnTaylor  Stores  ANN  <u> 

448.7 

27 

31.5 

96 

7.0 

4.6 

10.6 

12.2 

19 

13 

12 

1831 

2.13 

Asbury  Automotive  Group  ABG 

1223.2 

14 

10.7 

30 

05 

0.8 

2.2 

5.0 

24 

NA 

NA 

523 

0.68 

AutoNation  AN 

4797.0 

8 

87.3 

-59 

15 

4.8 

8.0 

9.6 

12 

-6 

18 

4499 

L35 

AutoZone  AZ0<4» 

1159.2 

3 

9L7 

16 

75 

7.1 

27.1 

233.8 

15 

-21 

29 

7473 

556 

Barnes  &  Noble  BKS  on 

2212.1 

20 

130.0 

17 

55 

6.0 

8.5 

12.1 

14 

11 

5 

2042 

2.07 

Bed  Bath  &  Beyond  BBBY"°» 

12975 

24 

144.2 

37 

11.1 

10.0 

20.1 

20.1 

28 

38 

30 

10810 

151 

Best  Buy  BBY<"» 

8449.0 

21 

469.0 

24 

5.6 

5.4 

20.5 

23.4 

22 

37 

26 

17591 

2.44 

Blockbuster  BBI 

1503.1 

-1 

112.6 

33 

7.5 

5.6 

-28.6 

-29.3 

NM 

-15 

NA 

2988 

-526 

Boise  Cascade  BCC 

3529.7 

90 

63.5 

NM 

L8 

NM 

15 

4.0 

32 

5 

NA 

2962 

L07 

Borders  Group  BGP  ;: 

13205 

8 

1215 

15 

92 

8.6 

10.1 

10.6 

16 

10 

6 

1879 

154 

Building  Materials  Holding  BMHC 

416.8 

51 

4.2 

615 

1.0 

0.2 

5.1 

8.6 

10 

8 

1 

224 

L75 

Burlington  Coat  Factory  BCF  <" 

856.0 

7 

36.0 

-2 

42 

4.6 

5.0 

5.8 

17 

11 

7 

851 

L09 

CarMaxKMX<"» 

11165 

18 

22.5 

18 

2.0 

2.0 

145 

17.1 

23 

NA 

172 

2668 

1.10 

Charming  Shoppes  CMRS  <u» 

585.6 

-3 

10.1 

162 

L7 

0.6 

5.0 

6.7 

20 

9 

-6 

801 

055 

Children's  Place  Retail  Stores  PLCE  <u> 

234.6 

19 

15.2 

563 

65 

1.2 

85 

8.9 

31 

26 

-11 

695 

0.85 

Circuit  City  Stores  CC<"» 

3249.0 

2 

94.7 

42 

25 

2.1 

0.0 

0.0 

NM 

NA 

-14 

2522 

0.00 

Claire's  Stores  CLE <u> 

364.0 

13 

52.0 

22 

14.3 

13.2 

18.2 

18.2 

18 

13 

6 

2036 

L17 

Cole  National  CNJ  <»> 

309.4 

5 

42 

165 

L4 

0.5 

-25 

-11.4 

NM 

-9 

NA 

427 

-0.65 

Cost  Plus  CPWM<U> 

312.6 

16 

26.7 

6 

8.5 

9.4 

105 

12.4 

25 

19 

15 

792 

L48 

CSKAutoCAO'"' 

3725 

6 

-22.6 

NM 

NM 

1.0 

L3 

3.3 

82 

27 

-20 

873 

023 

Dick's  Sporting  Goods  DKS  <"> 

474.4 

20 

26.0 

36 

5.5 

4.8 

20.5 

21.7 

26 

88 

31 

1292 

1.05 

Electronics  Boutique  Holdings  ELBO (UI 

67L5 

26 

39.4 

25 

55 

5.9 

15.0 

15.0 

16 

42 

12 

693 

L80 

Finish  Line  FlNL|10> 

305.3 

30 

21.0 

37 

65 

6.6 

14.6 

14.6 

17 

5 

-4 

792 

156 

Finlay  Enterprises  FNLY<U> 

379.0 

4 

26.8 

2 

11 

7.2 

5.3 

13.0 

9 

10 

22 

180 

2.15 

Foot  Locker  FL  <u> 

1334.0 

10 

71.0 

48 

5.3 

4.0 

12.2 

15.2 

17 

4 

121 

3455 

1.40 

Galyan's  Trading  Company  GLYN m 

249.8 

18 

10.0 

-40 

4.0 

7.9 

L4 

1.7 

45 

NA 

43 

165 

021 

GameStop  GME "" 

625.4 

20 

39.6 

25 

6.3 

6.1 

10.7 

10.7 

17 

NA 

NA 

1006 

L06 

6ap  GPS  <m 

4886.3 

5 

355.8 

43 

75 

5.3 

142 

21.5 

20 

22 

-5 

19846 

L09 

GenescoGCO1"1 

252.7 

1 

17.8 

25 

7.0 

5.7 

9.7 

14.1 

17 

16 

-3 

489 

L33 

Goody's  Family  Clothing  GDYS  ™ 

7.0 

79 

15 

1.1 

7.7 

7.7 

25 

5 

-13 

434 

0.53 

Group  1  Automotive  GPl 

1147.0 

11 

10.5 

-29 

05 

1.4 

9.6 

13.9 

11 

30 

23 

780 

3.07 

Guitar  Center  GTRC 

349.7 

11.8 

123 

3.4 

1.8 

13.8 

18.7 

24 

28 

3 

983 

172 

Home  Depot  HD  <u» 

15125.0 

14 

95L0 

39 

6.3 

5.2 

18.5 

19.2 

19 

20 

19 

80643 

L88 

Jo-Ann  Stores  JAS  <"> 

552.6 

5 

27.1 

7 

45 

4.8 

85 

11.8 

15 

5 

23 

621 

156 

Limited  Brands  JD  "' 

32305 

9 

387.6 

9 

12.0 

12.0 

12.1 

13.6 

15 

22 

-15 

10774 

L36 

Linens  'n  Things  LIN 

552.8 

15 

0.0 

-99 

0.0 

0.4 

9.6 

9.5 

20 

19 

8 

1459 

1.62 

Lithia  Motors  LAD 

637.8 

14 

7.6 

75 

1.2 

0.8 

6.6 

10.6 

13 

30 

8 

480 

2.08 

Lowe's  LOW  <"> 

Men's  Wearhouse  MW»" 

7252.0 

20 

401.0 

26 

5.5 

5.3 

13.3 

18.1 

23 

25 

28 

41113 

2.32 

422.7 

8 

18.5 

-7 

4.4 

5.1 

8.0 

10.1 

20 

10 

-3 

922 

127 

Michaels  Stores  MIK<U> 

10631 

9 

94.6 

25 

85 

7.8 

13.0 

15.2 

19 

20 

28 

3363 

254 

Office  Depot  ODP 

3605.2 

18 

115.6 

11 

3.2 

3.4 

8.7 

10.8 

17 

7 

14 

5456 

LOO 

O'Reilly  Automotive  ORLY 

403.3 

19 

27.1 

38 

6.7 

5.8 

115 

13.2 

23 

26 

20 

2459 

156 

Pacific  Sunwear  of  California  PSUN  <u> 

326.3 

23 

34.3 

48 

10.5 

8.7 

18.6 

18.7 

21 

28 

19 

1679 

L02 

Payless  ShoeSource  PSS  <u> 

644.4 

-1 

-172 

NM 

NM 

0.8 

0.0 

0.0 

NM 

-3 

NA 

986 

050 

PC  Connection  PCCC 

327.6 

16 

L2 

-26 

0.4 

0.6 

3.4 

3.5 

33 

17 

-32 

189 

0.23 

Pep  Boys-Manny,  Moe  &  Jack  PBY  on 

529.6 

14 

-35 

NM 

NM 

NM 

-LI 

-1.8 

NM 

-6 

21 

1480 

-0.22 

Petco  Animal  Supplies  PETC "" 

455.7 

12 

20.9 

8 

4.6 

4.8 

20.6 

121.8 

27 

NA 

NA 

1712 

1.11 

Petsmart  PETM  <u> 

839.7 

13 

57.2 

133 

6.8 

3.3 

135 

16.6 

30 

21 

37 

4068 

055 

Pier  1  Imports  PIR  <">» 

555.3" 

7 

48.3 

-11 

8.7 

10.4 

16.8 

17.3 

16 

12 

13 

1819 

L29 

RadioShack  RSH 

1092.6 

2 

68.3 

21 

65 

5.3 

23.4 

38.4 

17 

-1 

28 

5047 

156 
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Regis  RGS  '6| 

481.4 

14 

25.6 

22 

5.3 

4.9 

10.8 

15.1 

20 

24 

21 

1974 

2.20 

Rent-A-CenterRCII 

585.4 

3 

52.2 

2 

8.9 

9.0 

12.3 

21.6 

14 

44 

39 

2377 

2.16 

Ross  Stores  ROST<'» 

1098.7 

14 

73.7 

26 

6.7 

6.1 

28.3 

30.2 

21 

12 

16 

4604 

1.47 

Sharper  Image  SHRP'U' 

278.4 

29 

22.8 

35 

8.2 

7.8 

13.3 

13.3 

20 

31 

13 

493 

1.65 

Sherwin-Williams  SHW 
Sonic  Automotive  SAH 

1319.5 
1703.8 

15 
8 

51.5 
22.4 

67 
17 

35 
1.3 

2.7 

1.2 

18.0 
6.6 

24.2 
12.9 

16 
12 

-4 
35 

16 
22 

5385 
1038 

2.40 
2.14 

Sports  Authority  TSA™ 

712.0 

125 

14.6 

13 

2.0 

4.1 

22 

3.7 

46 

47 

25 

964 

0.84 

Stage  Stores  STGS<U> 

368.6 

43 

19.6 

22 

5.3 

6.3 

11.4 

11.6 

15 

NA 

NA 

763 

2.73 

Staples  SPLS<U' 

3681.2 

10 

211.9 

29 

5.8 

4.9 

11.6 

13.4 

26 

16 

21 

12989 

0.99 

Stein  Mart  SMRT<"> 

410.2 

1 

145 

42 

3.6 

2.6 

1.5 

1.7 

NM 

6 

-18 

515 

0.09 

TalbotsTLB<u> 

431.6" 

0 

22.0 

-22 

5.1 

6.6 

14.6 

17.0 

19 

9 

27 

1959 

1.81 

TBCTBCC 

433.8 

69 

6.0 

9 

1.4 

2.1 

7.2 

12.4 

20 

13 

15 

653 

L48 

Tiffany  TIF  <u> 

731.6" 

18 

110.5 

24 

15.1 

14.4 

11.6 

14.7 

27 

21 

15 

5737 

1.45 

TJX  TJX 'u» 

4105.6 

17 

238.7 

55 

5.8 

4.4 

29.3 

42.4 

19 

6 

12 

12370 

1.28 

Toys 'R' Us  TOY  <u» 

4937.0 

1 

144.0 

-48 

25 

5.7 

L3 

2.1 

38 

3 

-23 

3294 

0.41 

Tractor  Supply  TSCO 

330.6 

21 

3.8 

90 

1.2 

0.7 

18.3 

19.4 

27 

19 

30 

1509 

L49 

Trans  World  Entertainment  TWMC  <u> 

542.0 

12 

34.8 

NM 

6.4 

NM 

4.6 

4.7 

20 

7 

-20 

359 

0.49 

Ultimate  Electronics  ULTE  <"» 

243.2 

0 

-6.6 

NM 

NM 

2.3 

-6.1 

-8.1 

NM 

33 

NA 

61 

-1.08 

United  Auto  Group  UAG 

2356.3 

24 

20.8 

22 

05 

0.9 

6.1 

9.2 

14 

19 

21 

1285 

2.14 

Williams-Sonoma  WSM '"' 

1004.3 

17 

102.1 

28 

10.2 

9.3 

18.9 

19.5 

25 

21 

22 

3806 

1.32 

Wilsons  The  Leather  Experts  WLSN  <u> 

268.1 

-12 

12.4 

-58 

4.6 

9.8 

-30.4 

-39.3 

NM 

14 

NA 

49 

-1.64 

ZaleZLC'5> 

CONSUMER  STAPLES 
SECTOR  COMPOSITE 

949.0 
272093.5 

4 
11 

97.3 

14920.9 

NM 
8 

10.3 
5.5 

NM 
5.6 

12.3 
12.6 

14.8 
22.1 

15 
23 

3 
11 

NA 

11 

1491 
1277790 

3.65 
157 

6    FOOD  &  STAPLES  RETAILING 

INDUSTRY  GROUP  COMPOSITE 
Albertson's  ABS  <u> 

146553.2 
8650.0 

10 
-5 

3648.9 
130.0 

-7 
-35 

2.5 
1.5 

3.0 
2.2 

10.8 
5.5 

17.5 
10.3 

27 

15 

14 
9 

12 
-1 

362477 
8578 

L53 

L51 

BJ's  Wholesale  Club  BJ  <"> 

1929.2 

12 

49.4 

0 

2.6 

2.9 

12.2 

12.3 

17 

11 

6 

1733 

1.50 

Casey's  General  Stores  CASY  <•> 

545.3* 

6 

5.8 

-26 

1.1 

1.5 

7.2 

9.6 

20 

8 

1 

829 

0.85 

Costco  Wholesale  COST  <*> 

11549.0" 

14 

226.8 

25 

2.0 

1.8 

9.2 

11.0 

23 

17 

8 

17277 

L66 

Duane  Reade  DRD 

349.6 

5 

1.4 

-56 

0.4 

0.9 

0.5 

1.0 

NM 

73 

-26 

408 

0.14 

Foodarama  FSM  <2> 

294.7 

15 

L2 

255 

0.4 

0.1 

L5 

7.9 

12 

3 

13 

37 

3.14 

Ingles  Markets  IMKTA  <3> 

521.1" 

6 

7.2 

296 

1.4 

0.4 

2.3 

7.7 

12 

2 

19 

264 

0.92 

Kroger  KR<U' 

13033.0 

5 

-337.0 

NM 

NM 

3.1 

2.6 

7.9 

41 

11 

-4 

12891 

0.42 

Longs  Drug  Stores  LDG<U> 

1226.6 

5 

13.4 

109 

1.1 

0.5 

3.6 

4.2 

25 

2 

-15 

740 

0.79 

Nash  Finch  NAFC 

879.5" 

3 

4.7 

45 

0.5 

0.4 

6.2 

13.8 

7 

10 

24 

262 

256 

Pantry  PTRY  l3> 

794.4- 

18 

-14.1 

NM 

NM 

NM 

0.5 

2.7 

NM 

19 

-16 

395 

0.18 

Pathmark  Stores  PTMK<»> 

1012.5 

1 

9.6 

22 

05 

0.8 

1.7 

4.4 

15 

NA 

NA 

249 

0.54 

Rite  Aid  RAD  <10> 

4396.3 

6 

59.1 

745 

1.3 

0.2 

1.5 

NM 

47 

NA 

NA 

2655 

0.11 

7-Eleven  SE 

2750.8" 

11 

10.8 

57 

0.4 

0.3 

4.4 

27.0 

22 

54 

-2 

1851 

0.76 

Smart  &  Final  SMF 

423.5 

19 

6.6 

141 

1.6 

0.8 

6.1 

8.7 

21 

2 

14 

352 

0.57 

Supervalu  SVU  <>°> 

5043.8 

9 

95.6 

50 

15 

1.4 

7.3 

12.7 

15 

11 

7 

4088 

2.07 

Sysco  SYY  <6> 

7025.6 

10 

195.8 

16 

2.8 

2.6 

23.1 

38.3 

29 

12 

21 

24783 

1.32 

United  Natural  Foods  UNFI  <5> 

393.2 

16 

7.0 

28 

L8 

1.6 

9.8 

12.0 

42 

12 

7 

1007 

0.62 

Village  Super  Market  VLGEA  <5> 

242.2 

4 

3.7 

-10 

1.5 

1.7 

7.5 

9.5 

9 

12 

25 

99 

3.43 

Walgreen  WAG  <4> 

9782.2 

16 

433.5 

17 

4.4 

4.4 

16.3 

16.3 

28 

21 

16 

34845 

1.23 

Wal-Mart  Stores  WMT"» 

75190.0" 

12 

2722.0 

11 

3.6 

3.7 

13.6 

20.3 

28 

15 

15 

248184 

2.03 

Weis  Markets  WMK 

520.7 

2 

16.2 

3 

3.1 

3.1 

9.6 

9.6 

17 

-12 

1 

950 

2.03 

7    FOOD.  BEVERAGE  4  TOBACCO 

INDUSTRY  GROUP  COMPOSITE 

(A)  BEVERAGES 

INDUSTRY  COMPOSITE 

98373.7 
24412.1 

11 

12 

8168.1 
2806.4 

12 

27 

8.3 
11.5 

8.2 
10.1 

11.7 
16.7 

21.2 
29.3 

21 
24 

12 

10 

11 

12 

631765 
291281 

1.99 
2.02 

Anheuser-Busch  BUD 

3477.0 

6 

5493 

13 

15.8 

14.8 

21.4 

78.7 

20 

-8 

14 

41777 

2.58 

Brown-Forman  BF.B  <8> 

593.9 

9 

80.5 

15 

13.6 

12.9 

16.1 

26.5 

22 

4 

6 

5705 

2.09 

Coca-Cola  KO 

5078.0 

13 

1127.0 

35 

22.2 

18.5 

275 

31.6 

27 

10 

9 

122783 

1.89 

Coca-Cola  Bottling  Consolidated  COKE 

282.7 

3 

2.8 

99 

1.0 

0.5 

3.4 

61.2 

15 

17 

31 

477 

3.55 

Coca-Cola  Enterprises  CCE 

4240.0 

16 

104.0 

271 

2.5 

0.8 

5.0 

16.7 

16 

10 

48 

11977 

1.62 

Constellation  Brands  STZ  <"» 

881.3 

35 

62.8 

21 

7.1 

8.0 

5.2 

9.7 

16 

25 

27 

3479 

2.06 

Coors  (Adolph)  RKY 

923.5 

12 

4.8 

500 

0.5 

0.1 

7.4 

14.1 

14 

9 

21 

2411 

4.88 

Pepsi  Bottling  Group  PBG 

2067.0 

10 

50.0 

28 

2.4 

2.1 

6.4 

23.2 

19 

5 

37 

7584 

1.57 

PepsiAmericas  PAS 

737.6 

8 

20.5 

318 

2.8 

0.7 

6.6 

10.7 

16 

28 

18 

2830 

1.20 

PepsiCo  PEP 

(B)  FOOD  PRODUCTS 

6131.0 

11 

804.0 

15 

13.1 

12.6 

25.4 

28.7 

26 

13 

9 

92258 

2.10 

INDUSTRY  COMPOSITE 

56788.4 

12 

2923.1 

7 

5.1 

5.4 

9.4 

16.9 

18 

20 

13 

217243 

1.77 

Archer  Daniels  Midland  ADM l6> 

9309.0 

18 

226.8 

94 

2.4 

1.5 

6.0 

9.1 

16 

2 

9 

11035 

1.07 

Bunge  3G 

5739.0 

19 

70.0 

71 

1.2 

0.8 

8.4 

18.8 

8 

18 

121 

3591 

4.38 

Campbell  Soup  CPB  <5> 

2100.0 

9 

235.0 

2 

11.2 

12.0 

18.9 

74.8 

18 

-8 

-2 

11357 

1.57 

ConAgra  Foods  CAG(7) 

3597.7 

0 

19L8 

-4 

5.3 

5.5 

8.1 

16.9 

19 

12 

9 

15323 

L55 
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Corn  Products  International  CPO 

550.4 

15 

25.7 

89 

4.7 

2.8 

5.8 

9.1 

18 

-4 

8 

1475 

2.42 

Fresh  Del  Monte  Produce  FDP 

713.8 

11 

47.0 

-47 

6.6 

13.7 

19.0 

18.7 

7 

20 

33 

1338 

123 

General  Mills  GIS'7' 

2703.0 

2 

242.0 

1 

9.0 

9.1 

7.6 

19.9 

15 

NA 

8 

18240 

2.62 

Heinz  (H.J.)  HNZ  «> 

2097.2 

0 

202.2 

56 

9.6 

6.2 

10.5 

57.0 

20 

-9 

-1 

13499 

193 

Hershey  Foods  HSY 

1013.1 

6 

107.1 

10 

10.6 

10.2  s 

21.1 

36.0 

25 

5 

3 

11515 

3.61 

Hormel  Foods  HRL'2' 

1135.5 

11 

5L8 

10 

4.6 

4.6 

113 

14.7 

23 

9 

7 

4243 

136 

Interstate  Bakeries  IBC  ,7> 

1019.7 

-2 

-6.6 

NM 

NM 

NM 

05 

2.1 

71 

-14 

-16 

518 

0.16 

Kellogg  K 

2390.5 

11 

219.8 

34 

92 

7.6 

14.8 

53.6 

21 

8 

13 

17613 

2.05 

Kraft  Foods  KFT 

7693.0 

5 

560.0 

-34 

7.3 

11.5 

75 

11.1 

18 

24 

15 

56669 

1.85 

McCormickMKC"> 

572.4 

18 

38.1 

14 

6.7 

6.9 

15.5 

24.3 
J0.2 

24 
13 

15 
13 

16 
-11 

4744 
1564 

143 

Pilgrim's  Pride  PPC  <3> 

13845 

120 

33.0 

206 

2.4 

1.7 

5.6 

176 

Sara  Lee  SLE<6> 

4745.0 

9 

376.0 

40 

75 

6.2 

175 

48.8 

15 

4 

3 

18308 

152 

Smithfield  Foods  SFD  <8< 

2703.7 

49 

42.1 

NM 

L6 

0.2 

3.1 

6.7 

31 

3i 

-9 

3008 

0.87 

Smucker(J.M.)SJM<8> 

355.3 

4 

31.3 

12 

8.8 

8.2 

8.4 

9.4 

23 

18 

7 

2611 

2.23 

Tyson  Foods  TSN  <3> 

6153.0 

5 

119.0 

65 

15 

1.2 

5.7 

9.7 

16 

17 

36 

6612 

1.14 

Wrigley(Wm.)Jr.WWY 

812.2 

21 

111.0 

14 

13.7 

14.4 

25.3 

25.3 

30 

10 

9 

13980 

2.04 

(C)  TOBACCO 

INDUSTRY  COMPOSITE 

17173.3 

7 

2438.6 

3 

14.2 

14.7 

10.4 

19.8 

21 

3 

14 

123241 

2.56 

Altria  Group  MO 

15522.0 

7 

2194.0 

0 

141 

15.1 

18.1 

34.3 

12 

10 

16 

111846 

451 

R.J.  Reynolds  Tobacco  Holdings  RJR 

1218.0 

0 

122.0 

72 

10.0 

5.8 

-765 

NM 

NM 

-16 

NA 

5323 

-43.58 

USTUST 

beeeeeges 

433.3 

4 

122.6 

10 

28.3 

26.6 

32.3 

NM 

19 

NA 

-4 

6072 

157 

INDUSTRY  GROUP  COMPOSITE 

27166.6 

19 

3104.0 

22 

11.4 

11.1 

20.5 

36.2 

24 

4 

8 

283545 

2.83 

(A)  HOUSEHOLD  PRODUCTS 

INDUSTRY  COMPOSITE 

20212.5 

19 

2383.5 

18 

11.8 

11.9 

19.4 

34.3 

23 

5 

7 

204500 

3.65 

Colgate-Palmolive  CL 

2513.5 

7 

338.5 

4 

13.5 

13.8 

37.2 

152.4 

23 

-23 

13 

30874 

2.49 

Energizer  Holdinp  ENR  (3» 

5925 

64 

53.4 

62 

9.0 

9.1 

12.5 

26.0 

17 

4 

6 

3456 

255 

Kimberly-Clark  KMB 

37991 

10 

459.3 

15 

12.1 

11.5 

165 

25.1 

19 

9 

8 

32334 

3.47 

Procter  &  Gamble  PG  <6> 

13029.0 

22 

1528.0 

20 

1L7 

11.9 

19.0 

32.4 

24 

5 

6 

136956 

4.33 

Rayovac  ROV  <3> 

278.0 

37 

4.3 

NM 

L5 

0.1 

35 

17.2 

22 

57 

-5 

880 

123 

(B)  PERSONAL  PRODUCTS 

INDUSTRY  COMPOSITE 

6954.1 

18 

720.5 

39 

10.4 

8.8 

25.1 

44.2 

28 

0 

8 

79048 

165 

Alberto-Culver  ACV<3> 

819.3 

16 

40.6 

7 

5.0 

5.4 

8.8 

10.8 

33 

15 

14 

4045 

144 

Avon  Products  AVP 

1774.6 

20 

148.1 

50 

8.3 

6.7 

55.1 

170.2 

27 

NA 

22 

18836 

258 

Estee  Lauder  EL  (o 

1421.6 

15 

100.1 

18 

7.0 

6.9 

14.4 

21.4 

30 

16 

2 

10452 

151 

Gillette  G 

2235.0 

13 

376.0 

43 

16.8 

13.3 

30.5 

64.6 

28 

-11 

5 

41488 

146 

NBTYNTY'3" 

439.6 

58 

4L3 

110 

9.4 

7.1 

116 

18.1 

24 

19 

24 

2539 

160 

Nu  Skin  Enterprises  NUS 

264.0 

20 

14.5 

13 

5.5 

5.8 

155 

22.8 

26 

4 

-7 

1688 

051 

ENERGY 

SECTOR  COMPOSITE 

177667.0 

10 

12992.6 

3 

7.3 

7.8 

12.8 

17.8 

15 

18 

16 

631124 

326 

INDUSTRY  GROUP  COMPOSITE 

177667.0 

10 

12992.6 

3 

75 

7.3 

12.8 

17.8 

15 

18 

16 

631124 

326 

(A)  ENERGY  EQUIPMENT  A  SERVICES 

INDUSTRY  COMPOSITE 

14924.2 

34 

610.9 

24 

4.1 

4.4 

4.1 

6.9 

49 

6 

6 

100404 

0.83 

Baker  Hughes  BHl 

13983 

17 

95.3 

90 

6.8 

4.2 

5.1 

6.7 

53 

2 

38 

12052 

0.68 

BJ  Services  BJS<3> 

647.1 

21 

73.3 

64 

113 

8.4 

ao 

14.1 

29 

14 

11 

7068 

151 

Cooper  Cameron  CAM 

462.5" 

28 

17.3 

106 

3.7 

2.3 

45 

5.8 

41 

9 

-6 

2591 

117 

FMC  Technologies  FTI 

562.7 

13 

13.4 

70 

2.4 

1.6 

12.5 

17.5 

23 

-16 

NA 

1812 

119 

Halliburton  HAL 

5519.0 

80 

76.0 

29 

14 

1.9 

55 

14.4 

37 

-7 

10 

13284 

051 

Maverick  Tube  MVK 

311.3 

42 

30.3 

NM 

9.7 

0.1 

ao 

12.7 

18 

40 

-18 

977 

127 

Nabors  Industries  NBR 

593.0 

32 

71.7 

49 

12.1 

10.7 

4.8 

8.3 

32 

20 

15 

6523 

140 

National-Oilwell  NOI 

496.2 

-1 

11.0 

-37 

2.2 

3.5 

4.0 

6.2 

34 

25 

36 

2372 

0.81 

Noble  NE 

245.4 

0 

28.3 

-28 

115 

16.1 

5.6 

6.9 

31 

11 

9 

4841 

117 

Schlumberger  SLB 

3018.3 

14 

126.8 

-15 

4.2 

5.6 

3.6 

7.9 

76 

-7 

-9 

34501 

0.77 

Smith  International  Sll 

1017.8 

26 

445 

107 

4.4 

2.7 

6.4 

11.2 

38 

14 

27 

5569 

147 

Transocean  RIG 

652.0 

6 

22.7 

-52 

3.5 

7.7 

-0.1 

-0.1 

NM 

30 

-49 

8814 

-0.02 

(B)  OIL  A  CAS 

INDUSTRY  COMPOSITE 

162742.8 

8 
6 
18 

1238L7 
281.0 
349.1 

-ao 

2 

48 

12 

NM 

7.6 

6.3 

30.3 

NM 

8.1 

4.5 

32.0 

NM 

145 
55 

12.7 
4.2 

19.3 
10.2 
17.5 
6.9 

13 
12 

12 
21 

20 

15 

29 

1 

23 
-3 
30 

-14 

530720 

6326 

13552 

3312 

351 

Amerada  Hess  AMC 

4488.0 

5.81 

Apache  APA 

11525 

3.45 

Ashland  ASH  |3>  t 

1821.0 

10 

2.32 

Burlington  Resources  BR 

1308.0 

16 

354.0 

8 

27.1 

29.1 

13.7 

23.3 

10 

10 

54 

13090 

6.44 

Chesapeake  Energy  CHK 

563.1 

31131.0 

50 
8 

112.6 
2528.0 

58 
22 

20.0 
8.1 

18.9 
7.2 

8.6 
16.5 

27.5 
21.6 

11 
12 

57 
19 

13 
7 

3316 
96598 

127 

ChevronTexaco  CVX 

752 

ConocoPhillips  COP 

25978.0 

9 

1603.0 

27 

6.2 

5.3 

9.6 

14.3 

10 

62 

27 

48710 

7J6 

Exxon  Mobil  XOM 

61186.0 

6 

5440.0 

-16 

85 

11.2 

20.3 

21.7 

14 

12 

17 

278212 

3.01 

Kerr-McGee  KMG 

1116.3 

2 

152.2 

46 

13.6 

9.5 

5.3 

11.4 

17 

16 

-1 

4972 

2.88 

Marathon  Oil  MRO 

9600.0 

6 

258.0 

-9 

2.7 

3.2 

75 

15.9 

10 

NA 

19 

10272 

317 
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AMERICAN  EXPRESS  FINANCIAL  ADVISORS 


You  have  insurance 
on  your  house  and  car. 

We  can  help  cover 
the  things  that 
mean  most. 


Call  1-877-MY-ECONOMY  to  arrange  your  free  Family  and  Financial 
Security  Review  with  an  American  Express  financial  advisor. 

When  people  take  a  look  at  their  financial  picture,  they  often  don't  see  life 
insurance  as  part  of  their  plan.  Yet  it's  one  of  the  most  important  financial 
decisions  they'll  ever  make.  Your  American  Express  financial  advisor  starts 
with  your  overall  financial  plan,  then  integrates  life  insurance  into  the  big 
picture.  This  makes  it  easier  to  keep  your  coverage  current  as  your  assets 
change  and  as  your  life  changes.  Depending  on  your  goals,  we  offer  a  range 
of  quality  life  insurance  products  that  gives  you  maximum  flexibility  in 
protecting  your  family.  Give  us  a  call  and  set  up  a  free  Family  and  Financial 
Security  Review.  Together  we'll  review  your  complete  financial  situation  and 
arrive  at  a  plan  to  help  ensure  your  family's  security  today  and  tomorrow. 
You  can  also  visit  us  at  americanexpress.com/myeconomy 

Managing  the  economy  that  means  most:  yours. 


AjvtERlG»N|  Make  life  rewarding. 
Texpress 


inancial 
Advisor: 


FINANCIAL  PLANNING    ■    INVESTMENTS     -    INSURANCE         RETIREMENT 


CORPORATE  SCOREBOARD 


COMPANY* 

SALES 

QUARTER 
2004 

2003 
% 

PROFITS 

1ST 

QUARTER 

2004 

SMIL 

CHANGE 

FROM 

2003 

% 

MARGINS 

2004 

1ST 

QUARTER 

2003 

% 

RETURN 

ON 

INVESTED 

CAPITAL 
% 

ON 

COMMON 

EQUITY 

% 

P-E 
4-29 

5-YEAR  GROWTH 

EARNINGS 
COMMON          PER 
EQUITY          SHARE 

%                 % 

•  '  VALUE 

SHARES 

OUTSTANDING 

4-29 

SMIL 

12 
MONTH'S 
EARNINGS 

SHARE 

Occidental  Petroleum  OXY 

2580.0 

9 

487.0 

24 

18.9 

16.6 

13.8 

21.3 

11 

21 

31 

18214 

4.31 

Pogo  Producing  PPP 

307.9 

-2 

716 

-23 

23.3 

29.6 

14.1 

18.9 

11 

48 

51 

3137 

4.28 

Premcor  PCO 

2551.7 

30 

50.0 

20 

2.0 

2.1 

5.1 

11.5 

20 

100 

NA 

2546 

174 

Sunoco  SUN 

4734.0 

14 

89.0 

3 

19 

2.1 

9.4 

19.5 

16 

0 

17 

4779 

4.08 

Unocal  UCL  t 

1837.0 

3 

269.0 

24 

14.6 

12.2  s 

10.6 

17.9 

13 

13 

37 

9384 

2.88 

Valero  Energy  VLO 

11081.5 

14 

248.1 

46 

2.2 

1.8 

63 

12.5 

12 

46 

52 

7657 

5.41 

World  Fuel  Services  INT 

911.8 

39 

6.0 

13 

0.7 

0.8 

15.0 

14.3 

22 

8 

7 

468 

2.00 

XTO  Energy  XTO 

394.8 

56 

94.1 

46 

23.8 

25.4 

11.6 

20.4 

19 

57 

42 

6175 

135 

FINANCIALS 
SECTOR  COMPOSITE 

249228.4 

12 

40704.1 

30 

16.3 

14.0 

7.2 

16.0 

14 

14 

7 

1962163 

3.16 

INDUSTRY  GROUP  COMPOSITE 
(A)  COMMERCIAL  BANKS 

INDUSTRY  COMPOSITE 

71036.4 
58598.5 

6 

5 

15170.7 
12610.3 

14 

15 

21.4 
21.5 

19.8 
19.7 

8.1 
7.7 

17.4 
17.1 

13 
13 

12 

10 

11 
9 

726587 
621159 

3.47 
3.34 

AmSouth  Bancorporation  ASO 

745.1" 

2 

160.1 

3 

21.5 

21.3 

11.1 

18.7 

12 

13 

11 

7806 

179 

Bank  of  America  BAC 

12784.0" 

9 

2681.0 

11 

21.0 

20.7 

8.5 

22.7 

11 

2 

16 

116579 

7.38 

Bank  One  ONE 

5658.0 

10 

1232.0 

52 

21.8 

15.8 

5.8 

14.4 

16 

3 

0 

55733 

3.14 

Banknorth  Group  BNK 

380.9 

-2 

90.3 

11 

23.7 

21.0 

NA 

14.3 

14 

29 

14 

5032 

2.17 

BB&TBBT 

1558.6 

4 

328.5 

0 

21.1 

21.9 

51 

10.2 

17 

30 

7 

18825 

2.03 

Charter  One  Financial  CF 

659.5 

-7 

50.3 

-66 

7.6 

20.8 

NA 

16.4 

14 

11 

17 

7454 

2.32 

Colonial  BancGroup  CNB 

231.5 

3 

39J 

10 

16.9 

15.8 

NA 

12.5 

14 

14 

14 

2171 

122 

Comerica  CMA 

763.0 

-12 

162.0 

-8 

21.2 

20.3 

6.7 

12.7 

14 

14 

-2 

8970 

3.67 

Commerce  Bancorp  CBM 

358.3" 

27 

62.0 

44 

17.3 

15.2 

NA 

14.7 

21 

34 

23 

4426 

2.76 

Commerce  Bancshares  CBSM 

234.8" 

2 

51.3 

9 

213 

20.5 

14.2 

14.2 

15 

7 

9 

3014 

3.04 

Fifth  Third  Bancorp  FITB 

1616.5 

2 

430.3 

11 

26.6 

24.5 

16.0 

20.3 

18 

24 

21 

30333 

3.05 

First  Horizon  National  FMN 

624.1 

-11 

119.3 

0 

19.1 

17.1 

15.7 

24.7 

12 

11 

17 

5468 

3.63 

Hibernia  HIB 

307.9 

2 

66.0 

17 

2L4 

18.5 

15.1 

15.1 

13 

8 

10 

3382 

171 

Huntington  Bancshares  HBAN 

553.6 

-7 

104.2 

14 

18.8 

15.5 

6.0 

17.5 

13 

1 

2 

4924 

172 

KeyCorp  KEY 

1370.0 

-3 

250.0 

15 

18.2 

15.3 

4.2 

13.4 

13 

2 

-6 

12237 

2.20 

M&T  Bank  MTB 

774.3 

36 

159.5 

37 

20.6 

20.5 

5.2 

10.8 

17 

26 

14 

10052 

5.03 

National  City  NCC 

2461.6 

-6 

710.4 

10 

28.9 

24.5 

7.7 

22.2 

10 

8 

13 

20919 

3.54 

National  Commerce  Financial  NCF 

380.5 

3 

90.2 

41 

23.7 

17.4 

10.2 

11.2 

17 

51 

16 

5412 

152 

North  Fork  Bancorporation  NFB 

309.4" 

-7 

102.5 

-1 

33.1 

31.3 

173 

25.0 

14 

18 

18 

5662 

2.61 

PNC  Financial  Services  Group  PNC 

1577.0 

6 

328.0 

25 

20.8 

17.6 

8.0 

15.1 

14 

2 

-3 

14791 

3.88 

Popular  BPOP 

664.0 

3 

118.5 

20 

17.8 

15.3 

5.7 

18.6 

11 

11 

15 

5502 

3.60 

Regions  Financial  RF 

901.2 

-2 

168.5 

6 

18.7 

17.3 

6.8 

14.9 

12 

9 

8 

7671 

234 

SouthTrust  SOTR 

731.4 

-6 

183.0 

7 

25.0 

22.0 

12.4 

15.9 

15 

12 

13 

10271 

2.13 

SunTrust  Banks  STI 

1769.0 

0 

358.5 

9 

20.3 

18.6 

5.1 

13.5 

14 

4 

9 

19199 

4.82 

Synovus  Financial  SNV 

646.8 

11 

104.2 

16 

16.1 

15.4 

9.7 

17.1 

18 

17 

13 

7246 

133 

TCF  Financial  TCB 

264.4" 

-7 

60.7 

1 

22.9 

21.2 

NA 

22.4 

16 

3 

13 

3494 

3.10 

U.S.  Bancorp  USB 

3576.4 

-3 

1008.4 

14 

28.2 

23.9 

83 

19.7 

13 

43 

22 

48652 

138 

Union  Planters  UPC 

530.3" 

-9 

73.1 

-45 

13.8 

22.9 

8.3 

14.1 

12 

2 

16 

5269 

2.23 

UnionBanCal  UB 

655.8 

4 

157.5 

16 

24.0 

21.4 

12.4 

15.2 

13 

NA 

8 

7760 

4.05 

Wachovia  WB 

6756.0" 

17 

1251.0 

22 

18.5 

17.7 

53 

13.4 

14 

18 

6 

59867 

3.37 

Wells  Fargo  WFC 

7955.0 

5 

1767.0 

18 

22.2 

19.7 

7.5 

18.5 

15 

11 

21 

95755 

3.80 

Westcorp  WES 

342.3" 

2 

43.4 

84 

12.7 

7.0 

NA 

12.4 

14 

25 

6 

2264 

3.07 

Zions  Bancorporation  ZION 

457.4 

2 

99.7 

14 

21.8 

19.4 

8.4 

13.4 

14 

13 

18 

5019 

3.88 

(B)  THRIFTS  A  M0HT6AGE  FINANCE 

INDUSTRY  COMPOSITE 

12437.9 

11 

2560.4 

12 

20.6 

20.4 

10.1 

18.8 

10 

19 

22 

105428 

4.23 

Astoria  Financial  AF 

283.2 

-8 

53.4 

-5 

183 

18.3 

NA 

13.2 

14 

2 

30 

2548 

231 

Countrywide  Financial  CFC 

4154.2 

44 

691.0 

112 

16.6 

11.3 

5.7 

31.2 

6 

25 

34 

16527 

9.27 

Doral  Financial  DRL 

240.9" 

20 

103.6 

48 

43.0 

34.8 

8.5 

28.8 

11 

31 

38 

3516 

238 

Fremont  General  FMT 

300.4 

50 

82.7 

99 

27.5 

20.8 

18.4 

33.7 

6 

-9 

3 

1642 

3.49 

Golden  West  Financial  GDW 

999.6 

6 

299.7 

15 

30.0 

27.5 

16.5 

18.4 

14 

14 

25 

16006 

7.40 

GreenPoint  Financial  GPT 

430.3 

-4 

112.5 

-11 

26.1 

28.4 

NA 

23.4 

10 

-1 

28 

5065 

3.74 

MGIC  Investment  MTG  t 

415.4" 

2 

130.1 

-8 

31.3 

34.5 

10.6 

12.2 

15 

20 

9 

7249 

4.88 

New  Century  Financial  NCEN  t 

361.0 

99 

87.2 

91 

24.2 

25.3 

5.3 

46.5 

6 

36 

37 

1459 

7.39 

New  York  Community  Bancorp  NYB 

333.3 

73 

130.0 

93 

39.0 

34.9 

NA 

11.4 

14 

91 

41 

6710 

176 

Radian  Group  RDN  t 

334.0 

11 

120.0 

15 

35.9 

34.7 

10.2 

12.0 

11 

43 

20 

4437 

4.23 

Sovereign  Bancorp  SOv 
Washington  Mutual  WM 

627.6 

1 

102.2 

35 

16.3 

12.2 

NA 

10.9 

14 

20 

8 

6119 

145 

3958.0 

-12 

648.0 

-34 

16.4 

21.6 

11.5 

16.9 

10 

20 

21 

34150 

3.80 

INDUSTRY  GROUP  COMPOSITE 
(A)  CAPITAL  MARKETS 

INDUSTRY  COMPOSITE 

97383J0 

54894.5 

14 
17 

16     1.9 
8406.7 

44 

63 

16.8 
15.3 

13.3 
11.0 

6.2 
5.5 

17.6 
15.8 

14 

13 

19 
18 

5 

-3 

783130 
381711 

239 
232 

Ameritrade  Holding  AMTD  (3> 

249.4 

64 

364 
361 

742 

32.5 

6.3 

215 

20.8 

21 

70 

NA 

5313 

0.60 

Bank  of  New  York  BK 

1671.0 

18 

23 

21.8 

20.8 

8.4 

14.0 

18 

9 

-6 

22832 

1.60 

Bear  Stearns  BSC " 

2081.4 

13 

32 

17.3 

14.9 

3.7 

16.6 

9 

13 

IS 

8466 

9.11 
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COMPANY  SYMBOL 


SALES 

PROFITS 

MARGINS 

RETURN 

5-YEAR  GROWTH 

MKT.  VALUE 

12 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTH'S 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON          PER 

OUTSTANDING 

EARNINGS 

2004 

2003 

2004 

2003 

2004 

2003 

CAPITAL 

EQUITY 

PE 

EQUITY          SHARE 

4-29 

PER 

SMIL 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

4-29 

%                 % 

SMIL 

SHARE 

E'Trade  Financial  ET 

542.0 

18 

88.5 

312 

16.3 

4.7 

2.9 

13.7 

17 

20 

NA 

4261 

0.70 

Edwards  (A.G.)  AGE  <"» 

689.7 

34 

54.4 

157 

73 

4.1 

9.2 

9.2 

18 

2 

-18 

2919 

137 

Franklin  Resources  BEN  <3> 

874.6" 

43 

172.8 

58 

19.8 

17.9 

10.8 

13.0 

22 

15 

-1 

13809 

2.48 

Goldman  Sachs  Group  GS  <» 

7905.0 

30 

1293.0 

95 

16.4 

10.9 

33 

16.4 

14 

18 

-2 

47432 

7.07 

Janus  Capital  Group  JNS 

274.4 

19 

-19.3 

NM 

NM 

17.0 

26.1 

33.5 

4 

33 

1 

3700 

3.89 

Jefferies  Group  JEF 

303.1 

64 

3L9 

125 

10.5 

7.7 

7.6 

12.1 

21 

19 

2 

1987 

1.68 

JPMorgan  Chase  JPM 

11625.0 

1 

1930.0 

38 

16.6 

12.2 

7.6 

15.3 

11 

16 

-15 

78376 

3.48 

Knight  Trading  Group  NITE 

239.8" 

90 

31.8 

NM 

13.3 

NM 

10.3 

9.8 

17 

27 

-22 

1366 

0.68 

Lehman  Brothers  Holdings  LEH  <» 

5125.0 

25 

670.0 

123 

13.1 

7.3 

3.9 

16.0 

10 

19 

11 

20765 

7.40 

Mellon  Financial  MEL 

1265.0 

15 

244.0 

47 

19.3 

15.1 

8.6 

19.5 

17 

-5 

-5 

12697 

1.76 

Merrill  Lynch  MER 

7987.0 

15 

1252.0 

95 

15.7 

9.3 

4.7 

16.6 

12 

22 

6 

52004 

4.54 

Morgan  Stanley  MWDw 

9992.0 

18 

1226.0 

35 

12.3 

10.7 

4.3 

15.8 

14 

12 

-2 

57473 

3.73 

Northern  Trust  NTRS 

680.9 

8 

127.2 

32 

18.7 

15.3 

10.3 

14.6 

21 

11 

4 

9320 

2.02 

Price  (T.  Rowe)  Group  TROW 

307.6" 

41 

77.3 

99 

25.1 

17.8 

20.0 

18.7 

25 

16 

0 

6533 

2.04 

Raymond  James  Financial  RJF  o 

491.4 

40 

43.1 

183 

8.8 

4.3 

10.7 

12.4 

15 

13 

-3 

1845 

1.68 

Schwab  (Charles)  SCH 

1190.0 

32 

16L0 

118 

13.5 

8.2 

10.9 

12.5 

26 

23 

-18 

14214 

0.41 

State  Street  STT 

1400.0" 

15 

217.0 

126 

15.5 

7.9 

10.3 

14.2 

20 

20 

12 

16399 

2.49 

(B)  CONSUMER  FINANCE 

INDUSTRY  COMPOSITE 

American  Express  AXP 

AmeriCreditACF<« 

Capital  One  Financial  COF 

MBNAKRB 

Providian  Financial  PVN 

SLM  SLM 

WFS  Financial  WFSl 

(C)  DIVERSIFIED  FINANCIAL  SERVICES 

INDUSTRY  COMPOSITE 
CIT  Group  CIT 
Citigroup  C 

GATXGMTt 
Moody's  MCO 


12    INSURANCE 


147563 
6910.0 

313.3 
2607.9 
2975.6 

645.1 
1031.9 

273.2 

27731.6 
1134.0 

25976.0 
290.4 
33L2 


7 

15 
6 
8 
9 
-16 
-17 
-2 

11 
-3 

12 
0 
19 


2359.4 
865.0 

63.8 
450.8 
519.7 
10L7 
29L5 

663 

5588.7 
189.3 

5273.0 
223 
103.5 


24 
25 
238 
46 
20 
NM 
-30 
172 

29 

49 

29 

NM 

13 


16.0 
12.5 
20.4 
17.3 
17.5 
15.8 
28.2 
24.5 

20.2 
16.7 
20.3 
73 
31.3 


13.8 
11.5 
6.4 

12.8 

15.8 
0.6 

33.6 


17.3 

10.8 
17.7 
0.6 

33.0 


6.3 
9.8 
1.8 
7.7 
114 
NA 
2.3 
2.5 

7.5 
2.4 
8.0 
2.4 
139.5 


20.9 
19.8 
6.3 
18.9 
21.7 
12.0 
49.2 
23.0 

19.4 
11.5 
19.6 
10.9 
NM 


16 
20 
21 
12 
13 
12 
14 
9 

13 
12 
13 
12 
26 


21 
10 
48 
40 
34 
21 
32 
40 

21 
NA 
20 
3 
NA 


12 
4 

-11 
30 
21 

-19 
22 
14 


135096 
62967 

2597 
15844 
31301 

3482 
17074 

1831 


18  266323 

NA  7233 

18  248410 

-23  1165 

25  9515 


2.31 
2.44 
0.80 
5.41 
1.87 
1.00 
2.77 
4.99 

3.58 
2.94 
3.65 
1.97 
2.46 


INDUSTRY  GROUP  COMPOSITE 

ACE  ACE 

78143.7 
2878.0 

15 
29 

8865.3 
447.0 

38 
81 

11.3 
15.5 

9.4 
11.1 

8.7 
14.8 

12.3 

17.8 

16 
8 

11 
17 

3 
-12 

423528 
12517 

3.30 
5.60 

AFLAC  AFL 

3280.0 

17 

315.0 

33 

9.6 

8.4 

103 

13.1 

25 

14 

12 

21359 

1.68 

Allstate  ALL 

8311.0 

6 

1124.0 

68 

13.5 

8.5 

12.1 

14.7 

10 

3 

-6 

32317 

4.49 

Ambac  Financial  Group  ABK 

337.0" 

16 

171.8 

24 

51.0 

47.6 

13.1 

14.6 

11 

17 

17 

7494 

6.02 

American  Financial  Group  AFG 

833.2 

-5 

74.4 

200 

83 

2.8 

11.2 

16.3 

6 

5 

9 

2223 

5.09 

American  International  Group  AIG 

21704.3" 

27 

2837.0 

45 

13.1 

11.4 

8.2 

14.2 

19 

22 

8 

187286 

3.87 

American  National  Insurance  ANAT 

725.4 

17 

64.7 

61 

83 

6.5 

6.8 

6.9 

12 

1 

-39 

2472 

7.81 

Berkley  (W.R.)  BER 

1078.7 

36 

116.2 

62 

10.8 

9.1 

14.8 

21.1 

9 

19 

42 

3379 

4.36 

Chubb CB 

3130.6 

7 

360.7 

61 

1L5 

7.7 

8.3 

11.1 

14 

7 

-13 

13188 

5.08 

Cincinnati  Financial  CINF 

870.0 

23 

146.0 

156 

16.8 

8.1 

7.0 

7.5 

15 

2 

8 

6881 

2.72 

CNA  Financial  CNA 

2265.0 

-20 

-125.0 

NM 

NM 

2.9 

-15.3 

-23.0 

NM 

-3 

NA 

6177 

-7.57 

Commerce  Group  CGI 

450.9 

25 

51.0 

295 

in 

3.6 

16.4 

20.3 

8 

6 

0 

1503 

6.14 

Delphi  Financial  Group  DFG 

258.5** 

18 

30.6 

36 

11.8 

10.3 

9.3 

12.5 

12 

8 

2 

1258 

3.32 

Erie  Indemnity  ERIE 

265.9 

7 

49.6 

8 

18.6 

18.5 

17.5 

16.9 

16 

12 

8 

3305 

2.86 

Everest  Re  Group  RE 

1118.8 

36 

126.1 

34 

1L3 

11.5 

10.5 

13.6 

10 

17 

15 

4723 

8.13 

Fidelity  National  Financial  FNF 

1836.8 

28 

150.2 

5 

8.2 

10.0 

19.3 

22.4 

7 

61 

28 

5994 

5.47 

First  American  FAF 

1473.8** 

11 

55.0 

-37 

3.7 

6.6 

15.0 

21.0 

6 

20 

18 

2145 

4.78 

Gallagher  (Arthur  J.)  AJG 

341.5 

34 

38.9 

227 

11.4 

4.7 

23.4 

26.7 

17 

26 

16 

2912 

1.85 

Great  American  Financial  Resources  GFR 

236.2 

4 

19.2 

131 

8.1 

3.7 

5.2 

6.4 

12 

9 

-15 

748 

1.33 

Jefferson-Pilot  JP 

984.8 

13 

141.2 

30 

14.3 

12.6 

12.7 

13.8 

14 

6 

4 

6980 

3.67 

John  Hancock  Financial  Services  JMF 

2655.0" 

17 

217.5 

-14 

8.2 

11.2 

9.5 

10.3 

NA 

12 

20 

3.23 

Loews  LTR 

3491.2** 

-12 

43.6 

-77 

U 

4.8 

-4.5 

-7.4 

NM 

2 

NA 

10830 

-5.04 

Marsh  &  McLennan  MMC 

3210.0 

13 

446.0 

1 

13.9 

15.5 

18.5 

28.3 

16 

8 

14 

23769 

2.83 

Old  Republic  International  ORl 

822.4 

11 

106.4 

2 

123 

14.1 

12.6 

13.0 

9 

10 

13 

4253 

2.51 

PartnerRe  PRE 

1007.0 

11 

145.6 

17 

14.5 

13.7 

14.3 

16.7 

7 

4 

18 

3087 

8.51 

Progressive  PGR 

3277.0" 

21 

460.0 

58 

14.0 

10.7 

22.6 

25.7 

14 

14 

32 

18973 

6.46 

Reinsurance  Group  of  America  RGA 

975.0 

49 

63.0 

90 

6.5 

5.1 

8.3 

10.7 

10 

20 

12 

2434 

3.76 

Safeco  SAFC 

1498.3 

16 

185.6 

133 

12.4 

6.1 

6.2 

7.9 

14 

-2 

4 

6009 

3.12 

Selective  Insurance  Group  SIGI 

375.1 

17 

27.5 

242 

7.3 

2.5 

8.9 

11.4 

12 

4 

3 

1011 

2.99 

St.  Paul  Travelers  STA 

4127.5 

15 

587.2 

73 

14.2 

9.4 

11.5 

17.9 

16 

5 

-29 

9561 

2,69 

StanCorp  Financial  Group  SFG 

524.5 

3 

43.6 

35 

8.3 

6.3 

10.6 

12.0 

11 

10 

19 

1787 

5.71 

State  Auto  Financial  STFC 

273.1 

8 

32.4 

54 

113 

8.3 

10.7 

13.8 

15 

10 

5 

1115 

1.85 

Stewart  Information  Services  STC 

4643" 

5 

11.1 

-44 

2.4 

4.5 

17.6 

18.1 

6 

20 

37 

660 

6.38 

TorchmarkTMK 

762.1 

5 

119.5 

19 

15.7 

13.9 

11.4 

13.2 

13 

9 

16 

5736 

332 
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%                 %                 SMIL  SHARE 


Transatlantic  Holdings  TRH 

972.4 

28 

89.7 

43 

9.2 

8.3 

13.9 

13.6 

14 

8 

-5 

4728 

6.26 

21st  Century  Insurance  Group  TW 

339.0 

18 

19.8 

NM 

5.8 

NM 

9.4 

11.1 

15 

-3 

-13 

1169 

034 

Unitrin  UTR 

745.3 

7 

48.0 

258 

6.4 

1.9 

6.8 

8.7 

17 

1 

-15 

2698 

2.32 

Zenith  National  Insurance  ZNT 

Rl 

243.4 

30 

251 

115 

10.3 

6.3 

133 

20.7 

12 

0 

-17 

847 

3.80 

INDUSTRY  GROUP  COMPOSITE 
Equity  Residential  EQR 

2665.3 
457.4" 

28 
4 

313.2 
47.4 

168 
-9 

11.8 
10.4 

5.6 
11.7 

1.9 
0.8 

5.9 
2.0 

38 
66 

13 
2 

0 
-15 

28918 
7770 

0.63 
0.42 

Forest  City  Enterprises  FCE.A  <">  t 

268.6" 

12 

-53 

NM 

NM 

5.4 

0.8 

5.2 

68 

20 

-1 

2598 

0.77 

Friedman,  Billings,  Ramsey  Group  FBR 

253.4 

411 

89.6 

NM 

35.4 

11.6 

17.7 

16.9 

11 

38 

NA 

3292 

L87 

General  Growth  Properties  GGP  t 

3793 

28 

59.1 

22 

15.6 

16.3 

2.9 

15.9 

22 

20 

16 

6008 

1.25 

Host  Marriott  MMT 

809.0 

4 

-32.0 

NM 

NM 

NM 

-3.1 

.-14.6 

NM 

4 

NA 

3859 

-0.86 

Plum  Creek  Timber  PCL 

497.0 

82 

155.0 

370 

31.2 

12.1 

7.6 

14.2 

17 

53 

0 

5391 

L70 

HEALTH  CARE 

SECTOR  COMPOSITE 

185005.5 

15 

16701.8 

9 

9.0 

9.5 

12.3 

16.0 

29 

18 

11 

1507719 

1.54 

INDUSTRY  GROUP  COMPOSITE 

(A)  HEALTH  CARE  EQUIPMENT  «  SUPPLIES 

INDUSTRY  COMPOSITE 

128682.2 
13357.6 

14 
18 

5965.6 
1794.1 

12 

4.6 
13.4 

14.2 

12.7 
14.5 

17.2 
18.3 

23 
35 

15 
19 

27 
24 

481540 
236313 

2J5 
1.44 

Applied  Biosystems  Group  AB1 <6> 

439.6 

7 

46.0 

15 

10.5 

9.8 

16.6 

16.6 

17 

NA 

20 

3838 

1.09 

Bard  (C.R.)  BCR 

393.8 

17 

71.9 

53 

18.3 

14.0 

16.2 

18.5 

29 

14 

-2 

5513 

3.66 

Bausch  &  Lomb  BOL 

510.3 

14 

23.5 

42 

4.6 

3.7 

7.1 

10.9 

26 

3 

21 

3367 

2.48 

Baxter  International  BAX 

2209.0 

11 

189.0 

-13 

8.6 

10.9 

115 

25.3 

21 

2 

18 

19305 

L48 

Becton,  Dickinson  BDX<3> 

1270.5 

12 

165.2 

16 

13.0 

12.5 

13.8 

19.3 

23 

13 

18 

12668 

220 

BiometBMET<" 

410.2 

16 

86.6 

19 

21.1 

20.5 

22.0 

23.0 

32 

14 

19 

10123 

L25 

Boston  Scientific  BSX 

1082.0 

34 

194.0 

100 

173 

12.0 

143 

17.7 

61 

23 

5 

33695 

0.67 

Dentsply  International  XRAY 

415.4 

12 

45.8 

22 

11.0 

10.1 

9.3 

14.6 

22 

22 

32 

3912 

2.20 

Edwards  Lifesciences  EW 

235.0 

11 

-62.1 

NM 

NM 

6.8 

0.3 

0.4 

NM 

13 

NA 

2088 

0.01 

Guidant  GDT 

934.1 

9 

153.0 

-2 

16.4 

18.2 

12.3 

14.1 

48 

38 

9 

19573 

L32 

Invacare  IVC 

321.3 

16 

14.2 

16 

4.4 

4.4 

8.4 

11.4 

17 

16 

8 

1246 

2.30 

Medtronic  MDT<8> 

2193.8 

15 

463.9 

8 

21.1 

22.4 

21.6 

21.6 

33 

28 

22 

60903 

1.53 

St.  Jude  Medical  STJ 

548.6 

24 

95.7 

20 

17.4 

18.1 

17.3 

19.9 

40 

18 

41 

13218 

132 

SterisSTE'9' 

296.1 

8 

30.3 

13 

10.2 

9.8 

12.6 

13.8 

17 

8 

33 

1547 

1.33 

StrykerSYK 

1035.1 

22 

1353 

31 

13.1 

12.3 

212 

21.2 

42 

27 

71 

19740 

2.38 

Varian  Medical  Systems  VAR  <3> 

320.6 

20 

43.7 

28 

13.6 

12.8 

23.3 

23.8 

42 

10 

31 

5955 

2.08 

Zimmer  Holdings  ZMH 

742.2 

90 

97.6 

22 

132 

20.6 

1A 

9.3 

57 

NA 

20 

19622 

L43 

<.B>  HEALTH  CARE  PROVIDERS  *  SERVICES 

INDUSTRY  COMPOSITE 

115324.7 

13 

417L5 

22 

3.6 

3.4 

113 

16.8 

18 

14 

29 

245227 

2.81 

Aetna  AET 

4821.3** 

8 

325.8 

-1 

6.8 

7.4 

9.7 

•11.7 

14 

-7 

-4 

12769 

5.81 

AmerisourceBergen  ABC  <*> 

13363.6 

10 

142.2 

22 

1.1 

1.0 

8.3 

11.3 

14 

144 

31 

6403 

420 

Anthem  ATH 

4574.1 

12 

295.6 

54 

6.5 

4.7 

11.5 

13.8 

15 

NA 

37 

12550 

6.18 

Apria  Healthcare  Group  AHG 

3503 

5 

27.8 

0 

73 

8.3 

133 

32.9 

13 

50 

-5 

1469 

220 

Cardinal  Health  CAM  «6> 

16392.3 

14 

428.9 

11 

2.6 

2.7 

15.0 

19.7 

21 

33 

27 

30814 

3.40 

Cigna  CI 

4722.0 

-4 

217.0 

15 

4.6 

3.8 

10.8 

14.4 

14 

-12 

-1 

9113 

4.61 

Community  Health  Systems  CYH 

822.4 

25 

40.7 

21 

5.0 

5.1 

43 

10.0 

19 

49 

110 

2516 

L35 

Covance  CVD 

251.5 

3 

22.2 

24 

8.8 

7.4 

14.3 

13.8 

27 

20 

12 

2141 

127 

Coventry  Health  Care  CVH 

1288.0 

21 

74.3 

50 

5.8 

4.6 

25.0 

29.7 

14 

15 

55 

3817 

3.02 

D&K  Healthcare  Resources  DKHR  <6> 

8333 

33 

5.4 

28 

0.6 

0.7 

1.8 

6.4 

15 

61 

16 

161 

0.78 

Express  Scripts  ESRX 

3627.8 

13 

70.0 

17 

13 

1.9 

15.8 

20.4 

24 

30 

28 

6077 

3.30 

HCAHCA 

5937.0 

13 

345.0 

-26 

5.8 

8.9 

8.1 

19.5 

17 

-2 

27 

19781 

2.40 

Health  Management  Associates  MMA  <3> 

8333 

29 

90.5 

16 

103 

12.1 

112 

16.8 

19 

16 

17 

5640 

124 

Humana  HUM 

32863** 

12 

67.8 

117 

2.1 

1.1 

10.7 

13.9 

10 

4 

13 

2699 

1.63 

IMS  Health  RX 

36L6 

15 

8L1 

NM 

22.4 

NM 

6L7 

144.3 

22 

-23 

2 

6097 

L14 

Kindred  Healthcare  KIND 

871.3 

9 

16.3 

548 

13 

0.3 

83 

10.7 

16 

NA 

NA 

868 

234 

Laboratory  Corp.  of  America  Holdings  LH 

752.5 

6 

87.3 

18 

116 

10.4 

14.8 

17.3 

17 

74 

47 

5729 

2.33 

LifePoint  Hospitals  LPNT 

256.6 

16 

233 

35 

9.3 

8.0 

11.2 

17.6 

19 

50 

50 

1361 

132 

Lincare  Holdings  LNCR 

306.9 

16 

623 

19 

20.5 

20.0 

20.7 

26.4 

14 

14 

25 

3344 

2.35 

Manor  Care  HCR 

797.3 

9 

4L1 

32 

5.2 

4.3 

7.9 

13.0 

23 

-3 

56 

2925 

L44 

McKesson  MCK<« 

17939.9 

21 

214.2 

18 

12 

1.2 

10.0 

13.0 

14 

21 

18 

8762 

2.19 

Medco  Health  Solutions  MMS 

8905.9 

7 

103.6 

2 

L2 

1.2 

6.7 

8.2 

22 

NA 

NA 

9498 

L57 

Owens  &  Minor  OMI 

1106.1 

9 

14.6 

13 

L3 

1.3 

83 

13.1 

17 

19 

20 

945 

L44 

Oxford  Health  Plans  OMP 

141L2" 

5 

86.7 

19 

6.1 

5.4 

32.6 

44.4 

13 

50 

5 

4472 

4.33 

Patterson  Dental  PDCO l3 

521.2 

24 

40.1 

33 

7.7 

7.1 

112 

18.4 

37 

25 

23 

5109 

2.01 

Priority  Healthcare  PHCC 

40L2 

14 

12.2 

-7 

3.1 

3.8 

14.5 

14.0 

17 

33 

30 

866 

1.14 

Quest  Diagnostics  DGX 

1255.7 
278.0 

15 

116.1 

32 

9.2 

8.1 

13.6 

18.6 

19 

32 

59 

8713 

426 

Renal  Care  Group  RCI 

15 

30.1 

38 

10.8 

9.0 

18.2 

23.1 

22 

20 

20 

2169 

224 

Schein  (Henry)  HSIC 

886.6 

20 

28.4 

15 

32 

3.4 

11.3 

13.9 

22 

17 

45 

3120 

319 

Select  Medical  SEM 

422.0 

35 

29.6 

105 

7.0 

4.6 

115 

20.3 

22 

83 

113 

1889 

0.84 

Sierra  Health  Services  SlE 

408.2** 

16 

26.3 

71 

6.4 

4.4 

34.8 

57.6 

13 

-14 

11 

1023 

235 
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THE  OAKLAND  ZOO 

www.oaklandzoo.org 


WHERE  ANIMALS  GET  TO  BE  ANIMALS. 


Give  A  Child  With  A  Cleft 
A  Second  Chance  At  Life. 


Today,  millions  of  children  in  developing  countries  are  suffering  with  cleft  lip  and 
palate.  Condemned  to  a  lifetime  of  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  of  these  children  can  be  helped.  This  is  the 
mission  of  The  Smile  Train.  We  empower  local  surgeons  in  developing  countries 
to  provide  this  life-changing  free  cleft  surgery  which  takes  as  little  as  45  minutes 
and  costs  as  little  as  $250.  It  gives  desperate  children  not  just  a  new  smile  — 
but  a  new  life. 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 

□  8250  Provides  cleft  lip  surgery  for  one  child.    O  S  50  Provides  medications  for  one  surgery. 
G  S125  Covers  half  the  cost  of  one  surgery.         G  $ We'll  gratefully  accept  any  amount. 


Na 


State 


Zip 


eMail 


Address 

City 

Telephone 

Charge  my  gift  to  my  credit  card:   G  Visa       □  MasterCard       G  AMEX 

Account  No. Exp.  Date 

Signature  

Send  this  coupon  with  your  donation  to: 

The  Smile  Train-Dept.  Mag. 

P.O.  Box  96231 
Washington,  DC  20090-6231 


..~~ & — , ^  3001 

100%  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


3001-00-304-12 


TheSmileTrain 

\l  \  Time. 

1-877-KID-SMILE  www.smiletrain.org 

*AI1  non-program  expenses,  such  as  overhead  and  fundraising.  are  paid  for  with  start-up  grants  from  our  founding  supporters. 

The  Smile  Train  is  a  501  (c)(3)  nonprofit  recognized  bv  the  IRS.  and  all  donations  to  The  Smile  Train  are  tax-deductible  in 

accordance  with  IRS  regulations.  ©  2004  The  Smile  Train. 


IMPORTANT  PUBLIC 

HEALTH  INFORMATION 

REGARDING  CLEF 

LIP  &  PALATE 

What  Is  Cleft  Up  And  Cleft  Palate? 

A  cleft  is  a  separation  in  a  body  struc- 
ture. Clefts  that  occur  in  the  oral-facial 
region  often  involve  the  lip,  the  roof  of 
the  mouth  (hard  palate)  or  the  soft  tissue 
in  the  back  of  the  mouth  (soft  palate). 
Two  major  types  of  oral-facial  clefts  are 
cleft  lip/palate  and  isolated  cleft  palate. 
Babies  with  cleft  lip/palate  have  a  cleft 
lip  which  usually  is  accompanied  by  cleft 
palate.  In  isolated  cleft  palate,  the  cleft 
palate  occurs  by  itself,  without  cleft  lip  or 
other  malformations.  The  lip  or  the  lip 
and  palate  together  fail  to  close  in 
approximately  1  in  every  1 ,000  babies 
born.  Cleft  palate  occurs  alone  less 
often,  appearing  in  approximately  1  in 
2,000  babies. 

What  Causes  Cleft  Up/Palate?  The 
causes  of  cleft  lip/palate  are  not  well 
understood.  Studies  suggest  that  a  num- 
ber of  genes,  as  well  as  environmental 
factors,  such  as  drugs  (including  several 
different  antiseizure  drugs),  infections, 
maternal  illnesses,  maternal  smoking  and 
alcohol  use  and,  possibly,  deficiency  of 
the  B  vitamin  folic  acid  may  be  involved. 
Can  Oral-Facial  Clefts  Be 
Prevented?  While  little  is  known  about 
how  to  prevent  oral-facial  clefts,  studies 
suggest  that  taking  multivitamins  contain- 
ing folic  acid  before  conception  and 
during  the  first  two  months  of  pregnancy 
may  help  prevent  cleft  lip/palate  and 
isolated  cleft  palate.  Other  studies  have 
shown  that  fetuses  with  certain  pre- 
disposing genes  may  be  at  increased 
risk  for  isolated  cleft  palate  if  their 
mothers  smoke. 

Women  who  are  planning  pregnancy 
or  who  are  pregnant  should  avoid  alco- 
hol, which  also  can  cause  a  number  of 
mental  and  physical  birth  defects. 
Because  some  types  of  medications 
(such  as  some  drugs  used  to  treat 
epilepsy)  have  been  linked  to  increased 
risk  of  cleft  lip/palate,  women  who  take 
medications  for  chronic  illnesses  should 
check  with  their  doctors  before  they 
become  pregnant.  (They  should  not,  how- 
ever, discontinue  their  medication  without 
discussion  with  their  physician.).  All  preg- 
nant women  should  use  only  medications 
prescribed  by  a  physician  who  knows  of 
the  pregnancy,  and  get  early  and  regular 
prenatal  care,  beginning  with  a  pre-preg- 
nancy  visit.  Families  with  a  history  of 
cleft  lip/palate,  isolated  cleft  palate,  or 
any  other  condition  of  which  clefting  is  a 
part,  may  wish  to  discuss  the  chances  of 
recurrence  with  a  genetic  counselor. 
Can  Oral-facial  Clefts  Be  Repaired? 
Surgery  often  is  used  to  correct  cleft 
lip/palate  and  isolated  cleft  palate.  The 
timing  and  type  of  surgery  depend  upon 
a  number  of  factors,  including  the  prefer- 
ence of  the  surgeon,  the  health  of  the 
baby  and  the  nature  of  the  cleft. 
Other  Sources  Of  Information  On 
Cleft  Up  And  Palate.  In  addition  to  this 
valuable  information  we  have  tens  of 
thousands  of  pages  of  information 
regarding  cleft-related  medical  journal 
content,  news  articles  and  stories,  impor- 
tant cleft  resources  for  patients,  their 
families,  and  cleft  medical  professionals, 
medical  students  and  leading  cleft  organ- 
izations around  the  world.  For  more  infor- 
mation on  cleft  lip  and  palate  please  visit 
the  world's  largest  cleft  website: 
www.smiletrain.org  or  call  us  at 
1-877-Kid-Smile. 
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Triad  Hospitals  TRl 

UnitedHealth  Group  UNH 

Universal  Health  Services  UHS 

WellChoiceWC 

WellPoint  Health  Networks  WLP 

INDUSTRY  GROUP  COMPOSITE 

(A)  BIOTECHNOLOGY 

INDUSTRY  COMPOSITE 
Amgen  AMGN 
Chiron  CHIR  t 
Genentech  DNA 
Genzyme  General  GENZ 
Gilead  Sciences  GILD 
Invitrogen  IVGN 
Medlmmune  MEDl 

(B)  PHARMACEUTICALS 

INDUSTRY  COMPOSITE 
Abbott  Laboratories  ABT 
Barr  Pharmaceuticals  BRL  <6) 
Bristol-Myers  Squibb  BMY 
Forest  Laboratories  FRX  <91 
Johnson  &  Johnson  JNJ 
Lilly  (Eli)  LLY 
Merck  MRK 
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Goodrich  GR 

Hexcel  HXL 

Honeywell  International  HON 

Kaman  KAMNA 

L-3  Communications  Holdings  LLL 

Lockheed  Martin  LMT 

Precision  Castparts  PCP |9> 
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United  Defense  Industries  UDI 

United  Technologies  UTX 

(B)  BUILDING  PRODUCTS 

INDUSTRY  COMPOSITE 

American  Standard  ASD 

Universal  Forest  Products  UFPI 

USGUSG 

York  International  YRK 

(C)  CONSTRUCTION  &  ENGINEERING 
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QUARTER  QUARTER  INVESTED  COMMON 

2004  2003  CAPITAL  EQUITY           P-E 

SMIL  %                    %  %  4-29 


5- YEAR  GROWTH 

MKT.  VALUE  12 

EARNINGS         SHARES  MONTH'S 

COMMON          PER         OUTSTANDING  EARNINGS 

EQUITY          SHARE              4-29  PER 

%                 %                 SMIL  SHARE 


Ametek  AME 

291.4 

9 

24.7 

25 

8.5 

7.4 

110 

16.8 

19 

25 

11 

1779 

137 

Cooper  Industries  CBE 

1064.6 

11 

77.7 

37 

7.3 

5.9 

8.6 

14.1 

18 

6 

-5 

5188 

3.12 

General  Cable  BGC 

478.6 

36 

-19 

NM 

NM 

0.0 

-15 

-6.8 

NM 

-13 

NA 

300 

-0.24 

Genlyte  Group  GLYT 

277.4 

17 

10.9 

23 

33 

37 

92 

13.2 

17 

16 

11 

801 

333 

Hubbell  HUB.B 

465.2 

11 

34.0 

57 

7.3 

5.2^ 

11.3 

15.0 

22 

-1 

-8 

2742 

2.10 

Rockwell  Automation  ROK  <3> 

1112.9 

8 

78.3 

60 

7.0 

4.8 

133 

19.6 

19 

-15 

-21 

6193 

L71 

Smith  (A.O.)  AOS 

416.5 

7 

10.8 

-21 

2.6 

3.5 

6.5 

8.3 

18 

7 

-5 

866 

165 

Thomas  &  Betts  TNB 

353.0 

13 

15.6 

212 

4.4 

1.6 

4.2 

7.2 

26 

-10 

NA 

1424 

032 

(E)  INDUSTRIAL  CONGLOMERATES 

INDUSTRY  COMPOSITE 

42480.4 

10 

4167.4 

8 

9.8 

10.0 

6.8 

18.5 

20 

13 

10 

386174 

170 

Alleghany  Y 

344.1" 

148 

62.1 

704 

18.0 

5.6 

12.6 

"  13.4 

9 

6 

18 

2007 

28.36 

Allete  ALE 

430.0 

4 

53.1 

40 

12.3 

9.2 

7.1 

10.4 

18 

14 

7 

3018 

189 

Carlisle  CSL 

562.3 

18 

23.7 

39 

42 

3.6 

10.6 

10.1 

14.7 

20 

8 

-6 

1863 

3.08 

General  Electric  GE 

33213.0" 

9 

3240.0 

1 

9.8 

6.1 

18.1 

19 

15 

11 

302397 

155 

TeleflexTFX 

638.0 

17 

29.5 

1 

4.6 

5.4 

83 

10.1 

17 

15 

5 

1828 

2.72 

Textron  TXT 

2354.0" 

-2 

37.0 

-44 

16 

2.8 

3.1 

6.8 

31 

1 

-9 

7705 

1.83 

3MMMM 

4939.0 

14 

722.0 

44 

14.6 

11.6 

26.7 

32.4 

26 

4 

11 

67356 
173799 

328 

(F)  MACHINERY 

INDUSTRY  COMPOSITE 

40580.2 

22 

2149.2 

98 

5.3 

3.3 

73 

14.3 

22 

6 

-3 

2.58 

AGCOAG 

1115.7 

47 

25.0 
9.6 

100 

22 

1.7 

5.4 

9.6 

17 

-2 

6 

1488 

1.15 

Barnes  Group  B 

247.2 

13 

31 

33 

3.4 

6.1 

10.8 

18 

9 

-3 

620 

153 

Briggs&StrattonBGG<6> 

654.7 

17 

7L3 

66 

103 

7.7 

123 

20.6 

13 

9 

-4 

1574 

5.34 

Caterpillar  CAT 

6467.0 

34 

412.0 

219 

6.4 

2.7 

63 

21.8 

20 

2 

-6 

26669 

330 

Crane  CR 

448.3 

19 

22.2 

34 

43 

13 

4.4 
NM 

10.1 

14.0 

17 

4 

-16 

1858 

184 

Cummins  CMI 

1771.0 

28 

33.0 

NM 

4.8 

11.7 

22 

-9 

1 

2454 

2.77 

Danaher  DHR 

1543.2 

29 

145.2 

41 

9.4 

8.6 

1L7 

15.9 

26 

21 

19 

14377 

3.62 

Deere  DE<2> 

3483.8" 

25 

169.6 

149 

43 

2.4 

5.0 

17.4 

22 

-3 

-4 

16716 

3.04 

Donaldson  DCI<5> 

332.2 

17 

25.0 

25 

73 

7.0 

16.6 

20.1 

24 

12 

14 

2361 
8338 

114 

Dover  DOV 

1242.4 

24 

83.8 

45 

6.7 

5.8 

8.2 

11.2 

27 

7 

-9 

L52 

Eaton  ETN 

2238.0 

16 

134.0 

86 

6.0 

3.7 

93 

14.7 

20 

5 

-7 

8973 

230 

Federal  Signal  FSS 

276.5 

-5 

2.2 

-66 

0.8 

2.2 

4.3 

8.0 

26 

5 

-9 

872 

0.71 

Harsco  HSC 

556.3 

14 

163 

35 

3.0 

2.6 

6.7 

11.7 

19 

2 

-2 

1752 

222 

Illinois  Tool  Works  ITW 

2710.3 

17 

290.0 

45 

10.7 

8.6 

12.4 

13.7 

24 

17 

4 

26604 

3.65 

Ingersoll-Rand  IR 

2292.0 

8 

165.0 

83 

12 

4.2 

11.1 

14.9 

17 

9 

-4 

11367 

3.85 

ITT  Industries  in 

1515.9 

17 

88.1 

2 

5.8 

6.7 

17.0 

21.0 

19 

6 

14 

7345 

4.16 

JLG  Industries  JLG  » 

236.5 

56 

22 

-49 

03 

2.8 

18 

4.9 

53 

2 

-28 

649 

02B 

Joy  Global  JOYG  l2» 

283.7 

19 

0.9 

NM 

0.3 

NM 

4.1 

6.2 

53 

NA 

NA 

1358 

0.50 

KennametalKMT'6' 

524.2 

14 

24.1 

148 

4.6 

2.1 

3.0 

4.8 

41 

-1 

-21 

1585 

L06 

Lincoln  Electric  Holdings  LECO 

306.5 

23 

18.2 

49 

53 

4.9 

9L2 

12.3 

21 

0 

-5 

1264 

L47 

Mueller  Industries  MLI 

346.0" 

49 

18.0 

303 

5.2 

1.9 

63 

6.9 

22 

10 

-10 

1196 

136 

Nacco  Industries  NC 

614.2 

10 

-4.5 

NM 

NM 

0.5 

A2 

6.7 

17 

3 

-10 

707 

5.17 

Navistar  International  NAV  <2> 

1859.0 

18 

-23.0 

NM 

NM 

NM 

2.4 

19.3 

61 

-24 

NA 

3140 

0.74 

Oshkosh  Truck  OSK  <3> 

518.2 

14 

22.5 

59 

4.3 

3.1 

18.2 

17.7 

18 

32 

23 

1818 

2.89 

Paccar  PCAR 

2501.3 

30 

182.2 

64 

7.3 

5.8 

12.4 

17.6 

16 

11 

-3 

9659 

339 

PallPLL'5> 

428.1 

10 

24.9 

-21 

5.8 

8.1 

9.3 

13.7 

20 

4 

4 

2956 

1.16 

Parker  Hannifin  PH  <6> 

1906.0 

16 

107.8 

122 

5.7 

3.0 

12 

9.7 

24 

9 

-15 

6584 

227 

Pentair  PNR 

767.1 

20 

40.2 

44 

5.2 

4.4 

73 

12.1 

19 

11 

1 

2960 

3.14 

Reliance  Steel  &  Aluminum  RS 

655.8 

45 

29.8 

435 

4.6 

1.2 

43 

8.6 

19 

15 

-14 

1088 

L81 

Stewart  &  Stevenson  Services  SVC  <"> 

282.9 

-4 

-41.7 

NM 

NM 

NM 

-16.2 

-17.6 

NM 

-3 

NA 

472 

-183 

Terex  TEX 

1043.8 

13 

17.0 

42 

1.6 

1.3 

-OS 

-2.3 

NM 

45 

NA 

1631 

-0.43 

Timken  TKR 

1098.8 

31 

28.5 

151 

2.6 

1.4 

3.1 

4.8 

36 

-5 

-20 

1982 

0.61 

ToroTTC«> 

313.6" 

6 

9.3 

34 

3.0 

2.4 

13.8 

19.4 

18 

10 

62 

1382 

3.21 

(G)  TRADING  COMPANIES  &  DISTRIBUTORS 

INDUSTRY  COMPOSITE                             3451.4 

11 

138.6 

46 

4.0 

3.1 

93 

11.0 

26 

9 

0 

14105 

L62 

Applied  Industrial  Technologies  AIT  <6 

391.1 

6 

10.6 

142 

2.7 

1.2 

7.0 

8.7 

18 

1 

-6 

505 

145 

Fastenal  FAST 

284.2 

21 

28.1 

48 

93 

8.1 

15.7 

15.7 

45 

21 

8 

4196 

123 

Grainger  (VY.VV.)  GWW 

1227.8 

8 

62.6 

19 

5J 

4.6 

12.8 

12.9 

21 

7 

2 

4848 

238 

Hughes  Supply  HUG  <>» 

796.0 

14 

9.4 

27 

L2 

1.1 

42 

5.7 

23 

13 

-1 

1708 
131 

2.46 

Huttig  Building  Products  HBP 

243.1 

24 

2.7 

NM 

U 

NM 

8.0 

14.8 

12 

8 

-39 

037 

MSC  Industrial  Direct  MSM  w 

230.5 

10 

18.5 

45 

8.0 

6.1 

11.1 

11.1 

32 

10 

-2 

1942 

030 

WatscoWSO 

278.7 

8 

6.6 

74 

2.4 

1.5 

9.0 

10.2 

20 

5 

7 

775 

145 

\ZM      i.i  .iMif.w!<,nm--t^i 
INDUSTRY  GROUP  COMPOSITE 
ABM  Industries  ABM  *> 

26372.5 
570.8" 

10 
3 

1295.4 
7.2 

12 
91 

43 
13 

4.8 
0.7 

6.0 
83 

13.2 
8.9 

30 
23 

10 
13 

10 
-1 

139348 
882 

102 
0.79 

Allied  Waste  Industries  AW 

1274.8 

4 

5.0 

-82 

0.4 

2.2 

0.1 

0.4 

NM 

13 

NA 

4129 

-221 

Apollo  Group  APOL |4) 

396.9 

34 

68.5 

50 

17.3 

15.5 

24.6 

24.6 

60 

41 

38 

16307 

155 

Avery  Dennison  AVY 

1246.7 

10 

52.6 

-23 

1.2 

6.0 

10J 

16.8 

28 

10 

3 

6329 

227 
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COMPANY  SYMBOL 


SALES 

1ST 

QUARTER 

2004 

SMIL 


CHANG'! 
FROM 
2003 

% 


PROFITS 

1ST  CHANGE 

QUARTER  FROM 

2004  2003 
SMIL  % 


MARGINS 

!ST  1ST 

QUARTER  QUARTER 

2004  2003 

5  MIL  % 


RETURN 

ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY           P-E 

%  %             4-29 


5- YEAR  GROWTH 

MKT  VALUE  12 

EARNINGS          SHARES  MONTH'S 

COMMON          PER         OUTSTANDING  EARNINGS 

EQUITY          SHARE               4-29  PER 

%                 %                 SMIL.  SHARE 


Banta  BN 

373.1 

11 

141 

25 

3.8 

3.3 

8.2 

10.3 

23 

6 

9 

1146 

131 

Block  (H&R)HRB<" 
Career  Education  CECO 

9772 
402.8 
256.0 

2 

64 
-5 

106.7 
41.8 

-19 

117 

103 
10.4 

13.8 
7.8 

30.7 

18.3 

7.4 

42.2 
17.8 
7.3 

13 
47 
29 

5 

54 

3 

29 

87 

-28 

7890 
6415 
640 

3.42 
L37 

CDI  CDl 

43 

-10 

L9 

2.0 

1.11 

Cendant  CD 

4477.0 

8 

44L0 

43 

93 

7.5 

6.0 

15.1 

15 

29 

47 

23889 

1.54 

Cintas  CIAS'7' 

696.9 

5 

66.5 

13 

9.5 

8.9 

115 

14.6 

29 

20 

14 

7634 

1.54 

Deluxe  DLX 

308.8 

-3 

47.7 

-5 

15.4 

15.8 

230.4 

NM 

11 

NA 

13 

2052 

3.60 

Dun  &  Bradstreet  DNB 

343.4 

9 

49.8 

34 

14.5 

11.8 

53.7 

386.8 

21 

NA 

-5 

3816 

2.48 

Education  Management  EDMC (6) 

235.2 

35 

25.4 

37 

10.8 

10.7 

15.0 

14.2 

37 

45 

26 

2571 

036 

Equifax  EFX 

313.6 

4 

51.2 

14 

16.3 

15.0 

173 

46.4 

18 

-1 

-3 

3206 

L36 

HON  Industries  MNI 

464.0 

18 

22.4 

41 

4.8 

4.1 

14.7 

14.6 

21 

9 

-1 

2164 

1.79 

IKON  Office  Solutions  IKN«> 

1184.3 

0 

30.2 

-17 

2.5 

3.1 

10 

6.2 

17 

6 

54 

1683 

0.68 

Kelly  Services  KELYA 

1158.8 

15 

LI 

244 

0.1 

0.0 

10 

1.0 

NM 

2 

-43 

1026 

0.16 

Manpower  MAN 

3334.1 

24 

39.6 

166 

L2 

0.6 

63 

8.7 

23 

15 

6 

3711 

2.01 

Miller  (Herman)  Ml.HR>7> 

329.6 

6 

7.8 

160 

2.4 

1.0 

5.3 

10.9 

91 

0 

-25 

1915 

0.29 

Pitney  Bowes  PBI 

117L9 

7 

126.6 

11 

103 

10.4 

12.0 

44.4 

21 

-12 

-2 

10304 

215 

Robert  Half  International  RMI 

572.3 

21 

15.4 

NM 

2.7 

NM 

3.2 

3.2 

NM 

9 

-54 

4719 

0.15 

ServiceMaster  SVM 

756.9 

6 

11.5 

137 

L5 

0.7 

-12.6 

-28.2 

NM 

-2 

NA 

3497 

-0.74 

Spherion  SFN 

478.6 

16 

-4.0 

NM 

NM 

NM 

-2.1 

-2.6 

NM 

-16 

NA 

588 

-0.22 

SteelcaseSCS"0' 

563.4 

-10 

-133 

NM 

NM 

2.6 

-2.7 

-3.4 

NM 

-5 

NA 

1816 

-0.28 

TetraTechTTEK<3> 

242.8 

26 

13.0 

14 

5.4 

5.9 

114 

14.6 

17 

18 

9 

904 

038 

United  Rentals  URI 

644.7 

9 

-106.6 

NM 

NM 

NM 

-8.3 

-34.1 

NM 

6 

NA 

1369 

-4.75 

Volt  Information  Sciences  VOL  «> 

412.7 

17 

-L5 

NM 

NM 

NM 

2.8 

2.9 

56 

3 

-31 

390 

0.46 

Waste  Management  WMl 

2896.0 

6 

144.0 

35 

5.0 

3.9 

5.5 

13.3 

22 

6 

NA 

16679 

1.29 

West  WSTC 

289.4 

34 

27.4 

36 

9.5 

9.3 

113 

13.9 

18 

22 

12 

1677 

1.38 

18    TRANSPORTATION 

INDUSTRY  GROUP  COMPOSITE 

(A)  AM  FREIGHT  1  LOGISTICS 

INDUSTRY  COMPOSITE 

CNF  CNF 

FedEx  fdx  <7> 

Hunt  (J.B.)  Transport  Services  JBHT 

Robinson  (C.H.)  Worldwide  CHRW 

Ryder  System  R 

United  Parcel  Service  UPS 

(B)  AIRLINES 

INDUSTRY  COMPOSITE 

AirTran  Holdings  AAI 
Alaska  Air  Group  ALK 
America  West  Holdings  AWA 
AMR  AMR 

Continental  Airlines  CAL 
Delta  Air  Lines  DAL 
ExpressJet  Holdings  XJT 
JetBlue  Airways  JBLU 
Northwest  Airlines  NWAC 
Sky  West  SKYW 
Southwest  Airlines  LUV 
US  Airways  Group  UAIR 

(C)  MARINE 

INDUSTRY  COMPOSITE 
Alexander  &  Baldwin  ALEX 

(D)  ROAD*  RAIL 

INDUSTRY  COMPOSITE 

Arkansas  Best  ABFS 

Burlington  Northern  Santa  Fe  BNl 

CSX  CSX 

Laidlaw  International  LI  <4> 

Landstar  System  LSTR 

Norfolk  Southern  NSC 

Overnite  OVNT 

SIRVA  SIR 

Swift  Transportation  SWFT 

U.S.  Xpress  Enterprises  XPRSA 

Union  Pacific  UNP 

USFUSFC 

Werner  Enterprises  WERN 

Yellow  Roadway  YELL 


52952.1 


716.3 


14 


1.7 


53 


11.5 


26 


190106 


141 


19106.0 

10 

1089.5 

31 

5.7 

4.8 

12.8 

16.4 

27 

10 

13 

111325 

2.45 

1348.4 

12 

26.4 

47 

2.0 

1.5 

61 

12.1 

22 

-5 

-12 

1844 

171 

6062.0 

9 

207.0 

41 

3.4 

2.7 

7.5 

9.3 

31 

13 

8 

21609 

2.32 

617.7 

8 

33.0 

195 

5.3 

2.0 

16.7 

16.7 

22 

13 

13 

2567 

143 

946.6 

16 

291 

16 

3.1 

3.1 

22.5 

21.4 

30 

24 

21 

3518 

1.36 

1212.3 

1 

35.0 

67 

23 

1.8 

5.4 

10.8 

16 

2 

0 

2362 

2.32 

8919.0 

11 

759.0 

24 

8.5 

7.6 

163 

20.5 

26 

11 

19 

79425 

2.68 

18184.1 

10 

-10211 

NM 

NM 

NM 

0.2 

2.1 

NM 

-21 

-16 

22480 

0.00 

2414 

16 

4.1 

102 

17 

1.0 

183 

33.9 

10 

41 

NA 

1086 

127 

598.4 

15 

-42.7 

NM 

NM 

NM 

17 

4.2 

22 

-5 

NA 

608 

104 

576.5 

10 

12 

NM 

02 

NM 

14.4 

86.9 

4 

-35 

-10 

366 

2.77 

4512.0 

10 

-166.0 

NM 

NM 

NM 

-2.7 

NM 

NM 

-59 

NA 

1875 

-2.20 

2269.0 

11 

-124.0 

NM 

NM 

NM 

2.1 

20.0 

7 

-11 

-41 

745 

172 

3292.0 

4 

-383.0 

NM 

NM 

NM 

-6.3 

NM 

NM 

NA 

NA 

785 

-5.77 

364.0 

19 

28.7 

12 

73 

8.3 

40.2 

589.0 

7 

NA 

NA 

691 

134 

289.0 

33 

152 

-12 

5.3 

8.0 

6.0 

14.7 

31 

NA 

NA 

2920 

034 

2603.0 

10 

-223.0 

NM 

NM 

NM 

7.0 

NM 

2 

NA 

NA 

849 

4.45 

253.7 

22 

19.4 

46 

7.6 

6.4 

62 

10.3 

15 

23 

5 

1106 

125 

1484.0 

10 

26.0 

8 

18 

1.8 

7.1 

8.8 

27 

16 

-7 

11308 

0.54 

170L0 

11 

-177.0 

NM 

NM 

NM 

-12.5 

NM 

NM 

NA 

NA 

141 

-6.54 

3443 

26 

26.8 

150 

7.8 

3.9 

7.5 

10.2 

16 

3 

12 

1349 

2.02 

3443" 

26 

26.8 

150 

7.8 

3.9 

73 

10.2 

16 

3 

12 

1349 

2.02 

15317.1 

13 

6211 

28 

41 

3.6 

5.4 

9.6 

19 

6 

8 

54952 

1.67 

374.8 

2 

4.5 

NM 

12 

NM 

12.7 

12.8 

13 

18 

0 

657 

2.03 

2490.0 

12 

193.0 

30 

7.8 

6.6 

5.5 

9.5 

15 

1 

-4 

12118 

2.22 

1963.0 

-3 

30.0 

-29 

15 

2.1 

13 

2.7 

71.3 

38 
NA 

2 

5 

6678 

0.82 

1162.5 

4 

0.6 

-96 

0.1 

1.4 

37.7 

NA 

NA 

1376 

NA 

4210 

15 

8.1 

-20 

13 

2.8 

32.7 

35.0 

29 

7 

14 

1333 

155 

1693.0 

8 

158.0 

86 

9.3 

5.4 

3.3 

6.8 

20 

3 

1 

9407 

123 

378.5 

11 

7.5 

-19 

2.0 

2.7 

9.1 

11.6 

15 

NA 

NA 

680 
1647 

163 

529.0 

12 

6.4 

NM 

12 

NM 

2.5 

5.2 

57 

NA 

NA 

0.41 

622.4 

13 

6.4 

-28 

10 

1.6 

7.0 

9.5 

19 

23 

-5 

1427 

031 

234.7 

6 

0.8 

561 

0.3 

0.1 

23 

4.9 

24 

1 

-21 

201 

0.60 

2893.0 

6 

165.0 
7.1 

11 
68 

5.7 

5.4 

5.3 

8.5 
6.9 

14 
19 

11 

7 

10 
-18 

15309 

413 

616.8 

4 

12 

0.7 

5.1 

893 

170 

386.3 

11 

15.6 

31 

4.0 

3.4 

103 

10.8 

21 

10 

4 

1581 

034 

1552.1 

128 

18.2 

223 

12 

0.8 

23 

5.2 

22 

14 

-12 

1645 

156 
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COMPAQ 


INFORMATION  TECHNOLOGY 
SECTOR  COMPOSITE 


INDUSTRY  GROUP  COMPOSITE 

(A)  INTERNET  SOFTWARE  &  SERVICES 

INDUSTRY  COMPOSITE 
EarthLink  ELNK 
Yahoo  YHOO 

(B)  IT  SERVICES 

INDUSTRY  COMPOSITE 

Accenture  ACN  <4' 

Affiliated  Computer  Services  ACS  ,6> 

Alliance  Data  Systems  ADS 

Anteon  International  ANT 

Automatic  Data  Processing  ADP(6) 

BISYS  Group  BSG<« 

CACI  International  CAi  <6> 

Ceridian  CEN 

Certegy  CEY 

CompuCom  Systems  CMPC 

Convergys  CVG 

DST  Systems  DST 

Electronic  Data  Systems  EDS 

First  Data  FDC 

Flserv  FISV 

MPS  Group  MPS 

PaychexPAYX'7' 

Sabre  Holdings  TSG 

SunGard  Data  Systems  SDS 

Total  System  Services  TSS 

Unisys  UIS 

(C)  SOFTWARE 

INDUSTRY  COMPOSITE 

Adobe  Systems  ADBE™ 

Autodesk  ADSK™ 

BEA  Systems  BEAS  <UI 

Cadence  Design  Systems  CDN 

Intuit  iNTU"51 

Microsoft  MSFT<6> 

Novell  N0VL°> 

Oracle  0RCL<" 

PeopleSoft  PSFT 

Reynolds  &  Reynolds  REY  <3» 

Siebel  Systems  SEBL 

Symantec  SYMCw 

SynopsysSNPS*21 

Take-Two  Interactive  Software  TTWO  m 

Veritas  Software  VRTSE 

E3 

INDUSTRY  GROUP  COMPOSITE 

Advanced  Micro  Devices  AMD 

Agere  Systems  AGR.A<* 

Altera  ALTR 

Amkor  Technology  AMKR 

Analog  Devices  ADl (21 

Applied  Materials  AMAT  « 

Atmel 

Broadcom  BRCM 

Conexant  Systems  CNXT  <3> 

Cypress  Semiconductor  CY 

Fairchild  Semiconductor  Intl.  FCS 

Intel  iNTC 

KLA-Tencor  KLAC l6> 

Lam  Research  LRCX<6' 

LSI  Logic  LSI 

Maxim  Integrated  Products  MXIM  6» 

Micron  Technology  M 

National  Semiconductor  NSM  m 


SALES 


186370.0 

40090.7 

1099.3 
35L6 
747.8 


16776.1 
423.3 
295.3 
278.1 
265.7 
636.3 

9175.0 
267.1 

2509.0 
643.1 
249.5 
329.3 
556.4 
285.3 
375.5 
487.2 


PROFITS 

CHANGE  CHANGE 

tROM            QUARTER  FROM 

2003               2004  2003 

SMIL  K 


16  13588.1 

14  4304.8  -5 

73  89.4  NM 

-1  -118  NM 

164  10L2  117 


16 
43 
51 
12 

1 

14 
17 

3 

9 

40 
-2 
-1 
43 

6 

-9 
24 


MARGINS 

QUARTER 

2004 
SMSL 


7.3 


8.1 
NM 
13.5 


RETURN 

ON 
COMMON 

2003  EQUITY  P-E 

%  %  %  4-29 


NM 
NM 
16.5 


8.6 

11.6 

4.7 

-2.4 

5.4 


5.5 
-2.5 
6.4 


41 


5-YEAR  GROWTH 

MKT  , 

EARNINGS         SHARES  MONTH'S 

COMMON          PER         OUTSTANDING  EARNINGS 

EQUITY          SHARE  PER 

%                 %                 iVH.  SHARE 


-2 
11 


20 

37 
18 
42 


34  34064 

NA  1519 

34  32545 


2686.4 

123.0 

57.6 

39.3 

-8.8 

149.1 

1315.0 

10.1 

635.0 

24.2 

26.4 

3L7 

116.9 

32.2 

3L8 

103.0 


-15 
127 
798 

12 
NM 

19 
-39 
NM 

11 
-37 

-2 
585 

72 

-6 
-38 
142 


16.0 
29.1 
19.5 
14.1 

NM 
23.4 
14.3 

3.8 
25.3 

3.8 
10.6 

9.6 
210 
113 

8.5 
211 


21.9 
18.3 
3.3 
14.1 
NM 
22.5 
27.3 
NM 
24.8 
8.4 
10.6 
1.4 
17.5 
12.8 
12.5 
10.8 


118 
27.5 
19.4 

63 
-0.4 
15.4 
10.7 
-14.2 
33.6 

2.5 
14.3 

1.1 
12.6 
10.4 
13.7 

7.8 


11.9 
27.5 
19.4 
12.2 
-0.4 
•15.4 
10.5 
-14.3 
34.4 

2.4 
23.4 

1.1 
15.3 
10.4 
13.7 

9.2 


37 
30 
33 
44 
NM 
30 
39 
NM 
24 
83 
18 
NM 
44 
30 
17 
36 


26 
13 

4 
58 
15 
13 
29 
-9 
16 
35 

1 
46 
47 
13 
68 
51 


11 

13 

13 
NA 
NA 
-22 

9 
NA 

21 
-12 

4 
NA 

18 

6 
43 
NA 


424740 
9939 
3816 
4999 
3533 
8455 

285375 
3867 
59379 
6290 
1923 
5343 
14657 
4154 
1312 
11698 


UCTORS  &  SEMICONDUCTOR  EQUIPMENT 


070 

0.33 

-0.08 

0.43 


22215.3 

10 

1529J 

13 

63 

6.7 

1?? 

16.3 

26 

10 

12 

153012 

117 

3682.3 

15 

123.1 

4 

3.3 

3.7 

26.0 

-  47.2 

22 

-31 

NA 

12113 

108 

1009.4 

3 

99.7 

25 

93 

8.1 

17.8 

18.7 

13 

40 

31 

6325 

3.74 

312.4 

30 

32.3 

163 

10.3 

5.1 

9.8 

11.8 

33 

32 

NA 

2801 

107 

288.2 

26 

13.3 

47 

4.6 

4.0 

123 

21.4 

29 

NA 

NA 

1134 

no 

2121.4 

11 

300.3 

-9 

14.2 

17.3 

17.2 

16.7 

28 

9 

12 

25868 

157 

272.3 

11 

3.2 

-90 

1.2 

13.3 

5.6 

7.6 

29 

29 

24 

1758 

031 

288.4 

30 

15.8 

38 

5.5 

5.2 

127 

11.8 

24 

41 

24 

1346 

L89 

326.5 

4 

24.3 

-14 

7.4 

8.9 

8.5 

9.6 

27 

13 

-9 

3180 

0.79 

263.4 

10 

20.7 

69 

7.8 

5.1 

211 

39.2 

23 

NA 

6 

2299 

157 

300.0 

-9 

17 

-49 

0.6 

1.0 

33 

4.1 

24 

5 

18 

255 

0.21 

573.9 

2 

32.5 

-7 

5.7 

6.2 

14J 

14.4 

13 

9 

10 

2091 

115 

609.5 

-2 

516 

0 

8.5 

8.3 

15.1 

43.7 

15 

-8 

31 

3757 

103 

5198.0 

4 

-38.0 

NM 

NM 

NM 

-19 

-3.2 

NM 

4 

NA 

8752 

-0.61 

2258.4" 

14 

4793 

65 

213 

14.7 

227 

39.1 

22 

1 

22 

39603 

2.09 

929.5 

35 

92.8 

25 

10.0 

10.8 

13.5 

15.2 

22 

20 

22 

7133 

L70 

310.5 

17 

5.3 

81 

17 

LI 

31 

3.0 

48 

-8 

-20 

1134 

073 

342.6 

19 

80.5 

13 

23.5 

24.9 

27.1 

26.2 

45 

27 

24 

13921 

0.82 

539.8 

-1 

43.0 

-34 

8.0 

11.9 

2.7 

3.7 

55 

12 

-18 

3389 

0.44 

840.6 

25 

85.6 

13 

10.2 

11.3 

123 

13.1 

20 

27 

27 

7565 

129 

285.2 

13 

32.6 

3 

11.4 

12.6 

18.4 

18.6 

31 

22 

21 

4356 

0.72 

1462.9 

5 

283 

-25 

2.0 

2.8 

10.5 

17.0 

17 

36 

-12 

4232 

0.75 

0.60 
138 
104 
078 

-0.04 
141 
0.68 

-0.37 
048 
071 
160 
0.04 
107 
031 
176 
0.77 


21987.4 
1236.4 

28 
73 

2913.6 

45.1 

NM 
NM 

13.3 
3.6 

NM 
NM 

7.7 
-17 

8.5 

-3.4 

48 

NM 

11 
5 

-12 
NA 

368395 
5114 

0.46 
-075 

462.0 

4 

74.0 

NM 

16.0 

NM 

-11 

-1.7 

NM 

NA 

NA 

4012 

-0.02 

242.9 

25 

58.8 

95 

24.2 

15.4 

16.7 

16.3 

43 

3 

-10 

7555 

0.47 

464.6 

35 

12.2 

NM 

2.6 

NM 

0.0 

0.0 

NM 

-13 

NA 

1433 

-0.02 

605.4 

30 

116.8 

95 

19.3 

12.8 

10.3 

10.3 

47 

23 

4 

16442 

033 

1555.4 

48 

82.4 

NM 

5.3 

NM 

0.0 

0.0 

NM 

21 

NA 

31070 

0.00 

407.4 

37 

110 

NM 

2.7 

NM 

-33 

-5.3 

NM 

6 

NA 

2886 

-0J2 

573.4 

75 
74 
41 
13 
20 
28 
24 
21 

393 

NM 

7.0 

NM 

NM 

-577 

-52.1 

NM 

45 

NA 

12014 

-236 

243.8 

-143.4 

NM 

NM 

-78 

-5.4 

NM 

-38 

NA 

12% 

-070 

254.4 

263 

13.0 

NM 

10.4 

NM 

47 

8.8 

43 

1 

NA 

1763 

0.33 

397.8 

NM 

3.3 

NM 

-2.5 

-4.3 

NM 

45 

NA 

2406 

-0.45 

3091.0 

1730.0 

89 

214 

13.6 

16.5 

16.9 

27 

8 

-13 

169505 

038 

389.8 

66.2 
19.2 

142 

17.0 

9.0 

7.4 
33 

7.1 
4.6 

48 
88 

14 
8 

15 
NA 
NA 

8225 
2874 
2888 

0.88 

231.1 

NM 

8.3 

0.4 

075 

452.4 

9.1 

NM 

2.0 

NM 

-6.1 

-8.6 

NM 

6 

-0.47 

370.0 

29 
26 
27 

1097 

41 

29.5 

27.1 

16.6 

18.4 

43 

28 

6 

15295 

108 

991.0 

-28.3 
93.1 

NM 
NM 

NM 

NM 

-5.7 

-6.9 

NM 

14 

NA 

8326 

-0.60 

513.6 

13.1 

NM 

113 

11.3 

43 

5 

NA 

7409 

036 
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These  days,  it's  not  enough  to  have  a  big,  powerful  network.  You  need  a  more  intelligent  solution.  Think 
your  network  is  smart?  Then  ask  it  if  it  uses  a  combination  of  context-based  and  embedded  security 
technologies,  as  well  as  the  industry's  first  dynamic  intrusion  response  capability. 

The  answer  will  be  no.  Because  there's  only  one  intelligent  network.  Enterasys.  Oh,  and  by  the  way,  this 
isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  available  right  now.  See  for  yourself 
at  enterasys.com/talk.  Or  ask  any  of  our  enterprise  customers  who  we've  been  working  with  for  years. 


CORPORATE  SCOREBOARD 


company  symbo 


JULES 


SVIL 


PROFITS 

MANS             1ST  MANGE 

n?OM           QUARTER  FROM 

2003               2X4  2003 

%                   SVL  % 


MARGINS 


RETURN 


Novellus  Systems  NVLS 
NVIDIA  NVDA<w 
Teradyne  TER 
Texas  Instruments  TXN 

X*UXLNX<* 

T  '",  f  '   'I'M 


2625 

4721 

430.6 

2936.0 

4034 

sehsee 

■©USTRY  GROUP  COMPOSITE  12429L9 

(A)  COMMUNICATIONS  EQUIPMENT 

INDUSTRY  COMPOSITE  22030.0 

Andrew  ANEW*  447.1 

AudiovoxVOXX"'  3763 

Avaya  AV  »  1006.0 

Cisco  Systems  CSCO  <5>  5398.0 

Corning  GLW »  844.0* 

Harris  6642 

Lucent  Technologies  LU  »  2194.0 

Motorola  MOT  856L0 

Quak:ommQCOM<3>  1215.6 

Scientific-Atlanta  SFA  <6»  437.0 

TellabsTLAB  2635 

UTStarcom  UTSI  622.3 

(B)  COMPUTERS  A  PERIPHERALS 

INDUSTRY  COMPOSITE  687881 

Apple  Computer  AAPL  (3>  1909.0 

Dell  DELL  <">  11512.0 

Diebold  DBD  498.3 

EMC  EMC  18716 

Gateway  GTW  868.4 

Hewlett-Packard  HPQ <*>  19514.0 

Imation  IMN  339.3 

International  Business  Machines  IBM  22250.0 

Lexmark  International  LXK  1256.0 

Maxtor  MXO  1019.7 

NCR  NCR  1290.0 

Network  Appliance  NTAP  <•»  297.3 

palm0nePLM0f7>  242.5 

SanDisk  SNDK  3863 

Seagate  Technology  STX  <«  1388.0 

Silicon  Graphics  SGI  <*>  2302 

Storage  Technology  STK  5151 

Sun  Microsystems  SUNW  »  265L0 

Western  Digital ,',  DC ,6)  7483 

(C)  ELECTRONIC  EQUIPMENT  A  INSTRUMENTS 

INDUSTRY  COMPOSITE  29646.8 

Agilent  Technologies  -  :  1643.0 

Amphenol  APH  355.3 

Anixter  International  AXE  764.2 

Arrow  Electronics  ARW  2675.5 

Bell  Microproducts  BELM  660.3 

Benchmark  Electronics  BHE  48L0 

CDW  CDWC  1336.7 

CellStar:,  4711 

Ingram  Micro  IM  6275.6 

Jabil  Circuit  JBL  ,4>  149L9 

Molex  569.2 

PerkinElmer  PKI  393.5 

Plexus  254.3 

Sanmina-SCI     \M«>  2862.4 

ScanSource  293.6 

Solectron :  2887.4 

Tech  Data  TECD  rai  4918.7 

Tektronix  2433 

Thermo  Electron  TMO  582.0 

Varian  232.7 

Waters  255.1 

(D)  OFFICE  ELECTRONICS 

INDUSTRY  COMPOSITE  3827.0 

Xerox  3827.0 


10 
1 
29 
34 
32 


23 
122 

27 
6 
15 
13 
23 
-9 
42 
20 
14 
19 


U 
29 
18 
21 
35 
3 
9 

24 

11 

13 

9 

5 

30 

23 

122 

-14 

6 

7 

-5 
6 

21 
16 
28 
15 
35 
24 

7 
31 

1 

15 
30 
28 
10 
33 
17 
29 
22 
23 
30 
16 
14 
15 

2 
2 


16.7  41 

24.2  -53 

40.2  NM 

367.0  214 

1303  165 


6369.7 

27372 

103 

13 

103.0 

1291.0 

55.0 

35.5 

68.C 

609.0 

44L3 

54.0 

13.4 

54.8 

3047.7 

46.0 

749.0 

292 

139.8 

-162.7 

936.0 

217 

1603.0 

1210 

9.2 

-5.0 

402 

-9.3 

63.6 

159.0 

-41 

23.3 

-760.0 

473 

419.8 
710 
35.7 
14.0 
293 

L7 
152 
553 

21 
37.6 
40.0 
45.5 
123 

35 
-433 

82 
-89.7 
383 
433 
43J 
147 
40.8 

165.0 
165.0 


% 

222 
NM 

55 
NM 

30 
NM 

57 
NM 
260 

71 
101 
NM 

47 

9 

229 

24 

13 

297 

NM 

30 

1 

16 

28 

-67 

NM 

104 

NM 

155 

_g 

NM 
42 
NM 

-:: 

NM 

NM 

53 

37 
NM 
NM 
-12 

30 
421 
273 
296 

83 
285 
NM 
NM 

81 
NM 
NM 
NM 

37 
6 

20 

NM 
NM 


1ST  ON                 ON 

QUARTER  QUARTER  WVESTEO  COMMON 

20W              2003  CAPITAL  EQUITY  P-E 

%WL              %  %                  %  4-29 

6.3          5.0  0.0           0.0  NM 

51         103  71            7.1  50 

9.3          NM  -5.7  -7.6  NM 

125          5.3  116  12.0  31 

32.4         162  13.5  122  41 


51 

12.4 

2.3 

0.5 

102 

235 

6.5 

53 

31 

71 

363 

12.4 

5.1 

85 

4.4 
2.4 
65 
53 
75 
NM 
43 
6.4 
72 
9.6 
03 
NM 

135 
NM 

16.4 
115 

45 

6.4 

L4 
43 
10.0 
1.8 
U 
0.3 
32 
41 
0.4 
0.6 
2.7 
8.0 
32 
L4 

2.8 

0.8 

18.0 
7.4 
63 

16.0 

4.3 

4.3 


3.0 

4.8 
NM 
0.4 
NM 

21.0 
NM 
4.2 
NM 
2.8 

25.3 
7.0 
NM 
11.3 

4.5 
0.9 
62 
6.3 
2.5 
NM 
4.0 
7.9 
63 
8.5 
2.9 
NM 
8.6 
NM 
14.3 
10.7 
NM 
3.4 
0.1 
7.7 

NM 
NM 
8.4 
1.5 
NM 
NM 
3.9 
4.2 
0.1 
0.2 
0.9 
5.6 
03 
NM 
NM 
2.0 
NM 
NM 
0.6 
6.3 
6.8 
15.4 

NM 
NM 


■ 


7J 

103 

12 

3.4 

22.6 

15.7 

05 

53 

12.0 

6.7 

153 

115 

-83 

171 

10.0 

3.8 

385 

145 

54 

-53.4 

61 

10.0 

17.7 

23.4 

7.6 

3.6 

113 

-7.6 

121 

291 

114 
-327 
323 

-30 

-381 

13.6 

43 

L6 

05 

80) 

165 

-32 

8.4 

53 

53 

3.4 

-31 

-24 

133 

-857 

5.3 

103 

71 

95 

24.8 

37 
3.7 


9.3 

123 

L4 

3.7 

30.4 

15.7 

0.7 

7.6 

NM 

102 

143 

11.4 

-8.3 

16.4 

12.4 

3.8 

42.1 

15.4 

5.4 

-94.1 

72 

9.8 

27.8 

25.3 

HI 

4.3 

113 

-8.2 

132 

"37.8 

NM 

LU 

-39.8 

32.4 

-12.4 

-52.4 

32.6 

6.9 

3.1 

1.1 

7.8 

16.5 

-3.4 

9.4 

6.2 

5.9 

4.8 

-3.3 

-3.8 

15.4 

NM 

6.3 

10.9 

7.6 

10.3 

3L0 

14.1 
14.1 


44 

40 

28 
32 
36 

32 
86 
34 
40 

27 

NM 

16 

31 
58 
35 

19 

43 

NM 

22 

18 

20 

26 

20 

54 

50 

NM 

21 

9 

19 

NM 

12 


NM 
24 
24 
47 

NM 
21 
29 

14 

53 

48 

39 

NM 

NM 

26 

NM 

21 

27 

27 

28 

30 

23 
23 


5-YEAR  GROWTH 

MKT.  VALUE 

EARNNGS  SHARES  MONTH'S 

COMMON          PER  OUTSTANOMG  EARNNGS 
EQUITY          SHARE 

%                 %  J  ML              SH.4PE 

40            NA  4475          0.00 

80            40  3519          0.43 

-2            NA  3955  -0.42 

10             13  44022          052 

28              0  11911          055 


781113 


22 
12 
NA 
31 
24 
-7 
NA 
-3 
41 
20 
8 
49 

13 
19 
14 

8 

22 

-19 

19 

2 

7 

22 
36 

3 

58 
-35 
33 
NA 
NA 

7 
17 
-7 

16 
-5 
116 

11 
-2 
16 
31 
32 
-2 

3 
43 

8 

30 
37 
53 
25 

8 
11 

3 

0 
23 
31 

-14 
-14 


11 
-36 

10 
NA 

10 
NA 

-3 
NA 
NA 
29 

6 
NA 

77 

-8 

-40 

9 

9 

-13 

NA 

-17 

13 

1 

11 
NA 
-16 
-8 
NA 
35 
NA 
NA 
-9 
NA 
NA 

-8 
NA 
16 
-4 
-40 
NA 
12 
22 
NA 
-38 
-17 
-17 
-11 
NA 
NA 
31 
NA 
-8 
-7 
4 
28 
13 

-31 

-31 


399636 

9981 

90201 

3354 

27081 

1723 

61772 

1405 

150947 

11786 

1599 

4332 

6773 

763 

3969 

5714 

434 

2988 

13115 

1699 

69994 

13344 

2814 

1080 

2560 

184 

1127 
5232 

150 
2444 
5405 
5805 
2468 

652 
5422 

6% 
4338 
2226 
2537 
4919 
1405 
5186 

10747 
10747 


0.48 


300736 

0.44 

2747 

017 

328 

054 

6398 

045 

150785 

051 

15380 

0.02 

2998 

L43 

14756 

0.04 

43476 

0.55 

52101 

160 

5149 

127 

3775 

-0.46 

2843 

171 

054 
0.46 
L01 
2.44 
026 

-L49 
050 
226 
4.49 
3.52 
0.33 
0.84 
0.39 
-114 
116 
L46 

-059 
1.40 

-0.68 
0.71 

-037 

-3.39 

L32 

124 

054 

0.05 

131 

217 

-0.30 

115 

051 

0.63 

050 

-030 

-024 

212 

-169 

151 

111 

112 

La 

L42 

059 
0.59 


■ora 
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MidCap  SPDR:  the  complete  S&P  MidCap  400  in  one  share. 

Find  out  more:  ^isit  www.amex.com/MDY  or  call  i-Soo-THE  AMEX. 


Oh,  what  an  untangled  web  of  opportunity  we  weave. 


The  weaving  prowess 
of  spiders  is  not  limited  to 
silk;  they  also  work  wonders 
with  securities. 

MidCap  Spiders  (MDY) 
are  exchange  traded  funds 
that  add  the  whole,  diverse 
S&P  MidCap  400  to  your 
portfolio  in  one  shot.  Each 
share  represents  the  whole 
basket  of  S&P  MidCap  400 
stocks  just  like  a  traditional 
index  fund.  But  you  buy 
and  sell  MidCap  Spiders 
like  a  stock.  In  fact,  they 
trade  all  day  long.  So 
they're  the  best  of  both 
worlds  —  made  even  better 
by  low  management  fees? 

If  you're  interested  in 
the  S&P  MidCap  400, 
this  is  a  smart  way 
to  own  it.  MidCap 
Spiders  are  one  of  IOO+ 
exchange  traded  funds 
listed  on  the  American 
Stock  Exchange.  Ask 
your  advisor  to  spin  you 
the  whole  story.  Or  visit 
amex.com/MDY. 


MidCap 

AMERICAN 

STOCK  EXCHANGE" 


*Usual  brokerage  commission  applies.    For  more  complete  MidCap  SPDR  information  and  a  prospectus,  including  potential  risl 
call  I-800-  1  tit.  AMEX  or  visit  www.amex.COni/MDY.  Read  prospectus  carefully  before  invest: 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  truRi. 

MidCap  SPDRs  are  subject  to  risks  including  possible  loss  of  principal.  Past  performance  is  no  guarantee  of  future  results. 

S&P  MidCap  400  and  MidCap  SPDR  are  trademarks  of  The  McGraw-Hill  Companies.  Inc.,  and  have  been  licensed  for  use  by  PDR  Sei 

and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  Standard  &  Po 

makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2003  American  s 


CORPORATE  SCOREBOARD 


COMPAh 


PROFITS 


MARGINS 


RETURN 


HAMS 

1ST 

CHANGE 

FROM 

,.-~ri- 

FROM 

2003 

2004 

2003 

% 

SMIL 

% 

1ST                  ON  ON 

QUARTER       QUARTER  INVESTED  COMMON 

2004              2003  CAPITAL  EOUTTY          P-£ 

SMIL                %                    *  %  4-29 


5-YEAR  GROWTH 

MKT.  VALUE  12 

EARNINGS         SHARES  MONTH'S 

COMMON  PER         OUTSTANDING  EARNINGS  I 

EQUITY  SHARE  4-29  PER 

*  %  SWl  SHARE 


MATERIALS 

SECTOR  COMPOSITE 

96146.8 

17 

4140.9 

131 

4.3 

2.2 

3.4 

71 

37 

6 

-7 

350118 

031 

m  33 

INDUSTRY  GROUP  COMPOSITE 
(A)  CHEMICALS 

INDUSTRY  COMPOSITE 

96146.8 
37976.6 

17 
14 

4140.9 
2417.6 

62 

4.3 
6.4 

22 
s 

4.5 

3.4 
63 

7.1 
12.6 

37 
27 

6 

3 

-7 
-5 

350118 
174429 

031 
L37 

Air  Products  &  Chemicals  APD  "> 

1856.5 

18 

14L2 

24 

7.6 

7.2 

6.6 

10.8 

26 

7 

0 

11114 

150 

Albemarle  ALB 

322.0 

21 

13.6 

-43 

4.2 

8.9 

7.5 

10.1 

20 

7 

0 

1216 

151 

Cabot  CBT<3> 

500.0 

7 

36.0 

57 

72 
9.7 

4.9 

4.8 

7.4 

28 

9 

-4 

2085 

120 

Crompton  CK 

624.3 

17 

60.4 

NM 

NM 

-43 

-14.9 

NM 

10 

NA 

755 

-0.46 

Cytec  Industries  CYT 

4152 

13 

3L3 

8 

7.5 

7.9 

8.0 

•    12.2 

17 

10 

-8 

1522 

252 

Dow  Chemical  OOW 

9309.0" 

15 

469.0 

452 

5.0 

1.1 

9.5 

22.4 

17 

3 

-1 

36792 

228 

DuPont  DO 

8073.0 

15 

668.0 

18 

8.3 

8.0 

7.5 

11.5 

40 

-8 

17 

43192 

L08 

Ecolab  ECL 

979.4 
1040.0 

12 
25 

66.0 

19 

6.7 

6.3 

152 

21.4 

27 

13 

10 

7527 

L09 

Engelhard  EC 

50.3 

-15 

45 

7.1 

13.6 

17.6 

16 

9 

5 

3631 

1.80 

Ferro  FOE 

451.7 

12 

14.4 

52 

32 

2.4 

2.0 

4.5 

54 

17 

-27 

1115 

0.49 

FMC  FMC 

505.7 

17 

7.3 

284 

L4 

0.4 

2.7 

7.6 

34 

-11 

-29 

1508 

126 

Fuller  (H.B.)FUL"' 

318.6 

8 

4.6 

42 

1.4 

1.1 

5.8 

7.7 

20 

8 

8 

782 

1.39 

Grace  (W.R.)GRA 

518.5 

17 

15.8 

NM 

3.0 

NM 

NA 

NM 

NM 

NA 

NA 

181 

-056 

Great  Lakes  Chemical  GLK 

368.1 

10 

-4.1 

NM 

NM 

0.3 

-3.3 

-5.4 

NM 

-8 

NA 

1257 

-0.77 

Hercules  HPC 

475.0 

6 

28.0 

100 

53 

3.1 

6.3 

133.3 

14 

-35 

25 

1245 

052 

International  Flavors  &  Fragrances  IFF 

535.0 

15 

56.4 

76 

10.5 

6.9 

13.7 

25.1 

18 

-7 

1 

3462 

2.07 

Lubrizol  LZ 

578.7 

14 

375 

44 

6.5 

5.1 

7.4 

10.3 

16 

4 

5 

1657 

157 

Lyondell  Chemical  LYO 

1105.0 

12 

-15.0 

NM 

NM 

NM 

-3.7 

-18.9 

NM 

11 

NA 

2923 

-122 

Monsanto  MON  <4> 

1492.0 

15 

156.0 

36 

10.5 

8.9 

L8 

2.2 

NA 

-13 

-28 

9232 

NA 

PPG  Industries  PPG 

2264.0 

9 

115.0 

37 

5.1 

4.1 

12.0 

17.9 

19 

-3 

-8 

10199 

3.10 

Praxair  PX 

153L0 

15 

164.0 

26 

10.7 

9.7 

10.4 

19.7 

19 

4 

6 

11840 

157 

Rohm  &  Haas  ROM 

1832.0 

14 

114.0 

39 

6.2 

5.1 

5.5 

9.3 

27 

11 

-12 

8520 

L43 

RPM  International  RPM™ 

480.8 

11 

6.0 

23 

L3 

1.1 

25 

4.8 

40 

8 

-12 

1743 

058 

Schulman  (A.)  SHLM  <4> 

29L2 

9 

5.3 

14 

L8 

1.7 

3.5 

4.1 

34 

1 

-18 

600 

0.59 

ScottsSMG'3' 

744.5" 

8 

73.1 

17 

9.8 

9.1 

6J 

12.1 

24 

27 

9 

2191 

2.78 

Sensient  Technologies  SXT 

2542 

8 

15.0 

-27 

53 

8.7 

65 

13.1 

13 

7 

4 

955 

L62 

Sigma-Aldrich  SIAL 

368.1 

10 

623 

27 

163 

14.6 

17.3 

19.5 

20 

-6 

13 

3951 

2.89 

Spartech  SEH  <2> 

241.5 

13 

7.7 

25 

32 

2.9 

5.1 

10.8 

19 

15 

-5 

692 

121 

ValsparVAL«> 

501.6 

7 

18.4 

18 

3.7 

3.3 

6.8 

12.9 

23 

22 

5 

2542 

221 

(B)  CONSTRUCTION  MATERIALS 

INDUSTRY  COMPOSITE 

1025.4 

19 

36.6 

NM 

3.6 

NM 

5.7 

9.1 

24 

8 

-4 

5477 

L84 

Texas  Industries  TXI |7> 

408.0" 

38 

203 

NM 

5J 

NM 

-0.5 

■   -1.1 

NM 

6 

NA 

724 

-0.37 

Vulcan  Materials  VMC 

(C)  CONTAINERS  &  PACKAGING 

617.5 

9 

15.7 

633 

2.5 

0.4 

9.5 

13.2 

20 

9 

-4 

4753 

2.30 

INDUSTRY  COMPOSITE 

132122 

9 

190.5 

4 

L4 

1.5 

-0.4 

-1.2 

NM 

-1 

2 

34587 

-0.14 

AptarGroup  ATR 

315.6 

19 

212 

11 

6.7 

7.2 

83 

10.3 

18 

13 

5 

1416 

220 

Ball  BLL 

123L5 

15 

46.8 

49 

3.8 

2.9 

102 

29.8 

15 

1 

44 

3706 

4.30 

BemisBMS 

684.0 

7 

43.0 

21 

6.3 

5.6 

9.0 

13.1 

19 

11 

7 

3110 

L44 

Caraustar  Industries  CSAR 

257.1 

2 

-6.8 

NM 

NM 

NM 

-3.6 

-12.4 

NM 

-2 

NA 

361 

-055 

Chesapeake  CSK 

263.6 

24 

0.7 

17 

0.3 

0.3 

2.3 

3.8 

14 

3 

-16 

346 

1.60 

Crown  Holdings  CCK 

1623.0 

11 

-18.0 

NM 

NM 

NM 

-0.4 

-9.7 

NM 

-46 

NA 

1465 

-wo 

GrerfGEF'2' 

468.9 

8 

-3.4 

NM 

NM 

0.0 

0.1 

0.2 

NM 

6 

-27 

755 

0.06 

Owens-Illinois  01 

1545.4 

11 

49.0 

42 

32 

2.5 

-15.4 

NM 

NM 

-20 

NA 

2037 

-6.80 

Packaging  Corp.  of  America  PKG 

431.3 

2 

-6.8 

NM 

NM 

1.7 

-2.0 

-3.5 

NM 

16 

NA 

2361 

-027 

Pactiv  PTV 

775.0 

8 

0.0 

NM 

0.0 

6.1 

6.3 

15.5 

24 

-10 

24 

3547 

054 

Rock-Tenn  RKT  <3> 

400.0 

14 

3.0 

-58 

0.8 

2.0 

2.6 

5.6 

21 

0 

-7 

517 

0.70 

Sealed  Air  SEE 

913.1 

11 

602 

-2 

6.6 

7.5 

53 

17.1 

23 

19 

80 

4143 

2.11 

Silgan  Holdings  SLGN 

518.3 

14 

1L1 

164 

2.1 

0.9 

4.6 

37.2 

16 

NA 

7 

764 

2.66 

Smurfit-Stone  Container  SSCC 

1942.0 

3 

-63.0 

NM 

NM 

NM 

-3.5 

-11.2 

NM 

6 

NA 

4292 

-056 

Sonoco  Products  SON 

695.4 

1148.0 

6 

40.4 

48 

5.8 

4.2 

6.0 

8.6 

27 

3 

-15 

2404 

051 

Temple-Inland  TIN 

1 

13.0 

NM 

1.1 

NM 

1.8 

6.5 

26 

0 

-4 

3363 

2.34 

(D)  METALS  &  MINING 

INDUSTRY  COMPOSITE 

23327.7 

35 

1056.4 

228 

4.5 

1.9 

13 

3.2 

72 

13 

-7 

81785 

0.44 

AK  Steel  Holding  AKS 

1134.4 
5696.0 

15 

-16.4 

NM 

NM 

NM 

-493 

NM 

NM 

NA 

NA 

510 

-454 

Alcoa  AA 

11 

350.0 
-50.4 

79 

6.1 

3.8 

55 

9.7 

22 

15 

-9 

26769 

157 

Allegheny  Technologies  ATI 

577.8 

20 

NM 

NM 

NM 

-52J 

NM 

NM 

-31 

NA 

858 

-420 

Arch  Coal  ACI 

403.5 
280.4 
232.1 

23 

70.0 

NM 

17.3 

NM 

63 

12.2 

18 

12 

NA 

1633 

L66 

Carpenter  Technology   RS  « 

20 
30 

9.5 

459 

3.4 

0.7 

2.5 

4.4 

29 

-7 

NA 

624 

035 

Century  Aluminum  CENX 

4.8 

-80 

2.1 

13.1 

-2.6 

-8.7 

NM 

-2 

-18 

437 

-0.66 

Cleveland-Cliffs  CLF 

236.6 
1068.1 
6503" 

54 
62 
16 

-0.6 
21.2 

NM 

NM 

1.4 

-15.6 

-17.6 

NM 

-21 

NA 

514 

-3.67 

Commercial  Metals  CMC  <4> 

621 

2.0 

0.4 

5.0 

8.5 

16 

6 

-12 

766 

L64 

Consol  Energy  CNX 

30.7 

807 

4.7 

0.6 

2.0 

3.8 

NM 

-2 

NA 

2570 

0.17 
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CORPORATE  SCOREBOARD 


OMPANY  SYMBOL 


SALES 

1ST 

QUARTER 

2004 

SMIL 


CHANGE 

FROM 

2003 

% 


PROFITS 

1ST  CHANGE 

QUARTER  FROM 

2004  2003 

SMIL  % 


MARGINS 

1ST  1ST 

QUARTER  QUARTER 

2004  2003 

SMIL  tt 


RETURN 

ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY           PE 

%  %              4-29 


5- YEAR  GROWTH 

MKT.  VALUE  12 

EARNINGS          SHARES  MONTH'S 

COMMON           PER         OUTSTANDING  EARNINGS 

EQUITY          SHARE               4-29  PER 

%                 %                 SMIL  SHARE 


reeport-McMoRan  Copper  &  Gold  FCX 

360.2 

-31 

-19.4 

NM 

NM 

9.5 

3.2 

9.7 

43 

NA 

13 

5468 

0.69 

nternational  Steel  Group  ISG 

1770.3 

283 

703 

NM 

4.0 

NM 

-1.6 

-2.6 

NM 

NA 

NA 

2896 

-0.54 

Aassey  Energy  MEE 

405.1" 

8 

-2.2 

NM 

NM 

NM 

-1.6 

-3.3 

NM 

NA 

NA 

1770 

-0.33 

Metals  USA  MUSA 

319.2 

41 

18.5 

NM 

5.8 

NM 

6.8 

11.9 

10 

NA 

NA 

269 

1.29 

lewmont  Mining  NEM 

1135.4 

52 

133.8 

-12 

11.8 

20.3 

5.7 

6.6 

32 

41 

NA 

16547 

1.16 

lucorNUE 

2286.4 

54 

113.2 

537 

5.0 

1.2 

4.6 

6.4 

30 

2 

-21 

4705 

2.00 

Iregon  Steel  Mills  OS 

252.4 

44 

7.5 

NM 

3.0 

NM 

-21.6 

-56.2 

NM 

-10 

NA 

212 

-4.15 

'eabody  Energy  BTU 

788.6" 

16 

22.6 

NM 

23 

NM 

2.8 

4.2 

40 

24 

-33 

2540 

1.17 

'helps  Dodge  PD 

1597.0 

63 

185.7 

NM 

11.6 

NM 

4.4 

6.3 

29 

1 

NA 

6211 

2.26 

iuanexNX<2> 

281.2 

23 

6.4 

-5 

2.3 

3.0 

6.2 

9.3 

16 

11 

3 

674 

2.61 

teel  Dynamics  STLD 

384.1 

63 

32.0 

103 

8.3 

6.7 

5.2 

10.1 

20 

10 

4 

1178 

L22 

Inited  States  Steel  X 

2910.0 

53 

44.0 

NM 

1.5 

NM 

-1L6 

-40.0 

NM 

NA 

NA 

3053 

-3.38 

Vorthington  Industries  WOR  '7| 

E)  PAPER  &  FOREST  PRODUCTS 

558.1 

4 

24.5 

116 

4.4 

2.1 

6.7 

9.6 

25 

-4 

-21 

1581 

0.73 

NDUSTRY  COMPOSITE 

20604.8 

12 

439.9 

NM 

2.1 

NM 

2.2 

5.5 

34 

7 

-16 

53840 

1.14 

towater  BOW 

745.3 

18 

-32.5 

NM 

NM 

NM 

-4.1 

-105 

NM 

-1 

NA 

2417 

-2.87 

ieorgia-Pacific  GP 

5222.0 

18 

142.0 

NM 

2.7 

NM 

23 

7.9 

21 

NA 

-5 

8834 

1.67 

nternational  Paper  IP 

6400.0 

7 

70.0 

37 

1.1 

0.9 

1.4 

4.0 

59 

-4 

-1 

19496 

0.69 

ouisiana-Pacific  LPX 

695.3 

71 

116.1 

NM 

16.7 

0.5 

17.1 

27.6 

7 

-2 

NA 

2588 

3.70 

AeadWestvaco  MWV 

1833.0 

8 

-2.0 

NM 

NM 

NM 

0.8 

1.4 

77 

19 

NA 

5239 

0.34 

Match  PCH 

420.4 

26 

21.8 

NM 

5.2 

NM 

7.5 

16.5 

13 

-15 

NA 

1099 

2.90 

Vausau-Mosinee  Paper  WMO 

251.8 

5 

3.5 

159 

1.4 

0.6 

3.5 

5.1 

40 

-3 

-10 

713 

0.35 

Veyerhaeuser  WY 

5037.0 

9 

121.0 

NM 

2.4 

NM 

2.3 

6.3 

30 

6 

-12 

13454 

2.02 

ELECOMMUNICATION  SERVICES 
ECTOR  COMPOSITE 

59551.5 

1 

5694.1 

-12 

9.6 

11.1 

5.5 

11.0 

20 

6 

-13 

358507 

1.14 

3    TELECOMMUNICATION  SERVICES 

NDUSTRY  GROUP  COMPOSITE 

59551.5 

1 

5694.1 

-12 

9.6 

11.1 

5.5 

11.0 

20 

6 

-13 

358507 

1.14 

A)  DIVERSIFIED  TELECOMMUNICATION  SERVICES 

NDUSTRY  COMPOSITE  47102.2  -2  5211.4  -18  11.1  13.3  6.6  12.5  18  1 

lIKelAT  196L2  3  189.8  -17  9.7  11.9  7.3  13.3  18  15 

iT&TT  7990.0  -11  304.0  -43  3.8  5.9  6.1  11.6  8  -23 

SellSouthBLS  5026.0  0  1150.0  35  223  17.0  12.2  18.2  13  5 

lenturyTel  CTL  593.7  3  83.3  -1  14.0  14.5  5.2  9.9  12  18 

lincinnati  Bell  CBB  302.4  -37  10.9  -71  3.6  7.9  73.9  NM  1  NA 

DTlDT.C'5'  527.0  17  18.4  NM  3.5  NM  0.3  0.4  NM  38 

IBC  Communications  SBC  t  10128.0  -2  1948.0  -21  19.2  23.7  93  13.9  15  19 

print  FON  Group  FON  3438.0  -4  308.0  10  9.0  7.8  2.0  2.4  50  NA 

'erizon  Communications  VZ  17136.0  4  1199.0  -37  7.0  11.6  23  8.4  38  22 

3)  WIRELESS  TELECOMMUNICATION  SERVICES 

NDUSTRY  COMPOSITE  12449.3  14  482.6  262  33  1.2  L9  4.8  50  54 

iT&T  Wireless  Services  AWE  4075.0  3  -58.0  NM  NM  3.6  0.6  1.1  NM  NA 

lextel  Communications  NXTL  3103.0  31  593.0  147  19.1  10.1  1L9  28.2  15  26 

lextel  Partners  NXTP  306.1  47  4.7  NM  1.5  NM  -9.3  NM  NM  NA 

iprint  PCS  Group  PCS  3437.0  17  -86.0  NM  NM  NM  -3.8  NM  NM  NA 

elephone&  Data  Systems  TDS  870.5  7  19.7  NM  2.3  NM  1.4  3.2  39  6 

I.S.  Cellular  USM  657.7  9  9.2  NM  1.4  NM  2.7  4.0  30  4 
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7 

-31 

-2 

4 

NA 

NA 

-1 

-26 

-17 


289471 

16117 

13884 

47794 

4189 
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1649 

83854 

16368 

104594 


-29  69036 

NA  32072 

NA  26684 

NA  3532 
NA 

-6  3770 

-21  2978 


1.58 
2.94 
2.07 
2.08 
2.38 
4.71 
0.03 
L65 
0.36 
LOO 

0.28 
0.09 
1.66 
-0.61 
-0.56 
L69 
1.15 


ITILITIES 

.ECTOR  COMPOSITE 

f.,,,1,,1  :M^— — ■ 

64163.5 

4 

4667.6 

2 

7.3 

7.4 

3.9 

9.8 

17 

8 

-4 

249346 

1.81 
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MDUSTRY  GROUP  COMPOSITE 

A)  ELECTRIC  UTILITIES 

NDUSTRY  COMPOSITE 

64163.5 
39657.8 

4 
3 

4667.6 
3195.7 

2 
11 

7.3 

8.1 

7.4 

7.5 

33 
4.5 

9.8 
10.7 

17 
16 

8 

9 

-4 
-1 

249346 
174603 

1.81 
2.38 

tmeren  AEE 

1216.0 

10 

100.0 

16 

8.2 

7.8 

6.0 

10.1 

14 

7 

1 

7955 

3.17 

American  Electric  Power  AEP 

3300.0 

-13 

291.0 

2 

8.8 

7.5 

2.7 

7.1 

17 

10 

-32 

12099 

L79 

JenterPoint  Energy  CNP 

29592 

2 

73.6 

-10 

2.5 

2.8 

3.2 

22.5 

8 

-21 

-30 

3333 

1.34 

)H  Energy  Group  CMG 

263.0 

-1 

23.2 

13 

8.8 

7.8 

6.0 

9.4 

16 

1 

-3 

729 

236 

MNergy  CIN 

1288.7 

2 

124.7 

-11 

9.7 

11.1 

5.3 

11.1 

16 

8 

6 

6805 

2.31 

lonsolidated  Edison  ED 

2685.0 

4 

158.0 

1 

53 

6.1 

33 

8.1 

18 

2 

-3 

9311 

2.32 

>ominion  Resources  D 

3879.0 

8 

452.0 

14 

11.7 

11.0 

3.8 

9.5 

21 

18 

6 

20621 

3.07 

)TE  Energy  DTE 

2093.0 

0 

193.0 

79 

9.2 

5.2 

4.3 

10.7 

12 

7 

-1 

6545 

3.33 

.ntergy  ETR 

225L5 

10 

213.0 

-17 

9.5 

12.7 

4.5 

8.6 

17 

4 

4 

12480 

3.20 

ixelon  EXC 

3722.0 

-9 

374.0 

50 

10.0 

6.1 

4.2 

10.6 

24 

32 

7 

21850 

2.79 

PL  Group  FPL 

233L0 

12 

138.0 

-21 

53 

8.4 

5.5 

12.3 

13 

6 

4 

11747 

4.80 

ireat  Plains  Energy  GXP 

541.5 

17 

29.5 

34 

5.4 

4.8 

7.7 

17.3 
11.4 

13 

1 

6 

2180 

2.39 

lawaiian  Electric  Industries  HE 

437.1 
443.7 

3 

15 

3L4 

26 

12 

5.8 
2.8 

3.8 
3.5 

15 

6 

4 
-6 

1896 

3.29 

»NM  Resources  PNM 

243 

129 

5.6 

6.7 

16 

4 

1188 

1.80 

»PLPPL 

1520.0 

2 

178.0 

1 

11.7 

11.8 

6.3 

21.0 

12 

12 

3 

7635 

3.70 
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COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


RETURN 


5-YEAR  GROWTH 

MKT.  VALUE  12 


QUARTER 
2004 
SMIL 

CHANGE 

FROM 

2003 

% 

1ST 

QUARTER 

2004 

SMIL 

CHANGE 

FROM 

2003 

% 

1ST 

QUARTER 

2004 

SMIL. 

1ST 
UARTER 
2003 

% 

ON 

INVESTED 

CAPITAL 

% 

ON 

COMMON 

EQUITY 

% 

P-E 
4-29 

COMMON 

EOUITY 

% 

EARNINGS 

PER 

SHARE 

% 

SHARES 

OUTSTANDING 

4-29 

SMIL. 

MONTH'S  ■ 

EARNINGS  ■ 

PER          I 

SHARE     l| 

Progress  Energy  PGN 

2234.0 

2 

108.0 

-48 

4.8 

9.5 

4.1 

9.7 

14 

21 

3 

10593 

257 

Puget  Energy  PSD 

743.5 

16 

66.4 

48 

85 

7.0 

3.6 

8.4 

15 

4 

-11 

2170 

1.43     1  i 

Southern  SO 

2755.0 

8 

331.0 

11 

12.0 

11.7 

6.8 

15.6 

14 

-2 

6 

21145 

2.07        1 

Teco  Energy  TE 

642.3 

-1 

28.7 

NM 

4.5 

NM 

0.5 

2.0 

67 

8 

NA 

2396 

0.19        | 

Texas  Genco  Holdings  TGN 

439.1 

22 

60.9 

NM 

13.9 

N\l 

7.4 

7.3 

13 

NA 

NA 

2881 

2.79        t 

UIL  Holdings  till 

249.4 

6 

5.7 

3 

2.3 

2.4 

3.0 

6.1 

22 

2 

-8 

659 

2.07 

WPS  Resources  WPS 

1373.3 

7 

46.4 

30 

3.4 

2.8 

6.4 

11.8 

14 

14 

14 

1706 

358 

Xcel  Energy  XEL 

2290.6 

10 

144.3 

15 

6.3 

6.1 

4.5 

10.3 

13 

17 

-4 

6679 

L27 

(B)  GAS  UTILITIES 

INDUSTRY  COMPOSITE 

5291.7 
352.6 

17 
11 

575.7 
127.0 

35 

14 
24 

10.9 

9.4 

7.1 

15.2 
14.5 

13 

7 

15 

19845 

3J1 

Kinder  Morgan  KMI  t 

36.0 

34.8 

6.1    " 

19 

16 

23 

7564 

3.20 

Northwest  Natural  Gas  NWN 

254.5 

23 

32.6 

12.8 

12.8 

5.2 

10.3 

15 

4 

8 

771 

2.00 

Peoples  Energy  PGL<3» 

927.0 

3 

545 

-14 

5.9 

7.0 

5.6 

10.6 

16 

2 

4 

1531 

2.56 

Piedmont  Natural  Gas  PNY<2> 

618.8 

25 

74.6 

29 

12.1 

11.8 

55 

10.4 

15 

6 

2 

1530 

2.70 

Sempra  Energy  SRE 

2360.0 

23 

221.0 

84 

9.4 

6.2 

8.2 

9.7 

19.5 

9 

4 

21 

7115 

3.62 

South  Jersey  Industries  SJI 

305.5 

9 

24.5 

7 

8.0 

55 

12.1 

15 

11 

14 

547 

2.72 

Southwest  Gas  SWX 

473.4 

17 

41.0 

61 

8.7 

6.3 

25 

8.6 

15 

6 

-5 

787 

1.55 

(C)  MULTI-UTILITIES  l  UNREGULATED  POWER 

INDUSTRY  COMPOSITE 

19213.9 

3 

896.2 

-31 

4.7 

6.9 

1.7 

5.4 

33 

7 

6 

54898 

0.62 

AESAES 

2257.0 

18 

74.0 

-44 

3.3 

6.9 

L8 

30.6 

18 

-16 

-6 

5334 

0.47 

Avista  AVA 

343.7 

1 

12.7 

-31 

3.7 

5.4 

2.4 

5.9 

19 

12 

12 

831 

051      ! 

Constellation  Energy  Group  CEG 

3036.6 

30 

115.8 

65 

3.8 

3.0 

5.5 

12.2 

13 

8 

4 

6542 

310 

Duke  Energy  DUK 

5845.0 

-5 

88.0 

-78 

L5 

6.4 

-3.6 

-9.4 

NM 

13 

NA 

19176 

-L47 

Dynegy  DYN 

1657.0 

-12 

60.0 

-37 

3.6 

5.1 

65 

28.5 

3 

16 

22 

1559 

L39 

Equitable  Resources  EQT 

400.4 

17 

70.1 

9 

175 

18.8 

112 

18.6 

17 

7 

27 

2956 

2.83 

MDU  Resources  Group  MDU 

515.5 

10 

23.6 

-15 

4.6 

5.9 

7.5 

12.4 

14 

22 

25 

2555 

L57 

National  Fuel  Gas  NFG  "t 

801.7 

-1 

77.1 

-4 

9.6 

10.0 

75 

15.2 

11 

4 

25 

2002 

2.27 

Public  Service  Enterprise  Group  PEG 

3221.0 

-2 

272.0 

-16 

8.4 

9.9 

4.3 

14.5 

13 

1 

0 

10125 

3.43 

Scana  SCG 

1136.0 

6 

103.0 

20 

9.1 

8.0 

5.3 

12.6 

13 

5 

-1 

3818 

2.70 

Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Aaron  Rents  5d 

Abbott  Laboratories  15b 

Abercrombie  &  Fitch  5d 

ABM  Industries  17 

Accenture  19b 

ACE  12 

Acuity  Brands  16d 

Adobe  Systems  19c 

Advanced  Micro  20 

ADV04 

Aeropostale  5d 

AES24c 

Aetna  14b 

Affiliated  Computer  Svcs.  19b 

AFLAC  12 

AGC016f 

Agere  Systems  20 

Agilent  Technologies  21c 

Air  Products  &  Chemicals  22a 

AirTran  Holdings  18b 

AK  Steel  Holding  22d 

Alaska  Air  Group  18b 

Albemarle  22a 

Alberto-Culver  8b 

Albertson's  6 

Alcoa  22d 

Alexander  &  Baldwin  18c 

Alleghany  16e 

Allegheny  Tech.  22d 

Allete  16e 

Alliance  Data  Sys.  19b 

Allied  Waste  Inds.  17 

Allstate  12 

Alltel  23a 

Altera  20 

Altria  Group  7c 

Amazon.com  5b 

Ambac  Financial  12 

Amerada  Hess  9b 

Ameren  24a 

America  West  Holdings  18b 

American  Eagle  Outfitters  5d 

American  Electric  24a 


American  Express  lib 
American  Financial  12 
American  Greetings  2a 
American  Intl.  Group  12 
American  National  12 
American  Power  16d 
American  Standard  16b 
AmeriCredit  lib 
AmerisourceBergen  14b 
Ameritrade  Holding  Ua 
Ametek  16d 
Amgen  15a 
Amkor  Technology  20 
Amphenol  21c 
AMR  18b 

AmSouth  Bancorporation  10a 
Analog  Devices  20 
Andrew  21a 
Anheuser-Busch  7a 
Anixter  International  21c 
AnnTaylor  Stores  5d 
Anteon  Intl.  19b 
Anthem  14b 
Apache  9b 
Apollo  Group  17 
Apple  Computer  21b 
Applied  Biosystems  14a 
Applied  Industrial  Tech.  16g 
Applied  Materials  20 
Apria  Healthcare  Group  14b 
AptarGroup  22c 
Arch  Coal  22d 
Archer  Daniels  7b 
Argosy  Gaming  3 
Arkansas  Best  18d 
Arrow  Electronics  21c 
ArvinMeritor  la 
Asbury  Automotive  5d 
Ashland  9b 
Astoria  Financial  10b 
AT&T  23a 

AT&T  Wireless  23b 
Atmel  20 
Audiovox  21a 
Autodesk  19c 


Autoliv  la 

Automatic  Data  19b 
AutoNation  5d 
AutoZone  5d 
Avaya  21a 
Avery  Dennison  17 
Aviall  16a 
Avista  24c 
Avon  Products  8b 


Baker  Hughes  9a 

Ball  22c 

Bank  of  America  10a 

Bank  of  New  York  Ua 

Bank  One  10a 

Banknorth  Group  10a 

Banta  17 

Bard  (CR.)  14a 

Barnes  &  Noble  5d 

Barnes  Group  16f 

Barr  Pharmaceuticals  15b 

Bausch  &  Lomb  14a 

Baxter  International  14a 

BB&TlOa 

BEA  Systems  19c 

Bear  Stearns  11a 

Beazer  Homes  USA  2a 

Becton,  Dickinson  14a 

Bed  Bath  &  Beyond  5d 

Bell  Microproducts  21c 

BellSouth  23a 

Belo4 

Bemis22c 

Benchmark  Electronics  21c 

Berkley  (W.R.)  12 

Best  Buy  5d 

Big  Lots  5c 

Biomet  14a 

Bisys  Group  19b 

BJ  Services  9a 

BJ's  Wholesale  Club  6 

Black  &  Decker  2a 

Block  (H&R)  17 

Blockbuster  5d 


Bob  Evans  Farms  3 
Boeing  16a 
Boise  Cascade  5d 
Bon-Ton  Stores  5c 
Borders  Group  5d 
BorgWarner  la 
Boston  Scientific  14a 
Bowater22e 
Boyd  Gaming  3 
Briggs  &  Stratton  16f 
Brinker  International  3 
Bristol-Myers  Squibb  15b 
Broadcom  20 
Brown  Shoe  2c 
Brown-Forman  7a 
Brunswick  2b 
Building  Materials  5d 
Bunge  7b 

Burlington  Coat  Factory  5d 
Burlington  Northern  Santa  Fe  18d 
Burlington  Resources  9b 

Cabot  22a 

CACI  International  19b 
Cadence  Design  Sys.  19c 
Caesars  Ent.  3 
Callaway  Golf  2b 
Campbell  Soup  7b 
Capital  One  Financial  lib 
Caraustar  Industries  21c 
Cardinal  Health  14b 
Career  Education  17 
Carlisle  16e 
CarMax  5d 
Carnival  3 
Carpenter  Tech.  22d 
Casey's  General  Stores  6 
Caterpillar  16f 
CBRLGroup3 
CDI17 
CDW21c 
CellStar21c 
Cendant  17 
CenterPoint  Energy  24a 


Centex  2a 

Century  Aluminum  22d 
CenturyTel  23a 
Ceridianl9b 
Certegyl9b 
CH  Energy  Group  24a 
Champion  Enterprises  2a 
Charming  Shoppes5d 
Charter  One  Finl.  10a 
Chesapeake  22c 
Chesapeake  Energy  9b 
ChevronTexaco  9b 
Children's  Place  5d 
Chiron  15a 
Chubb  12 
Cigna  14b 
Cincinnati  Bell  23a 
Cincinnati  Financial  12 
CINergy24a 
Cintas  17 

Circuit  City  Stores  5d 
Cisco  Systems  21a 
CIT  Group  lie 
Citigroup  lie 
CKE  Restaurants  3 
Claire's  Stores  5d 
Cleveland-Cliffs  22d 
CNA  Financial  12 
CNF  18a 
Coach  2c 
Coca-Cola  7a 
Coca-Cola  Bottling  7a 
Coca-Cola  Enterprises  7a 
Cole  National  5d 
Colgate-Palmolive  8a 
Colonial  BancGroup  10a 
Comcast  4 
Comerica  10a 
Commerce  Bancorp  10a 
Commerce  Bancshares  10a 
Commerce  Group  12 
Commercial  Metals  22d 
Community  Health  Sys.  14b 
CompuCom  Systems  19b 
ConAgra  Foods  7b 


Conexant  Systems  20 
ConocoPhillips  9b 
Consol  Energy  22d 
Consolidated  Edison  24a 
Constellation  Brands  7a 
Constellation  Energy  24c 
Continental  Airlines  18b 
Convergys  19b 
Cooper  Cameron  9a 
Cooper  Industries  16d 
Cooper  Tire  &  Rubber  la 
Coors  (Adolph)  7a 
Com  Products  Intl.  7b 
Corning  21a 
Cost  Plus  5d 
Costco  Wholesale  6 
Countrywide  Finl.  10b 
Covance 14b 
Coventry  Health  Care  14b 
Cox  Communications  4 
Crane  16f 
Crompton  22a 
Crown  Holdings  22c 
CSKAuto5d 
CSX18d 
Cummins  16f 

Cypress  Semiconductor  20 
Cytec  Industries  22a 


D&K  Healthcare  Resources  14b 

Dana  la 

Danaher 16f 

Darden  Restaurants  3 

Deere  16f 

Dell  21b 

Delphi  la 

Delphi  Financial  12 

Delta  Air  Lines  18b 

Deluxe  17 

Dentsply  Intl.  14a 

Dick's  Sporting  Goods  5d 

Diebold21b 

Dillard's  5c 

Dollar  General  5c 


Dollar  Tree  Stores  5c 

Dominion  Resources  24a 

Donaldson  16f 

Doral  Finl.  10b 

Dover  16f 

Dow  Chemical  22a 

Dow  Jones  4 

DST  Systems  19b 

DTE  Energy  24a 

Duane  Reade  6 

Duke  Energy  24c 

Dun  &  Bradstreet  17 

DuPont  22a 

Dura  Automotive  Systems  la 

Dynegy  24c 


E*Trade  Finl.  11a 

Earthlink  19a 

Eastman  Kodak  2b 

Eaton  16f 

eBay  5b 

Ecolab22a 

Education  Management  17 

Edwards  (A.G.)  11a 

Edwards  Lifesciences  14a 

Electronic  Data  Systems  19b 

Electronics  Boutique  5d 

EMC  21b 

Emcor  Group  16c 

Energizer  Holdings  8a 

Engelhard  22a 

Entergy  24a 

Equifax  17 

Equitable  Resources  24c 

Equity  Residential  13 

Erie  Indemnity  12 

Estee  Lauder  8b 

Ethan  Allen  Interiors  2a 

Everest  Re  Group  12 

Exelon  24a 

Express  Scripts  14b 

ExpressJet  Holdings  18b 

Exxon  Mobil  9b 
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mith  Barney  has  the  highest  client  satisfaction  of  the  top  national  full-service  brokerage  firms.*  As  we  and  our  clients  well  know, 
jccess  rarely  comes  without  hard  work  and  determination.  It's  a  simple  concept  that  every  Financial  Consultant  at  Smith  Barney  lives  by. 
ie  fact  is,  a  successful  Financial  Consultant  must  always  be  thinking  and  planning.  Because  the  best  work  doesn't  only  happen  between 
and  5.  It's  this  relentless  work  ethic  that  our  clients  have  come  to  expect  from  us.  And  what  we  demand  from  ourselves. 
Dr  more  information,  visit  us  at  smithbarney.com. 


THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  I 


T  SmuhBarney^ 

Citigroup 


2004  Citigroup  Global  Markets  Inc.  Member  SIPC  Smith  Barney  is  a  division  and  service  mark  ot  Citigroup  Global  Markets  Inc.  and  its  affiliates  and  is  used  and  registered  throughout  the  world  CITIGROUP  and  the  Umbrella  Device 
trademarks  and  service  marks  of  Citicorp  or  its  affiliates  and  are  used  and  registered  throughout  the  world.  THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT  is  a  service  mark  ol  Citigroup  Global  Markets  Inc.  "Source  2003  NF0 
luent  Market  Survey,  fielded  May-July  03  and  included  3.304  participants.  The  satisfaction  score  represents  a  rating  of  their  primary  financial  service  provider  "Top  national  full-service  brokerage  firms"  are  defined  as  the  top  five  firms 
h  the  highest  total  client  assets  under  management  as  of  40. 2003 


CORPORATE  SCOREBOARD 


Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Fairchild  Semiconductor  20 

Family  Dollar  Stores  5c 

Fastenal  16g 

Federal  Signal  16f 

Federal-Mogul  la 

Federated  Oept.  Stores  5c 

FedEx  18a 

Ferro22a 

Fidelity  National  Finl.  12 

Fifth  Third  Bancorp  10a 

Finish  Line  5d 

Finlay  Enterprises  5d 

First  American  12 

First  Data  19b 

First  Horizon  Natl.  10a 

Flservl9b 

Fleetwood  Ents.  lb 

Fluor  16c 

FMC22a 

FMC  Technologies  9a 

Foodarama  6 

Foot  Locker  5d 

Ford  Motor  lb 

Forest  City  Ent.  13 

Forest  Laboratories  15b 

Fortune  Brands  2a 

FPL  Group  24a 

Franklin  Resources  11a 

Fred's  5c 

Freeport-McMoRan  C&G  22d 

Fremont  General  10b 

Fresh  Del  Monte  7b 

Friedman.  Billings.  Ramsey  13 

Fuller  (H.B.)  22a 


Gallagher  (Arthur  J.)  12 

Galyan's  Trading  5d 

GameStop  5d 

Gannett  4 

Gap5d 

Gateway  21b 

GATXllc 

GenCorp 16a 

Genentech  15a 

General  Cable  16d 

General  Dynamics  16a 

General  Electric  16e 

General  Growth  Pptys.  13 

General  Mills  7b 

General  Motors  lb 

Genesco  5d 

Genlyte  Group  16d 

Genuine  Parts  5a 

Genzyme  General  15a 

Georgia-Pacific  22e 

Gilead  Sciences  15a 

Gillette  8b 

Golden  West  10b 

Goldman  Sachs  Group  11a 

Goodrich  16a 

Goody's  Family  Clothing  5d 

Grace  (W.R.)  22a 

Grainger  (WW.)  16g 

Great  Amencan  Finl.  Res.  12 

Great  Lakes  Chemical  22a 

Great  Rains  Energy  24a 

GreenPomt  Financial  10b 

Greif22c 

Group  1  Automotive  5d 

Gtech  Holdings  3 

Guidantl4a 

Guitar  Center  5d 


Halliburton  9a 

Handleman  5a 

Harley-Davidson  lb 

Harman  International  2a 

Harrah's  Entertainment  3 

Harris  21a 

Harsco  16f 

Harte-Hanks4 

Hasbro  2b 

Hawaiian  Electric  24a 

Hayes  Lemmerz  Intl.  la 

HCA14b 

Health  Management  Assocs.  14b 

Heinz  (H.J.)  7b 


Hercules  22a 
Hershey  Foods  7b 
Hewlett-Packard  21b 
Hexcel  16a 
Hibemia  10a 
Hilton  Hotels  3 
Home  Depot  5d 
HON  Industries  17 
Honeywell  Intl.  16a 
Hormel  Foods  7b 
Horton(D.R.)2a 
Host  Marriott  13 
Hovnaman  Ents.  2a 
Hubbeil  16d 
Hughes  Supply  16g 
Humana  14b 
Hunt  (J.B.)  18a 
Huntington  Bancshares  10a 
Huttig  Building  Prods.  16g 


IBM  21b 
IDT  23a 

IKON  Office  Solutions  17 
Illinois  Tool  Works  16f 
Imation  21b 
IMS  Health  14b 
Ingersoll-Rand  16f 
Ingles  Markets  6 
Ingram  Micro  21c 
Insight  Enterprises  5b 
Intel  20 
Interface  2a 

International  Flavors  22a 
International  Game  Tech.  3 
International  Paper  22e 
International  Steel  22d 
Interstate  Bakeries  7b 
Intuit  19c 
Invacare  14a 
Invitrogen  15a 
Isle  of  Capri  Casinos  3 
in  Industries  16f 
Jabil  Circuit  21c 
Jacobs  Engineering  16c 
Janus  Capital  11a 
Jefferies  Group  11a 
Jefferson-Pilot  12 
JetBlue  Airways  18b 
JLG  Industries  16f 
Jo-Ann  Stores  5d 
John  Hancock  Financial  12 
Johnson  &  Johnson  15b 
Johnson  Controls  la 
Jones  Apparel  Group  2c 
Joy  Global  16f 
JPMorgan  Chase  11a 


K22b 
Kaman  16a 
KB  Home  2a 
Kellogg  7b 
Kellwood  2c 
Kelly  Services  17 
Kennametal  16f 
Kerr-McGee9b 
KeyCorp  10a 
Kimball  Intl.  2a 
Kimberly-Clark  8a 
Kinder  Morgan  24b 
Kindred  Healthcare  14b 
KLA-Tencor20 
Kmart  Holding  5c 
Knight  Trading  Group  11a 
Knight-Ridder4 
Kohl's  5c 
Kraft  Foods  7b 
Kroger  6 


L-3  Communications  16a 

Laboratory  Corp.  of  America  Mb 

Laidlaw  Intl.  18d 

Lam  Research  20 

Landry's  Restaurants  3 

Landstar  System  18d 

La-Z-8oy2a 

Lear  la 

Leggett  &  Piatt  2a 

Lehman  Brothers  Holdings  11a 


Lennar2a 
Lexmark  Intl.  21b 
LifePoint  Hospitals  14b 
Lilly  (Eli)  15b 
Limited  Brands  5d 
Lincare  Holdings  14b 
Lincoln  Electric  16f 
Linens  'n  Things  5d 
Lithia  Motors  5d 
Liz  Claiborne  2c 
Lockheed  Martin  16a 
Loews  12 

Longs  Drug  Stores  6 
Louisiana-Pacific  22e 
Lowe's  5d 
LSI  Logic  20 
Lubrizol  22a 
Lucent  Technologies  21a 
Lyondell  22a 

a   «■■ 

M&TBanklOa 

M.D.C.  Holdings  2a 

Mandalay  Resort  3 

Manor  Care  14b 

Manpower  17 

Marathon  Oil  9b 

Marriott  Intl.  3 

Marsh  &  McLennan  12 

Massey  Energy  22d 

Mattel  2b 

Maverick  Tube  9a 

Maxim  Integrated  Prods.  20 

Maxtor  21b 

May  Department  Stores  5c 

Maytag  2a 

MBNA  lib 

McClatchy4 

McCormick7b 

McDonald's  3 

McGraw-Hill  4 

McKesson  14b 

MDU  Resources  Group  24c 

MeadWestvaco  22e 

Medco  Health  14b 

Medlmmune  15a 

Medtronic  14a 

Mellon  Financial  11a 

Men's  Wearhouse  5d 

Merck  15b 

Meredith  4 

Meritage  2a 

Merrill  Lynch  11a 

Metals  USA  22d 

MGIC  Investment  10b 

MGM  Mirage  3 

Michaels  Stores  5d 

Micron  Technology  20 

Microsoft  19c 

Miller  (Herman)  17 

Mohawk  Industries  2a 

Molex21c 

Monaco  Coach  lb 

Monsanto  22a 

Moody's  lie 

Morgan  Stanley  11a 

Motorola  21a 

MPS  Group  19b 

MSC  Industrial  Direct  16g 

Mueller  Industries  16f 


Nabors  Industries  9a 

Nacco  Industries 16f 

Nash  Finch  6 

National  City  10a 

National  Commerce  Finl.  10a 

National  Fuel  Gas  24c 

National  Semicond.  20 

National-Oilwell  9a 

Navistar  International  16f 

NBTY8b 

NCR  21b 

Neiman  Marcus  Group  5c 


Network  Appliance  21b 

New  Century  Financial  10b 

New  Yotk  Community  Banc.  10b 

New  York  Times  4 

Newell  Rubbermaid  2a        s 

Newmont  Mining  22d 

Nextel  Communications  23b 

Nextel  Partners  23b 

Nike  2c 

99  Cents  Only  Stores  5c 

Noble  9a 

Nordstrom  5c 

Norfolk  Southern  18d 

North  Fork  Bancorp.  10a 

Northern  Trust  11a 

Northwest  Airlines  18b 

Northwest  Natural  Gas  24b 

Novell  19c 

Novellus  Systems  20 

Nu  Skin  Enterprises  8b 

Nucor22d 

NVIDIA  20 

NVR2a 


Occidental  Pet.  9b 

Office  Depot  5d 

Old  Republic  Intl.  12 

Omnicom  Group  4 

Oracle  19c 

Oregon  Steel  Mills  22d 

O'Reilly  Automotive  5d 

Oshkosh  Truck  16f 

Outback  Steakhouse  3 

Overnite  18d 

Owens  &  Minor  14b 

Owens-Illinois  22c 

Oxford  Health  Plans  14b 

Oxford  Industries  2c 

Paccar 16f 

Pacific  Sunwear  of  Calif.  5d 

Packaging  Corp.  America  22c 

Pactiv22c 

Pal  18 

palmOne  21b 

Pantry  6 

Parker  Hannifin  16f 

PartnerRel2 

Pathmark  Stores  6 

Patterson  Dental  14b 

Paychex 19b 

Payless  ShoeSource  5d 

PC  Connection  5d 

Peabody  Energy  22d 

Penn  National  Gaming  3 

Penney  (J.C.)  5c 

Pentair  16f 

Peoples  Energy  24b 

PeopleSoft  19c 

Pep  Boys  5d 

Pepsi  Bottling  Group  7a 

PepsiAmericas  7a 

PepsiCo  7a 

PerkinElmer  21c 

Perrigo  15b 

Petco  Animal  Supplies  5d 

Petsmart  5d 

Pfizer  15b 

Phelps  Dodge  22d 

Phillips-Van  Heusen  2c 

Piedmont  Natural  Gas  24b 

Pier  1  Imports  5d 

Pilgrim's  Pride  7b 

Pitney  Bowes  17 

Plexus  21c 

Plum  Creek  Timber  13 

PNC  Financial  Svcs.  10a 

PNM  Resources  24a 

Pogo  Producing  9b 

Polans  Industries  2b 

Popular  10a 

Potlatch22e 

PPGIndustnes22a 

PPL  24a 

Praxair  22a 

Precision  Castparts  16a 

Premcor  9b 

Price  (T.  Rowe)  11a 

Priority  Healthcare  14b 

Procter  &  Gamble  8a 


Progress  Energy  24a 
Progressive  12 
Providian  Financial  lib 
Public  Service  Ent.  24c 
Puget  Energy  24a 
Pulte  Homes  2a 


Qualcomm  21a 
Quanex  22d 
Quest  Diagnostics  14b 
Quiksilver  2c 
R.J.  Reynolds  Tobacco  7c 
Radian  Group  10b 
RadioShack5d 
Raymond  James  Finl.  11a 
Rayovac  8a 
Raytheon  16a 
Reebok  International  2c 
Regal  Entertainment  4 
Regions  Financial  10a 
Regis  5d 

Reinsurance  Group  12 
Reliance  Steel  &  Alum.  16f 
Renal  Care  Group  14b 
Rent-A-Center  5d 
Retail  Ventures  5c 
Reynolds  &  Reynolds  19c 
Rite  Aid  6 

Robert  Half  International  17 
Robinson  (C.H.)  18a 
Rock-Tenn  22c 
Rockwell  Automation  16d 
Rockwell  Collins  16a 
Rohm  &  Haas  22a 
Ross  Stores  5d 
Royal  Canbbean  Cruises  3 
RPM  Intl.  22a 
Ruby  Tuesday  3 
Ryder  System  18a 
Ryland  Group  2a 


Sabre  Holdings  19b 
Safeco  12 
Saks  5c 
SanDisk  21b 
Sanmina-SCI  21c 
Sara  Lee  7b 

SBC  Communications  23a 
Scana  24c 
ScanSource  21c 
Schein  (Henry)  14b 
Schering-Plough  15b 
Schlumberger  9a 
Scholastic  4 
Schulman  (A.)  22a 
Schwab  (Charles)  11a 
Scientific-Atlanta  21a 
Scotts22a 
SCPPool2b 
Scripps(E.W.)4 
Seagate  Technology  21b 
Sealed  Air  22c 
Sears.  Roebuck  5c 
Select  Medical  14b 
Selective  Insurance  Group  12 
Sempra  Energy  24b 
Sensient  Tech.  22a 
ServiceMaster  17 
7-Eleven  6 
Sharper  Image  5d 
Shaw  Group  16c 
Sherwin-Williams  5d 
ShopKo  Stores  5c 
Siebel  Systems  19c 
Sierra  Health  Services  14b 
Sigma-Aldnch  22a 
Silgan  Holdings  22c 
Silicon  Graphics  21b 
SIRVA  18d 
SkyWest  18b 
SIM  lib 
Smart  &  Final  6 
Smith  (A.0.)16d 
Smith  International  9a 
Smithfield  Foods  7b 
Smucker(J.M.)7b 
Smurfit-Stone  Container  22c 
Snap-on  2a 


Solectron  21c 

Sonic  Automotive  5d 

Sonoco  Products  22c 

South  Jersey  Industries  24b 

Southern  24a 

SouthTrust  10a 

Southwest  Airlines  18b 

Southwest  Gas  24b 

Sovereign  Bancorp  10b 

Spartech  22a 

Spherion  17 

Sports  Authority  5d 

Sprint  FON  Group  23a 

Sprint  PCS  Group  23b 

St.  Jude  Medical  14a 

St.  Paul  Travelers  12 

Stage  Stores  5d 

StanCorp  Financial  Group  12 

Stanley  Works  2a 

Staples  5d 

Starbucks  3 

Starwood  Hotels  &  Resorts  3 

State  Auto  Finl.  12 

State  Street  11a 

Station  Casinos  3 

Steel  Dynamics  22d 

Steelcase  17 

Stein  Mart  5d 

Steris  14a 

Stewart  &  Stevenson  16f 

Stewart  Information  Svcs.  12 

Storage  Technology  21b 

Stryker  14a 

Sun  Microsystems  21b 

SunGard  Data  Systems  19b 

Sunoco  9b 

SunTrust  Banks  10a 

Superior  Industries  Intl.  la 

Supervalu  6 

Swift  Transportation  18d 

Symantec  19c 

Synopsys 19c 

Synovus  Financial  10a 

Sysco  6 


Take-Two  Interactive  19c 

Talbots5d 

Target  5c 

TBC5d 

TCF  Financial  10a 

Tech  Data  21c 

Teco  Energy  24a 

Tektronix  21c 

Teleflex  16e 

Telephone  &  Data  Sys.  23b 

Tellabs  21a 

Temple-Inland  22c 

Tenneco  Automotive  la 

Teradyne  20 

Terexl6f 

Tetra  Tech  17 

Texas  Genco  24a 

Texas  Industries  22b 

Texas  Instruments  20 

Textron  16e 

Thermo  Electron  21c 

Thomas  &  Betts  16d 

Thor  Industries  lb 

3M16e 

Tiffany  5d 

Timberland2c 

Time  Warner  4 

Timken  16f 

TJX5d 

Toll  Brothers  2a 

Torchmark  12 

Torol6f 

Total  System  Services  19b 

Toys'R'Us5d 

Tractor  Supply  5d 

Trans  World  Entertainment  5d 

Transatlantic  Holdings  12 

Transocean  9a 

Triad  Hospitals  14b 

Tribune  4 

Tupperware  2a 

21st  Century  Ins.  12 

Tyson  Foods  7b 


U.S.  Bancorp  10a 

U.S.  Cellular  23b 

U.S.XpressEnt.l8d 

UIL  Holdings  24a 

Ultimate  Electronics  5d 

Union  Pacific  18d 

Union  Planters  10a 

UnionBanCal  10a 

Unisys  19b 

United  Auto  Group  5d 

United  Defense  Inds.  16a 

United  Natural  Foods  6 

United  Parcel  Service  18a 

United  Rentals  17 

United  States  Steel  22d 

United  Technologies  16a 

UnitedHealth  Group  14b 

Unitnn  12 

Universal  Forest  Products  16b 

Universal  Hearth  14b 

Unocal* 

URS16c 

US  Airways  Group  18b 

USF18d 

USG16b 

UST7c 

UTStarcom  21a 


Vail  Resorts  3 

Valassis  Commun.  4 

Valero  Energy  9b 

Valspar22a 

Varian  21c 

Varian  Medical  14a 

Veritas  Software  19c 

Verizon  Communications  23a 

VF2c 

Viacom  4 

Village  Super  Market  6 

Visteon  la 

Volt  Info.  Sciences  17 

Vulcan  Matenals  22b 

Wachovia  10a 

Walgreen  6 

Wal-Mart  Stores  6 

Washington  Mutual  10b 

Waste  Management  17 

Waters  21c 

Watscol6g 

Watson  Pharmaceuticals  15b 

Wausau-Mosinee  Paper  22e 

Weis  Markets  6 

WellChoice  14b 

WellPoint  Health  14b 

Wells  Fargo  10a 

Wendy's  Intl.  3 

Werner  Enterprises  18d 

WESCO  International  5a 

West  17 

Westcorp  10a 

Western  Digital  21b 

Weyerhaeuser  22e 

WFS  Financial  lib 

Whirlpool  2a 

Wiley  (John)  &  Sons  4 

Williams-Sonoma  5d 

Wilsons  Leather  5d 

Winnebago  Industries  lb 

World  Fuel  Services  9b 

Worthington  Inds  22d 

WPS  Resources  24a 

Wrigley(Wm.)Jr.7b 

Wyethl5b 


Xcel  Energy  24a 

Xerox 21d 

Xilmx  20 

XTO  Energy  9b 

Yahoo  19a 

Yellow  Roadway  18d 

York  Intl.  16b 

YUM!  Brands  3 

Zale5d 

Zenith  Natl.  Ins.  12 

Zimmer  Holdings  14a 

Zions  Bancorporation  10a 
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EVOLUTION 


[ANOTHER   REASON    PSEG    HAS    WALL    STREET'S    ATTENTION 


In  the  beginning,  transportation  was  one  of  our  primary  businesses. 


But  later  it  became  apparent  to  us  that  energy  was  the  industry  of  the 


future.  And  so  it  goes.  Over  the  past  100  years,  we  have  continued  to 


thoughtfully  evolve  our  business  to  meet  changes  in  the  marketplace 


as  well  as  the  needs  of  our  shareholders  and  the  communities  we 


serve.  Today,  our  focus  is  to  provide  investors  with  an  attractive  total 


return  through  a  combination  of  steady  income  and  long-term  growth. 


So  they  can  better  reach  their  future  goals. 


PSEG 

We  make  things  work  for  you. 


wrww.pseg.com 


Personal  Business  Invest  in 


Choosing 

An  Online 
Broker 

Most-but  not  all-brokerage  Web  sites  now  slap 
on  a  slew  of  fees.  BY  CAROL  marie  CROPPER 


AS  TV  DETECTIVE  Theo  Kojak  used  to  quip: 
"Who  loves  ya,  baby?"  That's  the  question 
online  investors  need  to  ask  themselves 
these  days.  Many  who  are  venturing  back 
into  the  market  will  find  a  rather  frayed  wel- 
come mat.  The  majority  of  the  most  popular 
places  to  trade  via  the  Internet— 12  brokerage 
firms  handle  75%  of  all  online  trades— have  instituted  a  mul- 
titude of  service  levels.  The  amount  you  pay  to  play— as  well  as 
the  kinds  of  research  and  tools  you  can  use— often  depends  on 
which  level  you  qualify  for.  Have  $1  million  to  invest?  Or  a 
mere  $30,000  in  household  assets— but  you  make  more  than 
120  trades  a  year?  Then,  Fidehty.com  will  charge  only 

$8  for  a  market  or  a  limit  order.  Don't     base  but  generate  80%  of  revenues,  he 


have  much  cash— or  the  itch  to  shop  for 
stocks  once  or  twice  a  week?  Then  a  lim- 
it order  will  cost  you  $3795,  plus  2<t  for 
shares  after  the  first  1,000. 

Fidelity  isn't  the  only  one  that  plays 
favorites.  Harrisrfi'recr,  QuickandReiliy, 
and  TD  Waterhouse  also  offer  deals  to 
those  with  higher  assets  or  more  fre- 
quent trades.  Everyone  is  chasing  the 
most  active  traders,  says  Dennis  Ceru, 
director  of  retail  brokerage  and  investing 
at  TowerGroup,  a  research  and  consult- 
ing firm.  The  most  industrious  investors 
might  make  up  20%  of  a  firm's  client 
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adds.  Firms  that  once  chased  market 
share  now  turn  a  sharper  eye  on  what 
contributes  to  the  bottom  line. 

If  you're  a  smaller  fry  or  a  buy-and-hold 
type  who  doesn't  trade  very  often,  it's  not 
enough  to  ask  where  on  the  pricing  pole 
you  rank.  Firms  also  have  a  variety  of  spe- 
cial fees  that  come  into  play  for  some  but 
not  others.  If  you  sign  up  for  the  new 
Schwab  Trader  CT,  designed  for  active 
traders,  then  don't  trade  all  that  much,  you 
could  face  a  $30  or  $40  monthly  fee.  Oth- 
er brokerages  charge  if  your  account  falls 
below,  say,  $25,000.  If  that  makes  you  mad, 


look  before  taking  your  business  elsewhere 
There  might  be  a  charge  for  that,  too:  Mer 
rill  Lynch  Direct  and  Schwab  charge  a* 
much  as  $95  for  transfers. 

A  brokers'  best  customers  also  get  ac 
cess  to  additional  research  and  sophist! 
cated  tools.  NASDAQ  Level  II  quotes 
which  not  only  show  current  buy  anc 
sell  prices  but  all  standing  orders  as  well 
are  a  frequent  perk  for  top  traders 
Streaming  quotes  across  your  PC  screen 
is  another.  There  may  be  additional  ana 
lyst  reports  for  some— or  a  charge  for  in 
vestors  who  don't  measure  up.  American 
Express  reserves  Lehman  Brothers  re 
search  for  those  with  accounts  o 
$100,000  or  more.  At  Harriscfrrecf,  onl} 
six-figure  accounts  get  access  to  Credii 
Suisse  First  Boston  reports. 

ONE  SHINING  LIGHT 

DON'T  GET  DISCOURAGED,  though,  il 
you're  not  in  the  big  leagues.  Merril 
Lynch  Direct  has  only  one  class  of  serv 
ice.  And  while  BrownCo  offers  addition 
al  research  bells  and  whistles  for  its  Se 
lect  and  Elite  clients,  it  still  charges 
everyone  the  bargain-basement  price  o 
$5  (plus  l<t  a  share  after  5,000  shares)  ti 
place  a  market  order.  Scottrade,  whichl 
ranked  tops  in  investor  satisfaction  in 
J.D.  Power  &  Associates'  2003  online 
trading  study,  charges  a  low  $7  to  all 
and— like  E*Trade  Financial— assesses 
no  inactivity,  minimum-balance,  or  exit 
fees.  "Scottrade  is  one  of  the  few  making 
that  segment  feel  welcome  because  ifs 
not  hitting  them  up  with  fees,"  says 
Ellen  Guion,  a  senior  research  manager 
at  J.D.  Power. 

Scottrade  has  prospered  by  combining 
low  costs  and  good  customer  service 
(calls  go  to  a  local  branch),  says  Guion. 
It's  the  only  major  online  firm  that  has 
grown  significandy  in  recent  years  by 
pulling  in  new  accounts  rather  than  by 
acquiring  competitors,  she  says. 

The  ability  to  execute  trades  efficient- 
ly is  now  a  commodity— any  name- 
brand  site  can  do  that,  says  John  Ba- 
jkowski,  vice-president  of  the  American 
Association  of  Individual  Investors,  a 
nonprofit  focusing  on  investor  educa- 
tion. So  you  should  match  your  investing 
style  to  the  broker  best  suited  to  serve  it. 
If  you're  an  active  trader,  look  for  a  site 
with  cost  breaks  or  features  for  frequent 
or  large  trades  such  as  Schwab  Trader  CT 
or  TD  Waterhouse.  Want  some  hand- 
holding?  Go  for  a  broker  with  lots  of  re- 
search, such  as  Scottrade  or  Fidelity,  and 


.SO  IN  THIS  SECTION: 


Analyzing  motion 
to  treat  pain 


132l?a 


A  bottom  fisher's 
value  picks 


f  ^y||  New  park  rides 
A«5"Tl  rely  on  high  tecl 


illed  Monster 


Personal  Business 


maybe  one  with  access  to  an  adviser. 

Want  to  buy  and  sell  mutual  funds  on- 
line? Make  sure  you're  at  a  site  where 
funds  are  front  and  center.  Schwab  Trad- 
er Cfs  active  clients  get  lots  of  neat  tools 
and  info,  but  they  can't  buy  a  fund  with- 
out calling  a  broker.  Fidelity  and  T.  Rowe 
Price  are  known  for  their  proprietary  mu- 
tual funds,  in  addition  to  the  thousands 
from  other  companies  on  their  sites. 

Buying  bonds  or  trading  options  are 


specialized  services  not  always  available 
online.  You  can't  buy  bonds  at  American 
Express,  QuickandReilly,  or  T.  Rowe 
Price.  Nor  can  you  trade  put  and  call  op- 
tions at  American  Express. 

For  those  who  pine  for  a  relationship 
that  focuses  more  on  money 
management  than  trading,  American 
Express,  Merrill  Lynch  Direct  or  Smith- 
Barney  Access,  the  brokerage's  Web 
site,  might  be  a  good  choice.  (Smith  Bar-. 


ney  declined  to  give  pricing  details.] 
If  you  just  want  to  trade  online  once  ii 
a  while,  watch  out  for  sites  that  herd  cus{ 
tomers  into  lower  levels,  then  stick  therr| 
with  higher  costs  and  extra  fees.  There' 
bound  to  be  some  other  site  that 
treat  you  better.  ■ 


BusinessWeek  o 


For  an  expanded 
version  of  the  following  table,  go  to 
www.businessweek.com/magazine/extra.htr 


Comparing  Online  Brokers 

BROKER/WEBSITE 

MARKET/LIMIT  ORDER 

FEES/MINIMUM  BALANCES 

MUTUAL  FUNDS 

RESEARCH 

American  Express 

americanexpress.com 

$19.95  up  to  1,000 
shares,  +  30/share 
over  1,000 

$10/quarter  unless:  account  has 
$25,000+  in  assets,  or  household 
accounts  total  $100,000+,  or  there  is 
one  trade  per  quarter;  $50  exit  or  $75 
transfer  fee;  $4  order-handling  fee 

4,000+;  $39.95  for 
no-loads  not  in 
no-transaction-fee 
program 

Standard  &  Poor's, 
WR  Hambrecht; 
Lehman  Bros,  for  accounts 
$100,000  and  up 

Amerrtrade 

ameritrade.com 

$10.99 

$15/quarter  inactivity  fee  if  account 
is  under  $2,000  and  has  fewer 
than  four  trades  in  previous  6  months 

13,000;  $17.99  to  buy, 
sell,  or  exchange  no-load 
fund;  $17.99  to  sell  or 
exchange  load  fund 

Level  II  quotes  and 
streaming  quotes  for  Apex 
traders 

BrownCo 

brownco.com 

$5/$10  +  ltf/share 
over  5,000 

$50  outbound  transfer 
or  sell-out 

7,000+;  $5  to  trade  no- 
load  or  to  sell  or 
exchange  load  funds 

J.R  Morgan,  S&P,  Multex. 
Thomson  First  Call 

E*Trade  Financial 

etrade.com 

$9.99 

No 

5,500;  most  no 
transaction  fee, 
$24.95  for  others 

S&P;  Level  II  and 
streaming  quotes  for 
Priority  and  Power  traders 

Fidelity.com 

fidelity.com 

$32.95/$37.95  + 
2<J/share  over  1,000; 
or  $14.95/$19.95,  or 

$8,  depending  on 

service  tier 

$50  maintenance  fee  can  be 
waived  for  higher  assets,  more 
frequent  trading,  all-electronic 
communications  delivery,  or 
multiple  accounts 

5,000+;  $75  to  buy  no- 
load  funds  not  in 
no-transaction-fee 
program 

Argus,  First  Call,  Lehman 
Bros.,  S&P,  Market  Guide; 
streaming  and  Level  II 
quotes  for  very  active 
traders 

Harrisd/recr 

harrisdirect.com 

$9.99,  $14.99  or  $19.99 
(depending  on  trades/ 
quarter)  for  1,000 
shares  (5,000,  for 
Select),  then  20/share 

$15/quarter  unless  $10,000 
assets,  $2,500  margin  balance, 
or  three  trades/12  months 

9,500  load  and  no- 
load  funds;  $35  for 
no-load,  $20  exchange 
between  funds 

S&P,  Zacks,  Thomson 
Financial,  Morningstar; 
Credit  Suisse  First  Boston 
for  Preferred  and  Select 

Merrill  Lynch  Direct 

mldirect.ml.com 

$29.95  +  3cAhare 
over  1,000 

$95  account-transfer  fee 

2,600;  no  additional  fee 

Merrill  Lynch,  S&P,  Dow 
Jones  news,  BusinessWire 

QuickandReilly 

quickandreilly.com 

$19.95,  $21.95  or 
$23.95,  depending 
on  asset  level 

$25/quarter  for  accounts 
under  $25,000;  $50  exit  fee 

9,500+;  fee  for  no-loads 
is  0.7%  of  principal  up  to 
$14,999,  and  0.2%  after 

Argus,  S&P,  First  Call; 
streaming  real-time 
quotes  for  some  tiers 

Schwab 

schwab.com    . 

Schwab  Trader  CT 

schwabtrader.com 

$29.95/1,000  shares; 
30/share  larger  trades 

$9.95 

$25-$250/quarter,  depending  on 
asset,  advice,  service  level- 
waived  for  high  assets;  $95 
transfer-out/$50  partial  transfer; 
$3  handling  fee  for  some  trades 

$30/frio.  (basic),  $40Ano. 
(premium)  if  less  than  10  trades; 
same  transfer  fees  as  above 

3,100+;  $49.95  to 
$164.95  for  no-load  and 
low-load  funds  not  in 
no-transaction-fee 
program 

No 

S&P,  First  Call,  Reuters, 
Schwab  ratings; 
Goldman  Sachs,  Argus  for 
top  tiers 

Real-time  streaming  quotes, 
Level  II  quotes  for  Premium 

Scott  rade 

scottrade.com 

$7/$12 

No 

9,000+;  no  additional 
fees 

S&P.  Thomson  Financial, 
Dow  Jones  news,  EDGAR, 
Value  Line  Fund  Analysis 

T.  Rowe  Price 

troweprice.com 

$19.95  +  2*£hare 
over  1,000;  $5  extra 
for  limit  order 

$25  annual  fee  waived 
with  two  trades  or  $10,000 
in  assets;  $35  transfer-out  fee 

2,400+;  $35  fee  for  some 
no-loads  not  in  no- 
transaction-fee  program 

First  Call,  EDGAR;  Level  II 
quotes  for  active  or 
high-asset  customers 

TD  Waterhouse 

tdwaterhouse.com 

$17.95,  $12,  or  $9.95  de- 
pending on  service  tier, 
+  $3  for  limit  orders 
unless  active  trader 

$25/quarter  unless  $25,000 
assets  or  more  than  two  trades 
in  previous  6  months 

12,000;  $30-$75  fee 
for  no-loads  not  in 
no-transaction-fee 
program 

Goldman  Sachs,  Argus, 
First  Call,  S&P;  streaming 
and  Level  II  quotes  for  active 
or  high-asset  customers 
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Bill  is  our  president.  He  stresses  the  importance  of  integrity  in  money 

management.  He  knows  that  we  succeed  only  by  making  others  successful. 

Can  strong  values  contribute  to  strong  results?  Just  look  at  the  numbers. 


Name  of  Fund 

Fund  Category 

lYr. 

5  Yrs. 

lOYrs./LifeofFund 

Inception  Date 

Vista$u  (TWCVX) 
Global  Growth*  (TWGGX) 
Large  Company  Value+  (ALV1X) 
High-Yield  Munift  (ABHYX) 

Mid-Cap  Growth 
World  Stock 
Large  Value 
High-Yield  Muni 

54.95% 
4771% 
39.34% 
6.94% 

13.33% 
6.27% 

5.66% 

10.34%/ 10.89% 

/9.07% 

/5.11% 

/5.98% 

11/25/83 
12/1/98 
7/30/99 
3/31/98 

Average  annual  total  returns  as  of  3/31/04 

Data  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  Current  performance  may  be  higher  or  lower  than  the 
performance  shown.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain  perform- 
ance data  current  to  the  most  recent  month  end,  please  call  1-877-44-AMCEN  or  visit  www.americancentury.com.  Performance  reflects  Investor  Class 
shares.  For  information  about  other  share  classes  available,  please  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains. 

'International  investing  involves  special  risk,  such  as  political  instability  and  currency  fluctuations. 

Available  exclusively  through  investment  professionals. 

investment  income  may  be  subject  to  certain  state  and  local  taxes  and,  depending  on  your  tax  status,  the  federal  alternative  minimum  tax.  Capital  gains 
are  not  exempt  from  state  and  federal  income  tax.  The  lower-rated  securities  in  which  the  fund  invests  are  subject  to  greater  credit  risk,  default  risk  and 
liquidity  risk. 

Honesty.  Hard  work.  Patience.  We  believe  strong  values  and 
strong  performance  go  hand  in  hand. 


American  Century 
Investments 

Genuine.  Results. 


Call  1-877-44-AMCEN  or  your  investment  professional,  or  visit  www.americancentury.com 


You  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest 
The  fund's  prospectus,  which  can  be  obtained  by  calling  1-877-44-AMCEN,  contains  this  and  other  information 
about  the  fund,  and  should  be  read  carefully  before  investing. 

American  Century  Investment  Services,  Inc.,  distributor. 

The  American  Century  logo.  American  Century  and  American  Century  Investments  are  service  marks  of  American  Century  Services  Corporation.  ©  2004  American  Century  Services  Corporation 


Personal  Business  Health 


When  Bad  Form 
Is  a  Real  Pain 

Motion  analysis  is  helping  doctors  pinpoint  postural 
sources  of  aches  and  injuries.  BY  KATE  MURPHY 


WHEN    STEPHA- 
nie  Kays 

watched  a 
videotape  in 
slow  motion  of 
herself  running, 
the  reason  for 
the  knee  pain  that  had  plagued  her  for  the 
past  year  was  clear.  "You  could  see  how  my 
legs  rolled  slightly  inward  when  I  struck 
the  ground,  so  I  was  almost  knock- 
kneed,"  says  Kays,  a  24-year-old  speech 
pathologist  in  Madison,  Wis.,  who  runs 
five  times  a  week  to  stay  fit.  The  physical 
therapist  who  filmed  her  running  on  a 
treadmill,  using  several  cameras 
positioned  at  various  angles,  determined 
that  muscle  weakness  in  her  hips  was 
causing  excessive  leg  rotation  and  pre- 
scribed stretching  and  strengthening  exer- 
cises to  correct  it.  Nine  weeks  later,  Kays 
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reports  that  she  is  "virtually  pain-free." 
Motion  analysis  is  the  latest  movement 
in  treating  sports  injuries  and  other  com- 
mon musculoskeletal  aches  and  pains. 
Orthopedists  and  physical  therapists  are 
using  everything  from  basic  video  equip- 
ment to  sophisticated  infrared  motion 
sensors  and  gravitational  force  plates  to 
deconstruct  their  patients' 
movement  patterns  and  deter- 
mine whether  bad  form  is 
causing  their  discomfort.  "No 
matter  how  strong  or  fit  you 
are,  a  flaw  in  technique  over 
time  will  predispose  you  to  in- 
jury," says  Dr.  Edward 
Laskowski,  co-director  of  the 
Mayo  Clinic  Sports  Medicine 
Center  in  Rochester,  Minn., 
which  has  its  own  motion- 
analysis  laboratory. 


So  far, 

insurance 

doesn't 

cover 

such 

analysis 


CLEAR  EYE  Reflective 
markers  help  capture 
your  gait  and  stance 

Whether  you're  playj 
ing  squash  or  mowinj 
the  lawn,  if  you're  of 
kilter  because  of  pool 
posture  or  strength  im| 
balances,  you  can  over 
burden  bones,  joints,  ol 
muscles.  "It's  like  havf 
ing  a  tire  out  of  align  | 
ment  on  your  car,"  sayj 
Jody  Jensen,  associattj 
professor  of  kinesiolog 
and  health  education  a\ 
the  University  of  Te 
"You     don't     get 
smooth  ride,  and  yoi 
start    seeing    unusual 
wear  patterns  after 
while."  Muscle  inflam-l 
mation,    strains     anc 
tears,  stress  fractures  I 
and  osteoarthritis  are 
often  the  result  Motior 
analysis  tries  to  head  off  such  injuries  b) 
helping  you  correct  your  inefficient  am 
possibly  damaging  movement  patterns. 

Elite  athletes  have  long  relied  on  tb 
discerning  eye  of  professional  coaches  td 
critique  their  form  and  help  prevent  injury 
But  within  the  past  decade,  biomechanics 
researchers  have  come  up  with  more  ob- 
jective and  precise  ways  to  analyze  move- 
ment. For  example,  motion-analysis  soft- 
ware superimposes  video  on  a  grid  to 
determine  joint  angles  and  can  calculate 
such  things  as  torque  and  acceleration 
Various  devices  measure  the  force  with 
which  your  feet  strike  the  ground,  how 
rapidly  electrical  signals  transmit  through 
your  muscles,  and  how  much  oxygen  you 
use  during  an  activity. 

EXTENSIVE  WORKUP 

FEES  VARY  FROM  $200  to  $5,000,  de- 
pending on  the  sophistication  of  the  analy- 
sis and  extent  of  the  treatment— and 
they're  not  usually  covered  by  health  insur- 
ance. "A  lot  of  times,  an  experi- 
enced specialist  can  figure  out 
whaf  s  going  on  without  you 
having  to  be  hooked  up  to  too 
many  devices,"  says  Bryan 
Heiderscheit,  assistant  professor 
of  orthopedics  and  rehabilita- 
tion at  the  University  ofWiscon- 
sin.  His  patient,  Kays,  needed 
only  to  be  videotaped  to  identify 
her  problem. 

But    Margaret    Colvin    re- 
quired    a     more     extensive 


Make  breakthrough  decisions. 
And  make  an  impact. 

Go  beyond  business  intelligence  with  SAS*  the  one  software  that  delivers  accurate  information  to 
everyone.  So  you  can  drive  profits,  reduce  costs,  manage  risk  and  transform  the  way  you  do  business. 
Now  that  SAS*9  has  arrived,  you  can  take  advantage  of  our  proven  predictive  analytics  through  a  single, 
scalable  platform  that  spans  the  enterprise.  And  interact  with  SAS  by  choosing  the  custom-tailored 
interface  that  fits  the  way  you  work.  Give  us  a  call  at  1  866  270  5739  for  a  free  demonstration  of  today's 
SAS.  Or  visit  our  Web  site  for  a  quick  interactive  tour. 

www.sas.com/breakthrough 


sas9 


The  Power  to  Know, 
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SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration 
Other  brand  and  product  names  are  trademarks  of  their  respective  companies.  ©  2004  SAS  Institute  Inc.  All  rights  reserved.  276706US.0404 


workup  when  she  visited  the  Running 
Injury  Clinic  at  the  University  of 
Delaware  in  Newark  to  find  out  what  was 
causing  persistent  bursitis  in  her  hip. 
Colvin,  a  42-year-old  high  school  coun- 
selor, walked  and  ran  on  a  force  plate  that 
measured  how  hard  and  where  her  feet 
were  striking  the  ground.  She  also  had 
reflective  markers  attached  to  various 
points  on  her  body,  which  a  camera  de- 
tected, digitized,  and  flashed  on  a  large 
computer  screen  in  front  of  her. 

The  resulting  real-time,  3D  image  of 
her  movements  is  akin  to  what  anima- 
tors at  Pixar  Animation  Studios  used  to 
create  movies  such  as  Toy  Story  and 
Monsters  Inc.  The  technology  not  only 
allows  motion  specialists  to  pinpoint  ir- 
regularities in  gait  and  posture  but  also 
"gives  the  patient  the  opportunity  to  vi- 
sualize and  correct  what  they  are  doing 
wrong,  much  like  biofeedback,"  says 
Irene  Davis,  associate  professor  in  the 
department  of  physical  therapy  at  the 
University  of  Delaware.  Six  months  after 
learning  a  series  of  strengthening  exer- 
cises, as  well  as  how  to  run  in  a  way  that 
does  not  overload  her  hip,  Colvin  says 
she's  training  for  a  triathlon. 

FINDING  A  SPECIALIST 

THERE  IS  NO  COMPREHENSIVE  re- 
source for  finding  a  motion-analysis 
specialist.  The  Gait  &  Clinical  Move- 
ment Analysis  Society  Web  site 
(gcmas.org)  lists  affiliated  institutions, 
but  many  treat  only  children  or  people 
with  severe  disabilities.  You  can  always 
check  with  a  recreational  running,  cy- 
cling, or  golf  club  in  your  area.  Members 
of  those  groups  usually  know  of  local 
movement  specialists.  Podiatrists,  chi- 
ropractors, and  licensed  athletic  trainers 
might  offer  rudimentary  motion  analy- 
sis, but  clinics  with  the  most  advanced 
equipment  tend  to  be  staffed  by  ortho- 
pedists and  physical  therapists. 

When  you  go  for  your  appointment, 
take  a  pair  of  well-worn  shoes.  The 
movement  specialist  will  want  to  study 
the  wear  patterns  on  your  soles.  Be  pre- 
pared to  give  a  detailed  account  of  your 
daily  physical  activities  and  past  in- 
juries. You  will  also  be  measured  with 
the  precision  of  a  couturier  to  see  if  you 
have  any  length  discrepancies,  such  as 
one  leg  that's  shorter  than  the  other. 
What  follows  depends  on  the  complexi- 
ty of  your  problem— and  the  limitations 
of  your  wallet.  Because  many  motion- 
analysis  clinics  are  affiliated  with  uni- 
versities, you  might  be  able  to  enroll  in  a 
research  study.  That  way,  you'll  learn  to 
perfect  your  form  for  free.  ■ 


Treasure  in  the 
Lower  Depths 

Clay  Peterson  talks  about  his  bottom-fishing  finds 


HOW  DOES  PARKWAY  ADVISORS  find  good  deals  in  brand-name 
stocks?  Carl  "Clay"  Peterson,  CEO  of  the  Abilene  (Tex.)  firm! 
also  manages  its  new  Memorial  Value  Equity  fund,  an  off-] 
shoot  of  an  institutional  fund  that  has  gained  an  annualizec 
7.5%  since  May,  2001.  Peterson  spoke  with  Personal  Business 
Editor  Lauren  Young  about  investment  opportunities. 

How  do  you  pick  stocks? 

We  focus  on  the  Standard  &  Poor's  500- 
stock  index,  trying  to  identify  stocks  that 
meet  12  criteria  for  value  investing,  in- 
cluding low  price-to-sales  and  low  price- 
earnings  ratios,  and  strong  return  on  eq- 
uity. We  rank  the  S&P  500  by 
performance  over  the  last  52  weeks,  and 
we  focus  on  the  bottom  125  companies 

using  a  "reversion  to  the  mean"  concept:      y  \±  -.-M 

If  a  stock  goes  from  $10  to  $5,  its  mean 
price  is  $7.50.  And  if  it  fits  our  invest- 
ment parameters,  we  try  to  buy  it  under 
that  mean.  We  are  looking  for  that  un- 
known value  that  nobody  else  yet  sees. 

Many  financial  stocks  show  up  on  your 
list.  Are  they  still  good  investments? 

Rising  interest  rates  may  hurt  some  of 
the  banking  and  financial-services  com- 
panies that  are  big  players  in  the  mort- 
gage area.  But  many  of  the  best  financial 
companies  have  diversified  into  other 
businesses  that  won't  be  hit  by  rising 
rates.  The  fund  owns  Citigroup,  J.P.  Mor- 
gan Chase,  and  Bank  of  America,  which 
all  have  significant  credit-card  and  in- 
vestment groups. 

What  else  is  popping  up? 

Microsoft  passed  through  our  search  cri- 
teria, and  we  added  it  in  March.  Mi- 
crosoft is  cleaning  up  patent-infringe- 
ment and  antitrust  issues.  Yes,  top-line 
growth  is  coming  down,  and  it  is  hard  to 
grow  sales  at  double- digit  rates,  but  they 
have  a  new  operating  system  coming  out 
in  2006. 


The  retail  sector  seems  to  be  the  up- 
and-coming  out-of-favor  group.  There's 
some  concern  that  American  clothing  re- 
tailers are  dull,  that  they  don't  know  how 
to  market.  We  already  own  Liz  Claiborne 
and  Kohl's.  What5 s  surprising  is  that 
even  Wal-Mart  Stores  is  on  our  list. 

Is  there  any  industry  group  that  never 
makes  the  cut? 

The  airline  industry  was  one  we  always 
shied  away  from  because  of  problems 
they  have  with  labor  issues  and  govern- 
ment regulations  as  well  as  fuel  prices. 
But  recently,  Southwest  Airlines  showed 
up  on  our  screens.  Its  past  has  been  stel- 
lar, and  it  is  opening  in  the  large 
Philadelphia  market,  so  we  bought  it  I 
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BENTLEY 


RESTIGE  AND  PERFORMANCE  United  under  a 
ringed  B",  Breitling  and  Bentley  share  the  same 
Dncern  for  perfection.  Extreme  standards  of  reliability, 
recision  and  authenticity.  A  world  where  cutting-edge 
chnology  merges  with  noble  traditions.  The  ultimate 
lend  of  prestige  and  performance.  Symbolizing  this 
Dmmunion  of  ideals,  Breitling  participated  in  the  styling 
f  the  instrumentation  for  the  Bentley  Continental  GT 
nd  accompanied  the  victory  of  Team  Bentley  in  the 
gendary  Le  Mans  24  Hours  race. 


XCLUSIVITY  AND  TECHNICAL  EXCELLENCE 
Dr  devotees  of  fine  mechanisms,  Breitling  has  created 
n  exceptional  chronograph  named  Bentley  Motors. 
ie  culmination  of  sophisticated  aesthetic  research, 
lis  wrist  instrument  mirrors  certain  signature  features 
f  the  famous  British  car  manufacturer,  such  as  the 
lurled  finish  on  the  bezel,  inspired  by  the  Bentley 
Dntrols.  Dedicated  to  the  automobile  world,  it 
satures  two  exclusive  mechanisms  as  well  as  a  high- 
erformance  "motor"  assembled  and  "prepared"  in 
ie  Breitling  Chronometrie  workshops. 
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Personal  Business  Leisure 


Beyond  the  Triple  Corkscrew 

This  summer's  new  park  rides  rely  on  special  effects  as  well  as  G-forces 
to  produce  thrills,  by  Christopher  palmeri 


WET  WORLD  A 

watery  plunge 
in  Atlantis 


REMEMBER  WHEN 
roller  coasters  vied  sim- 
ply to  be  the  tallest, 
fastest,  and  scariest,  and 
a  log  flume  ride  was  just 
a  big  splash?  This  sum- 
mer amusement  park 
operators  are  opening  a  string  of  attrac- 
tions that  combine  elements  of  classic 
rides  with  dazzling  new  special  effects. 
With  these  rides,  almost  all  of  which  are 
tie-ins  to  popular  movie  and  TV  shows, 
"the  art  of  storytelling  takes  a  front  seat," 
says  James  Zoltak,  editor  of  the  trade 
journal  Amusement  Business. 

That's  certainly  the  case  with  Univer- 
sal Parks  &  Resorts.  The  company  is  pre- 
miering  Revenge  of  the  Mummy  rides- 
based  on  The  Mummy  and  The  Mummy 
Returns  films— at  its  Orlando  and  Los 


Angeles  parks  in  late 
May  and  June,  respec- 
tively. Billed  as  the  first 
"psychological  thrill 
ride,"  the  Mummy  will 
take  guests  on  a  hunt  for 
the  evil  priest  Imhotep. 
Along  the  way  they'll  see 
real  flames  shoot  over 
their  heads,  have  com- 
puter-generated bugs 
run  around  them,  and 
experience  G-forces  as 
their  mining  cart  speeds 
forward  and  backward 
through  a  smoke-filled 
tomb.  "It's  like  a  great  action  movie," 
says  Scott  Trowbridge,  a  vice-president 
at  Universal. 

Not  to  be  outdone,  SeaWorld  San 


Diego  is  opening  the  largest  attraction  h 
its  40-year  history  on  May  29.  Its  Journe 
to  Atlantis  ride  will  take  passengers  to  th 
mythical  ocean  city  in  Greek  fishinj 
boats,  guided  by  dolphin  spirits  projected 
on  the  walls.  Voyagers  will  experience 
simulated  earthquake,  floods,  fog,  an 
water  cannons  before  taking  a  60-foo 
plunge  into  a  lake. 

13-STORY  DROP 

WALT  DISNEY'S  BIG  new  attraction  is  a 
the  three-year-old  California  Adventure 
park  in  Anaheim— an  updated  version  o 
the  popular  ride  The  Twilight  Zone  Tow 
er  of  Terror,  at  its  Disney-MGM  Studios 
park  in  Orlando.  Visitors  wander  througl 
a  recreation  of  a  1930s-era  hotel,  litterec 
with  faux  props  from  what's  supposed  tc 
be  a  lost  episode  of  the  Rod  Serling-pro 
duced  TV  show.  In  the  story,  five  guest> 
disappear  after  the  elevator  they  are  tak 
ing  is  struck  by  lightning.  So  in  the  ride, 
visitors  are  strapped  into 
an  elevator-like  cabir 
that  falls  13  stories. 

For  the  younger  set. 
Six  Flags  is  rolling  out 
SpongeBob  SquarePants 
rides  at  parks  in  New 
Jersey,  New  Orleans, 
Montreal,  Mexico  City, 
and  Arlington,  Tex.  In 
the  attraction,  Sponge- 
Bob  is  searching  for  a 
lost  pickle  to  put  on  his 
Krabby  Pattie  sandwich. 
It  takes  place  in  a  100- 
seat  theater  where  the 
seats  move,  air  shoots  at 
you,  water  is  sprayed  on 
you,  and  bubbles  float  by. 
You  also  wear  glasses 
that  allow  you  to  see  3D 
projections  of  a  half 
dozen  SpongeBob  characters.  Some 
people  may  enjoy  this  experience  more 
than  being  dropped  13  floors  down  an 
elevator  shaft.  ■ 


MUMMY  MIA 

Universal's 

tomb 

attraction 
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WHY  DO  WE  WORK? 


r  what  comes  next  Because  you  know  the  importance  of  planning  for 
9  future.  And  planning  for  today.  That's  why  the  Principal  Financial  Group® 
ers  solutions  that  include  pension  plans,  insurance  and  rollover  iRAs. 
3  offer  benefits  that  come  with  the  tools,  education  and 
pport  you  need  to  do  more  with  the  money  you  save.  So 
u  know  you're  making  the  right  decisions  to  secure  your 
3ams.  And  all  you'll  have  to  do  is  live  them,  principal.com 
?  understand  what  you're  working  for 
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Retirement 

Investments 

Insurance 
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Banking 
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Group 


M  Principal  Financial  Services,  Inc,  "Why  Do  We  Work?"-  is  a  service  mart!  of  Principal  financial  Services.  Inc.  Insurance  issued  by  Pnncipal  Life  Insurance  Company  Securities  offered  through  Princor  financial  Services  Corporation  800/247-4123  member  SIPC  Home 
jages  available  through  Principal  Residential  Mortgage,  Inc  Bank  products  and  services  provided  by  Principal  Bank.  FDIC  insured.  Annuities,  Insurance,  Retirement  Plans,  Mutual  Funds  and  Other  Securities  are  not  insured  by  the  FOIC  are  not  obligations  or  deposits  for  Principal 
nor  guaranteed  by  Pnncipal  Bank  and  involve  nsk.  including  the  possible  loss  of  pnncipal  invested  "The  Pnncipal  Financial  Group  ■"  "The  Principal-"  and  -Principal  financial  Group  and  Design •"  are  registered  trademarks  of  Principal  Financial  Services  Inc  a  member  of 
rmcipal  financial  Group.  Des  Moines.  IA  50392. 
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LAFFER  THROWS 
A  NEW  CURVE 

ARTHUR  LAFFER,  the 

influential  supply- 
side  economist 
behind  President 
Ronald  Reagan's  tax 
cuts,  can  now  add 
mutual-fund 
manager  to  his 
resume.  His  new 
Huntington  Macro 
100  Fund  screens  the  Standard  &  Poor's 
500-stock  index  to  find  the  100  stocks 
best  positioned  to  benefit  from 
monetary,  fiscal,  and  trade  policies.  The 
broker-sold  fund,  which  has  a  sales 
charge  of  5-75%,  initially  will  put  a 
heavy  emphasis  on  interest  rates,  the 
U.S.  dollar,  and,  of  course,  taxes.  Laffer 
told  BusinessWeek:  "There  has  probably 
never  been  a  time  in  my  lifetime  when 
state  tax  policies  have  been  so  dramatic 
for  companies."  -Lauren  Young 

CURRENCIES 

GREEN  SUMMER 
IN  EUROPE? 

IF  YOU'VE  BEEN  hesitant  about  a 
European  vacation  this  summer,  some 
relief  is  in  sight.  Because  of  expectations 
the  Federal  Reserve  Board  will  soon  raise 
rates,  the  greenback  is  staging  a  strong 
recovery.  As  a  result,  the  euro  has  fallen 
7%  against  the  dollar  since  March  and  is 
expected  to  continue  heading  down  for 
the  next  three  to  six  months.  After  that, 
say  analysts,  the  dollar  may  weaken 
again  because  of  investor  concern  about 
the  $542  billion  current  account  deficit. 


TRAVEL 


First-Class  Steal 


FLY  FIRST  CLASS  FOR  LESS  than  the  price  of  coach?  I  was  recently  on  American  Airlines 

Web  site,  agonizing  over  paying  $540  for  a  round- trip  coach  ticket  from  Burbank, 
Calif.,  to  Dallas  when  I  decided  to  throw  first  class  into  the  equation.  The  result:  I 
snagged  a  first-class  seat  from  Los  Angeles  to  Dallas  and  back  for  $518. 

You  can  fly  in  the  forward  cabin  for  cheap  between  hundreds  of  city  pairs,  and  yoi 
can  thank  the  discount  carriers  for  it.  In  my  case,  it  was  AirTran  Airways,  which  starts 
its  Los  Angeles-Dallas  service  on  July  1.  American,  Delta,  and  United  all  cut  their 
first-class  prices  to  match  AirTran's  business  class  fare. 

The  trick  to  getting  a  discounted  first-class  ticket  is  to  ask  for  it.  If  you're  talking  tc 
a  travel  agent,  ask  if  there's  a  Y-up  fare,  a  coach  ticket  that  guarantees  you  a  seat  in 
first  class.  Typically,  a  transcontinental  round  trip  will  cost  $998.  Not  all  airports 
have  the  fares,  so  check  the  ones  used  by  AirTran  and  America  West  Airlines  first. 

I've  been  bumped  into  first  class,  I've  upgraded,  and  I've  used  frequent-flier  miles 
But  I've  never  bought  my  way  in.  Finally,  I  can  afford  it.  —Larry  Armstrong 


THEFDNY 
DREAM  BIKE 


APR.  25.  '03 

Data;  Bloomberg  Financial  Markets 


MAY  3.  '04 


TIME  OFF 

DESCEND  into  the 

subterranean 

corridors  of 

Rockefeller  Center  in 

New  York  (behind 

the  skating  rink) 

from  May  19  through 

June  6  and  take  a 

journey  through  four  decades  of  motorcycle  evolution.  The  free 

exhibit  spotlights  nearly  50  vintage,  modern,  and  prototype 

bikes.  There's  also  a  1979  Honda  CB750  known  as  the  FDNY 

Dream  Bike,  restored  as  a  memorial  to  a  fireman  who  owned  it 

and  perished  in  the  World  Trade  Center  attacks.        -Rob  Doyle 
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DST  Output  is  a  leader  in  turning  variable  data  into 

customized  statements.  With  Xerox  print  systems,  their 

print  output  is  now  faster  and  productivity  is  soaring. 

There's  a  new  way  to  look  at  it. 
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Personal  Business  The  Barker  Portfo 


BY  ROBERT  BARKER 


Monster's  Monstrous 
Appetite  for  Gash 


Whoever  thinks  hope  springs  eternal 
never  was  stuck  in  a  dead-end  job.  That's 
why  Monster.com's  shrewd  ads  and 
slogans— "Never  settle"  and  "Today's  the 
da/'—  have  proved  so  infectious.  Nearly 
47,000  souls  each  day  post  resumes  at 
Monster,  many  in  search  of  fresh  hope. 
For  this,  they  pay  nothing. 

Investors  in  Monster  Worldwide,  parent  of  the  No.  1  online 
employment  service,  should  be  so  lucky.  Not  that  they  are 
without  hope.  One  glance  at  Monster's  stock  chart— it  nearly 
touched  30  in  April  from  a  low  near  10  last  year— will  show 
you  the  magnitude  of  their  current  aspirations.  The  trouble  is 
the  price  they  have  been  paying.  At  26  a  share,  the  stock  is 
trading  at  47  times  this  year's  expected  earnings,  all  in  the 
hope  that  Monster  someday  will  wind  up  as  one  of  the  great 
Internet  businesses— even  as  cash  keeps  going  out  the  door 
faster  than  it  comes  in  (table). 

THIS  DYNAMIC  AT  MONSTER  is  not  at  first  easy  to  spot, 
especially  against  a  background  of  strong  growth  in  jobs  and 
Googilhonaires.  Last  year,  Monster  posted  net  from 
continuing  operations  of  $73  million,  up  from  a  loss  of  $15 
million  in  2002,  despite  a  3%  decline  in  revenues.  Better  yet, 
in  this  year's  first  quarter,  Monster  saw  revenues  climb  11% 
and  continuing  operations  deliver  net  of  $12.6  million,  way 
up  from  a  $28.5  million  loss  in  2003.  Comeback  City,  right? 

Maybe,  but  Monster's  cash-flow  statements  suggest  it 
might  want  to  get  a  better 
hold  on  its  own  purse 
strings.  It's  true,  as  CEO 
Andrew  McKelvey  told  me. 
that  Monster  often  has 
generated  cash  from 
operations.  But  the  question 
is:  What  has  the  company 
been  spending  it  on? 

One  big  outlay  has  been 
acquisitions,  a  keystone  of 
Monster's  growth  strategy. 
An  earlier  binge  of  deals  led 
Monster  in  2002,  when 
accounting  rules  changed,  to 
post  a  $428  million  charge 
recognizing  that  it  would  not 


Big  Spender 


At  Monster  Worldwide, 
cash  gets  gobbled  fast 


Cash  raised  by  sales  of  stock 

$58  million^ 

Cash  consumed  by 

operations,  capital  spending, 

and  acquisitions 

$106  million 


■ser  April 

Ol  ■OCDlOt 

Data:  Company  reports.  BusinessWeek 


TV  AD  M  onster       recover  the  full  cost  of  businesses  that  it 
gets  47,000  had  bought.  With  that,  plus  a  spin-off  and 

- -:-/:|6S  a  day      operating  losses,  Monster's  tangible  net 
^^^™  worth  plunged  from  $548  million  in  2000 

to  $20  million  last  year.  This  despite  Monster  having  raised 
$687  million  in  those  years  by  selling  stock  to  the  public  anc 
employee  stock-option  holders. 

In  January  the  company  tapped  public  investors  for  a  fres 
$55.7  million.  Already  it  has  spent  all  of  that  and  more  on 
acquisitions.  In  March  it  bought  the  operator  of  a  site  focuse( 
on  U.S.  military  personnel  and  veterans,  Mihtary.com,  for 
$39.5  million.  In  April  it  agreed  to  buy  from  Swiss  staffing 
giant  Adecco  International  a  European  site,  jobpilot,  for  $89 
million  in  stock  and  cash.  These  deals  may  work  out  better 
than  those  Monster  made  amid  the  Internet  bubble.  But  they 
hardly  came  cheap.  Adecco  turned  a  $24  million  gain  after 
owning  jobpilot  less  than  two  years.  Monster  expects  at  least 
half  the  cost  of  both  sites  to  go  on  its  books  as  goodwill,  or  the 
excess  paid  over  the  acquired  assets'  fair  values. 

A  second  major  growth  initiative  has  Monster  hiring 
hundreds  of  phone  sales  reps  to  push  its  recruitment  services 
among  small  and  medium-size  U.S.  businesses.  These 
employers  spend  some  $4  billion  a  year  on  help-wanted  ads, 
McKelvey  figures.  But  you  have  to  wonder:  Is  selling  in  this 
decidedly  analog  way  the  kind  of  marketing  that  helped 
Google,  for  example,  generate  $179  million  in  cash  last  year, 
even  after  subtracting  all  cash  spent  on  capital  projects  and 
acquisitions?  Or  eBay  $292  million?  OrAmazon.com  $346 
million?  On  this  basis,  Monster  used  $24  million  in  cash  last 
year  and  expects  that  2004  will  be  yet  one  more  year  in  which 
its  corporate  strategy  burns  cash.  This  can  go  on  eternally— or 
at  least  as  long  as  investors  keep  hope  alive.  ■ 

E-mail:  rb@businessweek.com 
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\  Revelation  hits.  Now  record  it. 

t0^jm^  It's  a  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use  as  a 

pad  and  pen.  It's  a  Tablet  PC.  Now  you  jot  down  ideas  right  on  your  PC  screen  or 

Flip  the  screen     onto  a  PowerPoint8  slide* for  example.  Plus  it  runs  the  full  range  of  Windows  XP 

and  it's  a         compatible  applications  including  the  new  Microsoft  Office  System,  so  they  can 

notebook  PC.     be  at  your  command  wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 
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Personal  Business  Inside  Wal  Street 


BY  GENE  G.  MARCIAL 

ARE  BUYERS  CASING  CYBERGUARD'S  WEB-SECURITY  FIREWALLS! 
VISX  COULD  BE  SET  TO  SURGE  IN  LASER  VISION  TREATMENTS. 
HOUSE-HUNTERS  FLOCK  TO  ADVERTISING  ON  HOMESTORE  SITES. 


LEAPING 
HIGHER 


.  DOLLARS 


OCT.  28.  '03  MAY  5,  '04 

Data:  Bloomberg  Financial  Markets 


On  Guard  at  CyberGuard 

CYBERGUARD  (CGFW),  No.  4  in  Web  network  security,  is 
gaining  fast  on  bigger  rivals  Cisco  Systems,  Juniper 
Networks,  and  Check  Point  Software  Technologies. 
Since  Juniper  acquired  NetScreen  Technologies  in  February, 
the  buzz  has  been  that  CyberGuard, 
best  known  for  firewalls,  will  be  the 
next  target,  says  Brian  Harvey  of 
Kingfisher  Capital  Management, 
which  owns  shares.  CyberGuard's 
firewall  systems  keep  out  hackers, 
spam,  and  viruses.  They  also  prevent 
employees  from  using  inappropriate 
Web  sites.  Its  firewall  "is  the  most 
secure  in  the  industry— it  has  never 
been  violated,"  says  Harvey.  Juniper, 
he  believes,  is  still  on  the  hunt  for 
greater  presence  in  security.  Its  next 
target  could  be  CyberGuard,  says  Harvey,  who  figures  the 
stock,  now  at  9,  could  fetch  18  to  20  in  a  buyout.  Cisco  is  also 
a  likely  suitor,  says  Jeff  Putterman  of  investment  firm  William 
D.  Witter,  which  owns  7%.  The  Juniper-NetScreen  deal,  he 
says,  could  spur  Cisco  to  act.  Says  CyberGuard  CEO  Patrick 
Clawson:  "We're  in  a  hot  industry,  with  a  hot  product,  so 
there's  logic  behind  the  speculation.  Our  goal  is  to  build  the 
fastest-growing  company. "Jonathan  Ruykhaver  of  Raymond 
James  &  Associates,  says  awareness  of  CyberGuard  is  growing 
as  sales  rise.  He  sees  CyberGuard  earning  25<t  a  share  in  fiscal 
2004  ending  June  30,  and  37<t  in  2005,  vs.  15<t  in  2003. 

Take  a  Closer  Look 
At  Eye-Opening  VISX 

ONE  SUPER  HIGHFLIER  last  year  was  VISX  (EYE), 
which  catapulted  from  750  in  early  2003  to  26  by 
yearend.  Since  then,  the  top  developer  of  technologies 
for  laser  vision  correction  has  pulled  back— to  as  low  as  17  in 
mid-March,  2004— as  many  investors  took  hefty  profits.  It  has 
since  edged  back  up  to  22.  Might  there  be  a  second  wave  for 
the  stock?  Some  pros  are  betting  on  it,  arguing  that  it  could  hit 
at  least  30  this  year.  Earnings  are  again  showing  ebullience, 
driven  by  a  20%  leap  in  laser  procedures  in  the  first  quarter. 
With  its  75%  share  of  the  laser  vision  market,  VISX  is  the 
"powerhouse,"says  Michael  Moe  of  ThinkEquity  Partners, 
which  owns  shares.  Its  Excimer  laser  system  is  an  outpatient 
procedure  to  treat  nearsightedness,  farsightedness,  and 


astigmatism.  It  also  has  a  new,  more 
advanced  system  called  WaveScan. 
VISX  gets  paid  a  fee  for  each  procedure. 
Moe  recently  raised  his  2004  earnings 
forecast  from  75<t  to  79<t  a  share,  and 
his  2005  projection  from  97<t  to  99<t- 
He  thinks  these  are  conservative 
numbers.  Jason  Mills  of  First  Albany 
Capital  has  upgraded  his  rating  on 
VISX  from  hold  to  buy,  based  on  its 
"attractive  risk-reward  profile." 
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Homestore:  The  Hottest  Thing 
In  Real  Estate 

HOMESTORE  (HOMS)  is  an  attractive  turnaround  story, 
says  Frank  Gristina  of  Avondale  Partners— and  a  play 
on  the  "migration  of  ad  money  from  newspapers  to  the 
Internet"  Through  its  Web  sites— such  as  Realtor.com, 
HomeBuilder.com,  and  Homestore.com— the  company  offers 
the  most  comprehensive  real  estate  listings.  Revenues  come 
from  advertisers  catering  to  home  buyers  and  from  real  estate 
agents.  Homestore  is  a  likely  buyout  target  for  Yahoo!,  says  one 
big  investor,  who  didn't  want  to  be  identified.  He  says  Yahoo  is 
looking  closely  into  Homestore's  oper- 
ation. Homestore's  new  management 
has  resolved  the  lawsuits  against  the 
company.  A  2002  class  action  alleged 
that  Homestore  falsified  financial  state- 
ments. On  Mar.  17,  a  federal  court 
approved  a  $91  million  settlement  The 
company  posted  losses  in  2002  and 
2003.  As  housing  booms  and  Web  ads 
spread,  the  recovery  will  be  fast,  Gristina 
says.  Mark  Argento  of  ThinkEquity  Part- 
ners says  Homestore  is  the  only  pure 
play  in  online  real  estate,  with  98%  of 
houses  for  sale  posted  on  its  database.  He  figures  Homestore, 
now  at  4.96,  will  earn  2$  a  share  in  2004  on  sales  of  $245 
million,  and  30<t  in  2005  on  $288  million.  Argento  rates  it 
"overweight"  Yahoo  won't  comment  on  market  speculation.  I 


BusinessWeek  online 


Gene  Martial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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STOCKS 
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COMMENTARY 

Wall  Street  engaged  in  some 
serious  head-scratching  after 
Greenspan  &  Co.  chose  to  leave 
rates  alone,  saying  any  rise  will  be 
"measured."  Lost  in  the  fog  was 
such  important  news  as  signs  of 
surging  hiring  in  U.S.  service 
industries  and  factory-order 
increases.  So  taking  a  cue  from 
the  Fed's  own  playbook,  investors 
decided  to  leave  the  indexes 
unchanged  for  the  week. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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THE  WEEK  AHEAD 


U.S.  MARKETS 

MAY  5 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P500 

1121.5 

-0.1 

0.9 

21.0 

Dow  Jones  Industrials 

10.311.0 

-0.3 

-1.4 

20.9 

NASDAQ  Composite 

1957.3 

-1.6 

-2.3 

30.1 

S&PMidCap400 

592.9 

-0.7 

23, 

32.5 

S&P  SmallCap  600 

281.3 

-0.6 

4.0 

37.6 

Wilshire  5000 
SECTORS 

10.793.7 

-3.2 

-0.1 

22.4 

BusinessWeek  50* 

6379 

0.3 

2.5 

13.9 

BW  Info  Tech  100" 

341.9 

-0.8 

-2.4 

19.2 

S&P/BARRA  Growth 

557.5 

-0.1 
-0.1 

0.3 
1.4 

16.8 

S&P/BARRA  Value 

559.9 

25.4 

S&P  Energy 

245.5 

1.1 

9.5 

31.9 

S&P  Financials 

381.1 

0.7 

0.3 

20.1 

S&P  REIT 

110.2 

-1.0 

-4.9 

15.7 

S&P  Transportation 

191.9 

-0.7 

-5.0 

9.2 

S&P  Utilities 

118.5 

-1.3 

0.1 

17.0 

GSTI  Internet 

150.7 

-2.0 

4.2 

41.4 

PSE  Technology 

699.8 

-1.3 

0.4 

36.2 

*Mar.  19. 1999=1000     "Feb.  7,  2000=1000 


GLOBAL  MARKETS  mays 

S&P  Euro  Plus  (U.S.  Dollar)  1194.0 

London  (FT-SE 100)  4569.5 

Paris  (CAC  40)  3729.4 

Frankfurt  (DAX)  4022.1 

Tokyo  (NIKKEI  225)  11,761.8 

Hong  Kong  (Hang  Seng)  11.950.5 
Toronto  (S&P/TSX  Composite)  8457.3 

Mexico  City  (IPC)  10,114.5 


FUNDAMENTALS  maya 

S&P  500  Dividend  Yield  1.61% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  21.4 

S&P  500  P/E  Ratio  (Next  12  mos.)*  17.0 

First  Call  Earnings  Revision*  2.21% 

TECHNICAL  INDICATORS  may  4 
S&P  500  200-day  average                1074.8 

Stocks  above  200-day  average  67.0% 

Options:  Put/call  ratio  0.79 

Insiders:  Vickers  NYSE  Sell/buy  ratio  3.96 


WEEK  AGO  YEAR  AG 

1.58%  1.73% 

22.0  30.2 

17.3  165 

1.46%  -1.50% 

•First  Call  Corp 

WEEK  AGO  READING 

1071.8  Positive 

75.0%  Neutral  fc 

0.65  Positive  J:; 

4.52  Negative 


i. 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LAST  12 
MONTHS1)* 


LAST 
MONTH  H 


LAST12  | 
MONTHS  ■ 


Internet  Retail 

11.8 

Internet  Software 

112.3 

Trading  Cos.  &  Distribs. 

8.9 

Wireless  Services 

89.5 

Personal  Products 

8.0 

Fertilizers  &  Ag.  Chems. 

89.3 

Distributors 

7.9 

Divsfd.  Metals  &  Mining 

86.9 

Oil  &  Gas  Refining 

7.8 

Tobacco 

78.7 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Natural  Resources 

0.3 

Japan 

60.3 

Health 

-0.6 

Pacific/Asia  ex-Japan 

55.2 

Europe 

-0.8 

Diversified  Emerg.  Mkts. 

52.2 

Miscellaneous 

LAGGARDS 

-2.2 

Diversified  Pacific/Asia 

LAGGARDS 

49.1 

Precious  Metals 

-16.9 

Domestic  Hybrid 

14.5 

Latin  America 

-10.8 

Large-cap  Growth 

18.4 

Diversified  Emerg.  Mkts. 

-8.8 

Large-cap  Blend 

20.0 

Technology 

-8.4 

Miscellaneous 

21.1 

WORST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining  -19.3  Airlines  -18.2 

Semiconductor  Equip.  -18.2  Photographic  Products  -15.2 

Casinos  -15.9  Insurance  Brokers  -3.5 

Gold  Mining  -13.9  Biotechnology  0.9 

Aluminum  -13.3  Hypermkts.  &  Suprcntrs.     1 


INTEREST  RATES 


KEY  RATES 

MAY  5 

WEEK  AGO 

YEAR  AGO 

Money  Market  Funds 

059% 

0.58% 

0.79% 

90-Day  Treasury  Bills 

OSS 

0.97 

1.10 

2-Year  Treasury  Notes 

2.32 

2.24 

L42 

10-Year  Treasury  Notes 

4.58 

4.47 

3.69 

30-Year  Treasury  Bonds 

5.35 

526 

4.69 

30-Year  Fixed  Mortgage  t 

6.13 

6.01       5.62 

tBanxQuote.  Inc. 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

Crdt.  Sse.  Inst.  Sm.  C.  Gr.  11.0 

Rydex  Dynam.  Vent.  100  9.2 

ProFunds  UltSh.  OTC  Inv.  9.2 

Oppenheimer  Real  Ast.  A  8.3 

LAGGARDS 

AXP  Precious  Metals  A  -22.0 

Midas  -21.0 

U.S.  Gl.  Invs.  Pr.  Minis.  -18.8 

Rydex  Precious  Metals  -18.6 


%      52-WEEK  TOTAL  RETURN  % 
LEADERS 

Eaton  Vance  Grtr.  India  A  113.7 

Pacific  Advs.  Sm.  Cap  A  106.0 

ProFds.  Wrlss.  Ultsr.  Inv.  95.9 

ProFunds  Ultra  Japan  Inv.  90.2 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -42.4 

Rydex  Dynam.  Vent.  100  -42.3 

Rydex  Dyn.  Tempest  500  -35.0 

ProFunds  UltraBear  Inv.  -35.0 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BOND 

30- YR.  BOND 

General  Obligations 

4.02% 

4.92% 

Taxable  Equivalent 

5.74 

7.03 

Insured  Revenue  Bonds 

4.17 

5.07 

Taxable  Equivalent 

5.96 

7.24 

INTERNATIONAL  TRADE 

Wednesday,  May  12,  8:30 
a.m.  EDT  »  The  March  foreign 
trade  deficit  is  forecast  to  have 
widened  to  $42.4  billion.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Action 
Economics.  In  February,  the  deficit 
narrowed  to  $42.1  billion. 
RETAIL  SALES  Thursday,  May 
13,  8:30  a.m.  EDT  »  April  retail 
sales  growth  probably  moderated 
to  0.4%,  after  a  1.8%  surge  in 


March.  Sales  excluding  vehicle 
purchases  are  also  expected  to 
have  increased  by  0.4%. 
PRODUCER  PRICE  INDEX 
Thursday,  May  13,  8:30  a.m. 
EDT  »  Producer  prices  in  April 
most  likely  rose  0.3%,  following  a 
0.5%  gain  in  March.  Excluding  food 
and  energy,  core  prices  are 
expected  to  have  also  increased  by 
0.3%,  after  a  0.2%  rise  in  March. 
CONSUMER  PRICE  INDEX  Friday 
May  14,  8:30  a.m.  EDT  »  April 


consumer  prices  for  goods  and 
services  probably  grew  0.3%,  after 
a  0.5%  jump  during  March.  Minus 
food  and  energy,  April  prices  very 
likely  rose  0.2%,  after  moving  up 
by  0.4%  in  March. 
INDUSTRIAL  PRODUCTION 
Friday,  May  14,  9:15  a.m. 
EDT  »  April  industrial  output 
probably  expanded  by  0.3%,  after 
slipping  0.2%  in  March.  The 
average  operating  rate  probably 
increased  to  76.7%,  from  76.5%. 


The  BusinessWeek  production  index 
moved  up  to  219  for  the  week  ended 
Apr.  24,  an  increase  of  12.3%  from  a 
year  ago.  Before  calculation  of  the 
four-week  moving  average,  the  index 
slipped  to  218.9. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/rnagazine/fertra.htm 
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CLSA52 
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Editoria 


lis 


Oil:  What  Must 
Be  Done 


MORE  AND  MORE,  it  looks  like  the  era 
of  low  oil  prices  has  come  to  an  end. 
Oil  has  risen  to  over  $39  a  barrel, 
something  that  almost  no  one 
expected  just  a  few  months  ago. 
Gasoline  prices,  before  adjusting  for  inflation,  have 
hit  record  levels  (page  36).  Oil  alternatives  such  as 
natural  gas,  coal,  and  even  uranium  have  been 
heading  up  as  well.  In  fact,  in  an  Apr.  27  speech,  Federal 
Reserve  Chairman  Alan  Greenspan  noted  that  high  prices  in 
the  long-term  oil-futures  market  suggest  that  petroleum  is 
going  to  stay  up  for  several  years. 

Some  of  the  petroleum  price  hikes  represent  the  effect  of 
one-time  shocks,  such  as  unexpected  refinery  outages.  But 
most  of  the  upward  pressure  on  oil  is  the  result  of  increases  in 
demand  and  potential  supply  disruptions  that  may  not  abate 
any  time  soon.  On  the  demand  side,  strong  economic  growth 
in  China  and  the  U.S.  is  driving  up  global  oil  consumption, 
according  to  the  International  Energy  Agency.  Record  sales  of 
sport-utility  vehicles,  for  instance,  have  helped  drive  up  gas 
consumption  in  the  U.S.  by  4.6%  over  the  past  year. 

While  there's  enough  supply  in  the  global  oil  market  to 
meet  the  increased  demand  for  the  near  term,  most  of  it  is 
coming  from  unstable  or  potentially  unstable  countries  such 
as  Saudi  Arabia,  Russia,  Angola,  and  Venezuela.  Indeed, 
terrorist  action  against  oil  pipelines,  refineries,  and  loading 
facilities  looms  as  an  increasingly  real  threat,  especially  after 


We  need  a 
new  plan  to 
reduce  U.S. 
dependence 
on  oil  from 
overseas 


the  murder  of  five  Western  oil  workers  on  May  1  in  Saudi 
Arabia.  That  leaves  the  U.S.  ever-more  economically 
vulnerable  to  political  turmoil  around  the  world. 

The  situation  is  especially  disturbing  given  that,  over  the 
past  20  years,  the  U.S.  has  done  little  to  encourage  oil 
conservation.  Fuel- efficiency  standards  for  cars  are  no  higher 

than  they  were  in  1985. 

We  need  a  comprehensive 
plan  to  reduce  U.S.  dependence 
on  overseas  oil.  Since  gasoline  is 
the  biggest  oil  product,  the  most 
obvious  and  useful  step  would  be  | 
a  big  increase  in  the  fuel- 
efficiency  standards  for  cars  and 
light  trucks,  including  SUVs,  as 
Senator  John  Kerry  has  proposed. | 
Such  a  measure,  should  be 
phased  in  over  ten  years  to 
minimize  its  disruptive  impact. 
The  Bush  Administration  has 
proposed  ticking  up  mileage  standards  on  light  trucks  over 
the  next  few  years,  but  much  bolder  action  is  necessary  to 
cut  gas  consumption. 

If  s  also  important  to  change  the  tax  system  to  encourage 
conservation.  Among  other  things,  that  means  ending  the  tax 
break  for  small-business  owners  who  buy  very  large  SUVs, 
which  count  as  heavy  trucks.  Consumers  also  should  receive  a 
bigger  tax  break  for  purchasing  vehicles  such  as  hybrid  cars, ; 
measure  both  Kerry  and  Bush  support. 

Finally,  any  plan  to  boost  U.S.  energy  efficiency  requires  a 
boost  in  federal  funding  for  research  and  development, 
including  money  for  studying  such  potentially  useful 
technologies  as  fuel- cell-powered  cars.  Research  into  solar 
power  and  other  alternative  sources,  which  could  be  used  to 
generate  the  hydrogen  for  the  fuel  cells,  is  also  important. 
Such  innovation  is  the  only  way  to  ensure  that  the  growth  of 
the  world  economy  won't  be  choked  by  a  lack  of  oil. 


A  Study  in  Black 
And  White 


MAY  17  MARKS  the  50th  anniversary 
of  Brown  v.  Board  of  Education,  the 
U.S.  Supreme  Court  decision  that 
declared  "separate  but  equal" 
schooling  was  not  acceptable.  The 
1954  case  was  a  ringing  affirmation  that  the  U.S. 
is  an  equal-opportunity  society  wherein  everyone 
deserves  the  chance  to  move  up  the  ladder  of 
success.  Neither  the  government  nor  the  private  sector  has 
the  right  to  set  up  barriers  to  education,  housing,  or  any 
other  activity. 


In  the  ensuing  half-century,  the  U.S.  has  made  significant 
progress  toward  putting  these  values  into  practice.  The 
number  of  segregated  schools  has  dropped  sharply.  The  share 
of  blacks  aged  25  to  29  holding  a  college  degree  has  increased 
more  than  sixfold,  to  18%.  Home-ownership  rates  for  blacks 
and  other  minorities— a  mark  of  wealth  acquisition— have 
increased  as  well. 

Yet  we're  still  far  from  fully  realizing  Brown's  dream  of  a 
truly  integrated  society  (page  60).  Indeed,  in  recent  years, 
we've  been  moving  backward  in  the  schools:  The  percentage 
of  minority  children  attending  segregated  schools  (over  50% 
minority)  has  increased  across  the  U.S.  Moreover,  minority 
kids  are  often  trapped  in  schools  dominated  by  poor 
children,  where  they  are  more  likely  to  fall  behind.  The  result 
is  that  poor  and  minority  children  lag  their  more  affluent 
white  counterparts. 

Because  America  is  much  more  diverse  today  than  it  was 
in  1954,  the  goals  of  Brown  have  never  been  more  relevant. 
Building  a  more  integrated  society  will  no  doubt  be  difficult. 
But  there  are  few  more  important  tasks  if  we  want  to  achieve 
a  healthier  democracy  and  a  stronger  economy. 
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"The  biggest  adva  nee ;  n  computing 

IP!    rSO^nt  yG3rS.  -Peter Levis, Fortune 


"C  ie  thing  t  at's  for  sure  is  that  the  G5  is  the 
b'h  gestadvc  ice  in  computing  in  recent  years 


a  mputertc  .ise  a  64-bit  desktop  processor.' 

-  Peter  Lewis,  Fortune,  10  '27/C3 


"To  ay  that  th 'latest  and  greatest  G5  screams  'oesa 
diss  >rvice  to  tl  e  word.  I  can  scy  flatly  that  if  you  have 
bee  i  waiting  ir  the  G5  to  update  your  aging  yower 
Ma  s,  you  nee  1  wait  no  longer.  It  will  chew  thi  ougl  > 
an)  processoi  intensive  task  you  throw  its  wa  •." 

—  Ken  Mingis,  Compute  rwoi  Id 


"At  er  two  we  'ks  with  a  dua' processor 2GHz F  iwet 
Mc  :  G5,  it's  tl  ?  fastest  Mac  l'/e  ever  used  in  m   enire 
life  and  not  b  >  a  small  marg  n,  either.  I'd  call  it  •  vicked 
fas ',  but  that  wouldn't  even  :ome  close  to  doi  ig  it 
jus  ice.  It  was  astonishing." 

Bob  Levitus,   t  the  Houston  Ct  ronicle 


The  Power  Mo :  G5  shatters  the  I  >ng- 
:  Ending  limits  of  expectation  irr  josed 
i  y  Intel  and  M;  rosoft." 

-  Tom  Yager  In  oWorld 
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"With  the  Power  Mac  G5,  the  increase  in  speed  is  three-fold 
over  the  old  machine.  Especially  in  my  line  of  work,  this 
means  more  rendered  scenes  in  the  same  amount  of  time, 
more  freedom  to  try  different  versions,  or  simply  a  chance  to 
go  home  before  midnight." 

Thomas  Tannenberger,  Look  Effects 


"/  wasn  't  prepared  for  the  truly  overwhelming  performance  of 
my  new  dual  2  GHz  G5.  The  combo  of  this  amazing  hardware 
and  OS  10.3  [Pantherl  adds  up  to  a  work  platform  that  is  not 
only  astounding  in  its  power  but  also  in  the  joy  that  it  brings 
to  the  user -just  for  the  quality  of  work  life  that  it  offers  those 
of  us  who  spend  hours  and  hours  in  front  of  our  machines" 

—  Pat  Metheny,  Musician 


"It  is  a  leap  of  not  only  faith,  but  over  tall  buildings  in  a  single 
bound.  The  G5  is  so  revolutionary,  it  almost  cannot  be  thought 
of  as  simply  a  better  Macintosh,  or  as  a  trump  card  over  the 
hand  dealt  to  us  by  the  Wintel  world.  This  changes  everything; 
the  Power  Mac  G5  is  really  in  a  class  by  itself. " 

—  George  Tomlin,  Digital  Output 


"Having  Apple  Computer's  new  PowerMac  G5  around 
the  office  is  like  having  a  superhero  assistant.  If  you've 
got  lots  of  graphics  or  video  heavy-lifting  to  do  allot 
once,  it's  amazing." 

—  Jon  Fortt,  San  Jose  Mercury  News 
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Which  makes   for  more   eye-catching  documents   and   entertaining 
presentations.   Not  only  that,  the  black-and-white  output   is 
delivered  at  the  same  cost  as  traditional   black-and-white  printing. 
Adding   some   color   definitely  means   not   business   as   usual. 
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Take  the  stairs, 


We're  one  of  America's  leading  health  plans.  So,  why  do  we 
want  you  to  avoid  the  elevator  every  once  in  a  while?  Because 
walking  is  a  simple  activity  you  can  do  every  day  to  improve 
your  fitness.  And  if  everyone  were  more  physically  active,  we 
could  all  help  reduce  one  of  the  causes  of  rising  health  care 
costs  —  sedentary  lifestyles.  Meanwhile,  we'll  focus  on  our 
mission  to  contain  escalating  costs  by  creating  solutions  that 
will  help  boost  the  quality  and  affordability  of  medical  care. 
Like  our  health-improvement  programs,  cost-saving  health 
coverage  products  and  Healthy  Parenting  Initiative,  which 
provides  parents  and  children  with  the  resources  and  tools 
to  live  healthier,  more  active  lives.  By  the  way,  use  a  handrail. 
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Core  values  you  believe  in. 

Core  values  you  achieve  with  Cognos  Performance  Management  software. 

Cognos  lets  you  drive  your  company's  planning, 

monitor  its  performance  and  understand  the  hows  and  whys  behind  the  results. 

Performance  becomes  truly  measurable. 

Goals  become  achievable. 

Your  organization  soars. 

See  what  you  can  do. 
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Tired  of  compromising? 

Here's  a  new  way  to  get  investment  advice. 

When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with  a  full- 
commission  broker  or  doing  it  all  themselves.  Charles  Schwab  offers  choices  in  between. 

►  Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all  investors 
who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

►  Consultants  not  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance  on 
building  and  maintaining  a  portfolio  that  works  for  you. 

►  All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


Get  advice  on  vour  terms. 


^  Call  1-800-540-6743 


to  talk  to  one  of  our  consultants  about  Advised  Investing 
Services  or  other  Schwab  Personal  Choice    options. 


How  do  you  know  if  you're  getting  quality 

investment  advice?  Call  or  stop  by  today  for  our  free  guide. 


charles  schwab 

Seeing  the  market  from  a  different  perspective.  Yours" 


Schwab  Advised  Investing  Foundational?  Schwab  Advised  Investing  Signature"  and  Schwab  Private  Client"  are  available  for  a  fee.  You  musl 
have  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investment 
advisory  account  regulated  under  the  Investment  Advisers  Act  of  1 940.  Investment  advice  offered  within  these  services  is  solely  incidental  tc 
Schwab's  broker-dealer  services.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069FUL. 


"We  have  lost 
so  much  time 
already,  and  I  just 
really  can't  bear  to 
lose  anymore." 

-Nancy  Reagan,  calling  for 

expanded  stem  cell  research 
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SAP  SHEETS 

M  ARSONIST.  A  drug  dealer. 
^  chronic  gambler.  To  the 
nvestors  who  have 
ntrusted  them  with 
trillions,  they  are  hotshot 
noney  managers  promising 
»ig  returns.  In 
eality,  they're 
ledge-fund 
ogues  drawn 
o  the  lightly 
egulated  $750 
•illion  industry, 
nvestors  are 
eft  in  the  dark 
•ecause  records 
•fpasttrans- 
;ressions  by  investment 
idvisers  who  run  hedge 
unds  are  often  inaccessible. 
Tie  Securities  &  Exchange 
Commission  maintains  the 
lisciplinary  records  on 
nvestment  advisers  and 


["HE  BIG  PICTURE 


gives  the  public  easy  access 
to  them  for  just  two  years. 
A  few  states  keep  them 
open  longer. 

All  it  takes  to  tidy  up 
a  tarnished  record  is  to 
simply  let  an  old  registration 
lapse  and  apply  for  a  new 
one.  One  out  of  six  mana- 
gers have  had  some  run-in 
with  the  law,  says  Guy 
Simonian,  president  of 
CheckFundManager.com, 
which  does 
background 
checks  for 
investors.  He 
has  turned  up 
everything  from 
felonies  to  SEC 
violations  to 
fake  investment 
credentials. 
What's 
needed,  Simonian  says,  is  a 
rule  requiring  records  for 
investment  advisers  be  made 
publicly  available  for  seven 
years.  No  doubt  investors 
would  agree. 

-Mara  Der  Hovanesian 


NELL-HEELED  Where  do  the  rich  shop? 
:>ame  places  as  everyone  else.  Here 
ire  the  stores  most  visited  by  the 
ichest  10%  of  Americans: 


HEN 

PERCENT  WHO  SHOP 

HOME  DEPOT 

69% 

COSTCO 

49%  | 

J 

TARGET 

46% 

VOMEN 

TARGET 

61%  | 

HOME  DEPOT 

60% 

COSTCO 

54%  | 

lata:  The  American  Affluence  Research  Center's  Spring  2004  survey  of 
76  households  with  an  annual  income  of  at  least  $359,000 


SHOW  BIZ 

Dreamworks' 
IPO  Prequel? 

THE  STAR,  A  GIANT  GREEN  OGRE,  has  problems  with  flatulence. 
His  sidekick  is  a  wisecracking  donkey.  But  for  DreamWorks  SKG, 
which  will  release  Shrek  2  on  May  19,  the  big  guy  represents  a 
different  kind  of  green— the  kind  the  studio  could  raise  in  an 
initial  public  offering.  Insiders  say  that  10  years  after  superstar 
director  Steven  Spielberg  joined  with  David  Geffen  and  Jeffrey 
Katzenberg  to  create  Dreamworks,  they  are  counting  on  a 
blockbuster  Shrek  2  to  help  launch  plans  for  an  IPO  of  its 
animation  unit  later  this  year. 

Dreamworks  execs  refuse  to  discuss  a  possible 

IPO.  The  studio  has  retained  Goldman  Sachs  and  J.P. 

Morgan  Chase  to  value  the  unit,  which  could  bring 

in  $3  billion,  sources  say. 

The  timing  could  be  good  for  Dreamworks.  It's 
banking  on  another  animated  flick,  Shark  Tale, 

which  features  the  voices  of  Will  Smith  and  Robert 
De  Niro  in  the  story  of  underwater  mobsters,  due  out  in 
October.  And,  this  September,  NBC  is  expected  to  begin  airing 
in  prime  time  Dreamworks'  animated  sitcom  Father  of  the 
Pride,  about  talking  Las  Vegas  white  tigers.  As  for  Shrek,  no 
doubt  they'll  clean  him  up  for  the  roadshow.     -Ronald  Grover 
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ROOM  &  BOARD 

DIRECTORS: 
KNOW  WHEN 
TO  FOLD 'EM 


FOR  YEARS  NOW,  good 

governance  types  have  been 
saying  that  America's 
corporate  boards  need  to 
replace  aging 
directors  and  put 
limits  on  how 
long  they  serve. 
When  directors 
get  old  and  en- 
trenched, they  say, 
it's  easier  for  man- 
agement to  get 
away  with  mis- 
deeds. Case  in 
point:  Robert 
Jaedicke,  Enron's 
former  audit  com- 
mittee chairman.  The  72 -year 
old  one-time  accounting  pro- 
fessor retired  a  decade  before 
Enron  imploded,  putting  him 
at  a  disadvantage  trying  to 
untangle  its  complex  finances 


An  analysis  of  the  latest 
data  suggests  that  many 
boards  may  be  hard  of 
hearing.  According  to  data 
compiled  by  the  Corporate 
Library,  a  governance 
watchdog,  nearly  10%  of  the 
directors  in  the  Standard  & 
Poor's  500-stock  index  are  70 
or  older.  And  17%  of  directors 
have  tenures  of  15  years  or 

more.  "That  does 
suggest  that 
boards  have  been 
a  little  sluggish 
about  keeping 
themselves  vital," 
says  Nell  Minow, 
of  the  Corporate 
Library. 

The  oldest,  at 
95,  is  Comerica's 
STILL  SERVING         Max  Fisher.  The  longest 
Max  Fisher,  95       run?  Ford's  William 
Clay  Ford,  79,  who 
joined  in  1948.  Telling  a 
longtime  director  if  s  time  to 
go  isn't  easy,  but  at  some 
point  the  graybeards  need  to 
trade  in  their  briefcases  for 
nine  irons.        -Louis  Lavelle 


DRUG  TESTS 

STEALTH  CARE 

Are  you  clean?  A 
new  drug  test 
called  the  Drug- 
Wipe  is  a  pen-' 
sized  tool  that 
swabs  objects 
such  as  a  phone, 
steering  wheel,  or 
keyboard.  In 
minutes  the 
wand,  made  by 
Global  Detection  &  Reporting,  detects  traces  of 
five  drugs,  including  cannabis  and  cocaine.  The 
test  costs  more  than  urinalysis,  but  HR 
managers  may  welcome  an  end  to  urine  and  hai 
sampling,  which  require  time  for  lab  work.  The 
hitch:  Anyone  can  touch  office  supplies  and  drug 
residue  travels  in  many  ways.  In  fact,  most  U.S. 
bills  carry  trace  levels  of  cocaine.  The  company 
says  swabbing  workers'  bodies  directly  can  follow 
a  general  test.  -Brian  Hindc 


TYKE  WATCH 

KIDS  ARE 
PEOPLE TOO, 
SAYS  MAD  AVE 

WHAT  IS  THE  RIGHT  AGE  to 

begin  marketing  to  kids? 
Seven,  according  to  a  survey 
of  marketing  execs  by  Harris 
Interactive.  Marketers  say  they 
feel  "a  sense  of  urgency"  to 
reach  kids  early  so  brands  will 
be  familiar  to  them  when  they 
are  old  enough  to  influence 
purchasing  decisions. 

Bad  idea,  says  Harvard 
University  psychologist 
Susan  Linn.  Research  links 
childhood  obesity,  violence, 
and  increased  family  stress 
to  some  ads.  At  seven,  Linn 
says,  kids  can't  tell  fantasy 
from  reality.  Marketers 
say  don't  worry— their 
parents  can.        -Jessi  Hempel 


DRAWN  &  QUARTERED 
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SHIPPING.  SYNCHRONIZED. 


1,300  flights  serving  over 

200  countries  and  territories  a  day. 

;Sorry,we  don't  take  passengers.) 


WHAT  CAN  BROWN  DO  FOR  YOU1 


Why  so  many  flights  to  so  many  places? 
That's  what  it  takes  to  deliver  over  13 
million  packages  worldwide  every  day. 
With  the  world's  eleventh-largest  airline, 
UPS    makes  shipping  around  the  world 
as  easy  as  delivering  across  the  street. 

UPS.com/international    1-800-PICK-UPS 


. 


prront 


FACE  TIME 

ANDREW 
PUZDER 


NOW  WE 
KNOW  WHERE 
THE  BEEF  IS 

Miss  supersizing  those  fries 
and  drinks?  Andrew  Puzder  is 
hoping  that  what  customers 
will  crave  instead  is  a  bigger 
burger.  On  May  26,  Puzder, 
president  of  CKE  Restaurants, 
the  parent  of  3,200  Hardee's 
and  Carl's  Jr.  fast-food  joints, 
will  introduce  the  industry's 
first  one-pound  burger.  The 
Mb.  Double  Six  Dollar  Burger 
(even  the  name  is  a  mouthful) 
will  sell  for  $5.49. 

Puzder,  who  eats  his 
restaurants'  food  at  least  three 
times  a  week,  says  he  became 
convinced  of  the  appeal  of 
bigger  burgers  after  watching 
a  70-year-old  woman  devour  a 
Vrlb.  Double  Thickburger  at 
Hardees.  "She  was  using  a 
knife  and  fork." 

Puzder,  53,  has  been  a 
harbinger  of  fast-food  trends. 
He  was  early  to  jump  on  the 
Atkins  diet  craze,  introducing 
lettuce-wrapped  LowCarb 
burgers  late  last  year.  The 
moves  have  paid  off:  Sales 
per  restaurant  at  the  $1.4 
billion  chain  have  jumped 
20%  in  the  past  three  years. 
That's  taking  a  bite  out  of 
the  competition. 

-Christopher  Pal' 


SECURITY 

TRAVELERS, 

PREPARE 

TOBESMELLED 

IT  GREETS  travelers  with 
discreet  puffs  of  air,  just 
enough  to  dislodge  a  trace  of 
explosives  from  skin,  hair,  or 
clothing.  And  it  can  detect 
them  right  through  shoes.  It's 
the  latest  bomb-sniffing 
technology,  and  it  may  be 
coming  to  a  train  station  or 
airport  near  you. 

On  May  3,  the  U.S. 
Transportation  Security 
Administration  announced  a 
30-day  trial  at  Amtrak's  New 
Carrollton  (Md.)  station,  test- 
ing a  system  made  by  Gener- 
al Electric.  If  s  also  looking  at 
the  Sentinel  II,  the  system 
built  by  British  security  com- 
pany Smiths  Group.  The 
devices,  which  cost  up  to 
$150,000,  are  used  in  nuclear 


power  plants  in  the  U.S.  and 
Canada.  Britain's  Heathrow 
and  Manchester  Airports  are 
testing  them. 

Travelers  walk  through  a 
gate  similar  to  a  metal 
detector  where  currents  of  air 
circulate,  then  get  sucked 
back  into  the  machine  for 
analysis,  which  takes  eight 
seconds.  If  s  sensitive  enough, 
says  Bill  Mawer,  president  of 
Smiths  Detection  North 


STREET  NEWS 

KEEPING  A  LID 
ON  MARGIN 
TRADES 

AT  THE  BOOM'S  peak,  retail 
investors  racked  up  $278.5 
billion  in  margin  debt- 
money  borrowed  from 
brokerages  to  trade  stocks.  As 
the  market  cratered,  margin 
calls  came,  and  traders 
scrambled  to  cover  the  loans. 
Now,  margin  borrowers  are 
back— and  wiser  for  the  wear. 


In  Match,  margin 
debt  stood  at  $179.7 
billion,  a  32%  yearly 
jump,  according  to 
the  New  York  Stock 
Exchange.  At 
Ameritrade,  clients 
held  $3.8  billion  in 
margin  debt  at  the 
end  of  the  March 
quarter,  double  the 
2003  figure.  But  the  average 
debt  per  account  is  now 
$1,100,  compared  with 
$3,500  four  years  ago. 

Brokers  are  also  looking 
out  for  their  clients.  E*Trade 
advisers  "identify  people  with 
big  margin  balances  and 
speak  to  them,"  says  President 
Jarrett  Lilien.  Charles  Schwab 
offers  an  online  tutorial  on 
handling  margin  calls. 

Investors  are  still  respon- 
sible if  they  borrow  too  much 
on  margin.  So  far,  it  seems 
they've  learned  their  lesson. 
-Louise  Lee 


America,  a  unit  of  the  Britisri 
company,  to  foil  a  would-be  | 
shoe  bomber  whose  sneaker  i 
are  still  on  and  laced. 

The  TSA  already  uses  3,5C 
desktop  baggage  detectors  a 
the  nation's  airports.  But  the 
depend  on  security  guards 
taking  swipes  off  suspicious 
passengers'  bags  to  test  for 
explosives.  The  Sentinel  doe.i 
the  job  on  everyone,  no  mus^ 
no  fuss.  -Catherine  Yai 


THE  STAT 


35 


The  expected 
percentage  of 
A"  grades  in 
Princeton  University 
undergraduate 
courses,  per  a 
recently  passed 
proposal  to  curb 
grade  inflation.  In 
2002-03just 
under  48%  of 
undergrads  got  "A" 
grades. 


Data:    i  -.ceton  University 
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HP  original  inkjet  cartridges. 

The  cure  for  the  common  clog,  streak  and  blotch. 

For  more  than  20  years,  HP  scientists  have  been  refining  our  ink,  paper  and 
printers  to  work  together  flawlessly.  In  fact,  a  recent  independent  test  showed,  on  average, 
HP  color  inkjet  cartridges  are  50  times  more  reliable  than  seven  leading  remanufactured 
brands  tested  from  around  the  world.  Which  means  when  you  stay  with  genuine 
HP  printer  cartridges,  you  avoid  a  lot  of  time-  and  paper-consuming  ailments. 
+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
To  get  more  information  or  to  buy  original  HP  supplies, 
go  to  hp.com/go/printsupplies  or  call  1-866-625-1174. 


m 


003  Inkjet  Cartridge  Reliability  Comparison  Study  test  results  provided  by  QualityLogic,  Inc.,  and  commissioned  by  HP  Test 
erformed  on  HP78  and  HP49  color  Inkjet  print  cartridges.  Tests  were  performed  under  laboratory  conditions  and  actual 
erformance  may  vary.  See  www.hp.com/go/suppliesreliability  for  full  details.  ©  2004  Hewlett-Packard  Development  Company,  L.P 
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Profiles  in  Businesl 


Every  business  is  a  team  of  individuals.  And  if  you  can  maximize  teamwork,  you'll 
maximize  productivity— which  is  where  Nokia  comes  in.  Everything  we  make,  from 
advanced  messaging  devices  to  secure  mobile  connectivity  offerings,  is  engineered  to 


give  your  team 


immediate 


the  power  to  work  faster  and  smarter.  The  payoff  can  be 
better  decision-making, 


The  Nokia  6820  Messenger 
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Torturous  Trevor  the  Technoholic 


Mr  "I  Have  Security  Issues"  no.  Ida,  The  Chief 

Financial  Officer 


Home  Waiter 


388 
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Mobility:  Teamwork 


How  to  be  more  competitive,  more  productive,  and,  uh,  more  in  sync. 


improved  coordination,  faster  growth.  And  because  Nokia    I 


El 


Nokia  security  appliance 

supports  a  variety  of  access  methods  and  devices,  your  people  can  work  on  their 
own  terms  while  taking  care  of  business  demands.  Learn  more  today.  And  give  your 
team— and  your  business— the  advantage  of  more  mobility.  Anytime,  anywhere, 


and  on  virtually  any  device. 


Nokia  One  Business  Server 


Learn  how  to  mobilize  your  team  and  increase  business 

productivity.  Download  "The  Anytime,  Anyplace 

World"  white  paper  at  »nokiaforbusiness.com 


The  "Never  in  the  Office"  Girl 


Metro  Mel 


Time  Zone  Tim 


NOKIA 

Connecting  People 


Readers  Report 
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China's  statistics... 
exaggerate  the  'good' 
numbers  and  reduce  the 
'bad'...  in  all  levels  of 
the  reporting  systems." 

-John  CM.  Lee 
Hong  Kong 
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HEADED FOR 
A  CRISIS? 


TWO  TAKES  ON 

CHINA'S  BUBBLE  ECONOMY 

"HEADED  FOR  a  crisis?"  (Cover  Story, 
May  3)  analyzed  China's  problems,  based 
on  China's  own  statistics.  The  reality  is 
much  worse  than  your  otherwise  excel- 
lent analysis.  It  is  well  known  that  China's 
statistics  are  not  reliable,  tending  to  ex- 
aggerate the  "good"  numbers  and  reduce 
the  "bad"  numbers  in  all  levels  of  the  re- 
porting systems,  and  the  final  numbers 
usually  are  quite  apart  from  reality.  These 
questionable  statistics  are  in  all  areas,  in- 
cluding [such  public-health  issues]  as 
AIDS  and  SARS  (getting  better,  I  should 
add).  There  are  other  reasons  to  be  wor- 
ried, among  them  widespread  corruption, 
huge  bad  bank  loans,  and  a  backward  and 
dysfunctional  financial  system  that  is 
simply  unable  to  cope  with  the  current 
situation.  Yet  the  banks  keep  lending. 
These  require  a  drastic  economic  reform, 
but  the  current  political  system  (one-par- 
ty rule  without  election)  will  not  allow  it. 
One  needs  political  reform  first. 

-John  CM.  Lee 
Hong  Kong 

UNDER  THE  HEADING  "Runaway  con- 
sumption," your  table  characterizes  Chi- 


na as  "devouring"  (i.e.,  greedily  consum 
ing)  7%  of  the  world's  oil  supply.  China 
with  about  20%  of  the  world's  popula 
tion,  is  running  a  substantial  trade  sur 
plus— it  produces  more  than  it  consumes 
How,  then,  would  you  characterize  th< 
U.S.,  with  less  than  5%  of  the  world's  pop 
ulation,  which  consumes  26%  of  tht 
world's  oil  supply  and  had  a  trade  defici 
(i.e.,  consumes  more  than  it  produces)  ir ,. 
2003  of  around  $490  billion? 

-BUI  Vogi 
Henderson,  N.C 

CHARLEY  ELLIS  IS 

GOOD  NEWS  FOR  INVESTORS 

"TEACHING  THE   RULES  of  a  Stackec 
game"  (Finance,  Apr.  26)  questioned  tht 
independence  of  Charles  D.  Ellis,  recent 
ly  appointed  to  head  the  Securities  &  Ex 
change  Commission's  newly  created  in 
vestor  education  program.  Charley  Ellis  u 
renowned  for  importuning  and  counsel 
ing  the  investment  community  to  focu.- 
on  the  interests  of  investors.  For  more 
than  three  decades,  he  has  been  a  volun 
teer  and  leader  in  the  development  of  the 
Chartered  Financial  Analyst  (CFA)  edu 
cation  and  ethics  program  and  has  been 
outspoken  in  his  criticism  of  Wall  Street 


PRESIDENT  &  PUBLISHER:  William  P.  Kupper  Jr. 

SR.  VP.  OPERATIONS:  Gary  B.  Hopkins 

SR  VP.  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L  Fox 

VP.  ASSOCIATE  PUBLISHER.  U.S.  SALES  DIRECTOR:  Geoffrey  A.  Dodge 

VP.  WORLDWIDE  CIRCULATION  DIRECTOR:  Thomas  Masterson 

VP.  TECHNOLOGY:  Anoop  Snvastava 

VP.  ADVERTISING  BUSINESS  t  PRODUCTION:  Linda  F.  Carvalho 

VP.  MARKETING:  °atnaa  Crocker  France 


VPs.  SALES:  Beth  Gregg  (Midwest  reg.).  Robert  J.  Maund  (West  reg).  Louis  Tosto 

(Eastern  region) 

U.S.  REGIONAL  SALES  DIRECTORS:  Tern  Dufore  i  northwest).  R*  Gates  (New 

York  and  Intl.).  John  McShea  (New  York) 

VP.  INTERNATIONAL  ADVERTISING  DIRECTOR:  Paul  Maraflglia 

VP.  SALES  DEVELOPMENT:-  -liberty  L  Styter 

VP.  CONSUMER  MARKETING:  Joyce  Swingle 

VP.  BUSINESS  DEVELOPMENT:  Geoffrey  D.  Brodenck 

GENERAL  MANAGER.  BUSINESSWEEK  ONUHt  Peggy  White 

SR.  DIRECTOR  OF  FINANCE:  Brian  S.  Dvoretz 


The  McGraw-Hill  Companies 


BusinessWeek 

MAY  24. 2004  (ISSN  0007-7135) 


3884 


Published  weekly,  except  for  one  week  in  January  and  one  in  August  by  The 
McGraw-Hill  Companies.  Ire  FOUNDER:  James  H.  McGraw  (1860-1948). 
EXECUTIVE.  EDITORIAL.  CIRCULATION.  AND  ADVERTISING  OFFICES: 
The  McGraw-Hill  Companies  Building.  1221  Avenue  of  the  Americas.  New 
York.  NY.  10020.  Telephone:  212  512-2000.  Telex:  Domestic  127039:  Intl. 
2360127039  U.S.  subscription  rate:  1  year  $59.97:  2  yeare  $99.97:  3  years 
$119  97.  Canadian  subscription  rate  CON  $94.95  per  year  2  years  CDN 
$157.95:  3  years  CDN  $189.95  Mexico  Subscription  1  year  US  $135.00. 
Brazil  1  year  US  $150  00.  all  other  Latin  America  countries  1  year 
US  $170  00: 2  years  US$250  00  Outside  of  U.S..  Canada  and  Latin  Amer- 
ica: U.S.  $199.00  per  year.  Single  copies/back  issues.  $9.95.  Call  1-800- 
298-9867  or  email:  busweek®nrmsinccom.  Subscriber  Services:  1-800- 
635-1200.  TDD:  1-800-554-1579 


POSTMASTER:  Send  address  changes  to  BusnessWeek,  P.O.  Box  53235 
Souoer  CO  80322-3235  °encOcate  postage  DM  at  New  York.  NY.  arc  at  add. 
tionat  maSng  offices  Canada  Post  Publication  Mai  Agreement  Number  40012501 
Registered  for  GST  as  The  McGraw-Hill  Companies.  Inc.  GST  #R123075673 
Copyright  2003  by  The  McGraw-Hill  Companies.  Inc.  An  rights  reserved.  Title 
registered  in  US.  Patent  Office.  European  Circulation  Center.  McGraw-Hil: 
House.  Maidenhead.  Berks.  England  Telephone:  01628-23431  Telex:  848640 
OFFICERS  OF  THE  McGRAW-HILL  COMPANIES.  INC.:  Harold  W.  Mc- 
Graw III.  Chairr  and  Chief  Executive  Officer:  Kenneth  M 
Vittor.  Executive  Vice  President  and  General  Counsel:  Robert  J.  Bahash 
Executive  Vice  President  and  Chief  Financial  Officer:  Frank  D.  Penglase, 
Senior  Vice  President  Treasury  Operations. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  granted  by  the 
copyright  owner  tar  those  registered  with  the  Copyright  Clearance  Center 
(CCC).  222  Rosewood  Drive.  Darners.  MA  01923.  to  photocopy  any  article  here- 
in for  the  flat  fee  of  $200  per  copy  of  each  article.  Send  payment  to  the  CCC 
Copying  far  other  than  personal  or  internal  reference  use  without  express  per- 
mission of  The  McGraw-Hill  Companies.  Inc  is  prohOited  Address  requests  tor 
customized  buk  reprints  to  EksnessWeek  Reprints.  1221  Avenue  of  the  Ameri- 
cas. New  York-NY  10020  or  call  212-512-3148  ISSN  0007-7L35/OG7$3.95 

PRINTED  IN  " 


irms  for  their  lack  of  participation  in  the 
^FA  and  other  ethics-based  programs. 

Like  Warren  E.  Buffett,  Ellis  is  a  strong 
diampion  of  the  fairness  of  markets  and 
protection  of  the  rights  of  investors.  He 
vill  be  unbiased  and  untiring  in  his  ef- 
forts to  educate  and  enlighten  investors. 
-John  L.  Maginn  CFA 
Chief  Investment  Officer  (retired) 
Mutual  of  Omaha  Insurance  Company 

Omaha 

HOSPITALS  MUST  TAKE  A  SCALPEL 
ro  EXCESSIVE  COSTS 

rHE  REAL  ATTENTION  getter  in 
'Weaker  vitals  signs  at  hospitals" 
News:  Analysis  &  Commentary,  May  3) 
s  not  unpaid  bills  but  the  size  of  this 
rill:  $7,300  for  a  few  hours  in  the  hospi- 
al  for  diagnosis  from  a  couple  of  CAT 
icans  and  a  prescription  for  painkillers. 
Jnless  the  decimal  was  in  the  wrong 
)lace,  turning  $730  into  $7,300  by  mis- 
ake,  we  are  all  in  trouble  today,  not  just 
he  hospital  industry. 

-Mabelle  Alexander 
Littleton,  N.H. 

)NE  PRACTICE  that  can  dramatically  af- 
ect  some  patients'  bills  is  the  unneces- 
;ary  and  sometimes  excessive  use  of  di- 
ignostic  imaging  studies  by  physicians 
jracticing  defensive  medicine.  A  fre- 
ment  example  I've  encountered  is  the 
)veruse  of  head  computer  topography 
CT)  scanning  in  adolescents  and  20- 
rear-olds  who  come  to  the  emergency 
oom  with  headaches.  The  rule,  rather 
han  the  exception,  is  that  these  patients 
;et  a  head  CT  even  when  they  lack  any  fo- 
:al  neurologic  deficits  to  warrant  the 
study  and  generally  in  the  absence  of  a 
leurology  consultation  (specialist  in 
leadache  syndromes).  This  can  add  hun- 
Ireds  or  thousands  of  dollars  to  one's  bill. 
-James  Bradley  Summers,  M.D. 
Mobile,  Ala. 

NDUSTRIAL  ENGINEERS: 

rHE  UNSUNG  HEROES  OF  SIX  SIGMA 

WAS  DISAPPOINTED  not  to  see  the  field 
)f  industrial  engineering  mentioned  in 
'How  Xerox  got  up  to  speed"  (Industries, 
Vlay  3).  Industrial  engineers  invented 
joth  lean  manufacturing  techniques  and 
he  Six  Sigma  approach  to  process  quali- 
y.  Toyota  developed  lean  manufacturing 
n  the  1950s  based  on  the  work  of  Freder- 
ck  Taylor  and  W  Edwards  Deming,  both 
ndustrial  engineers.  Similarly,  Motorola 
lie's  Six  Sigma  methodology  emerged  in 
he  1980s  from  Total  Quality  Manage- 
nent,  a  core  element  of  industrial  engi- 
leering.  You  quoted  Deborah  Nightingale 


CORRECTIONS  &  CLARIFICATIONS 

In  the  May  17  Corporate  Scoreboard  tables 
(pp.  103-122),  the  column  heading  listing 
1st  quarter  2004  margins  should  show "%," 
not  "$  mil." 


of  Massachusetts  Institute  of  Technology 
but  never  mentioned  that  she  is  the  for- 
mer president  of  the  Institute  of  Industri- 
al Engineers,  the  premier  professional  so- 
ciety for  industrial  engineers  and  an 
authoritative  source  of  information  and 
training  for  both  lean  manufacturing  and 
Six  Sigma. 

Much  of  the  credit  for  Lean  Six  Sigma 
must  be  assigned  to  the  insight  and  hard 
work  of  the  industrial  engineers  that 
General  Electric  Co.'s  program  is  based 
on.  That  was  a  fundamental  omission 
from  an  otherwise  excellent  article. 

-Marc  Resnick 

Miami 

Editor's  note:  The  writer  is  Secretary, 

Board  of  Trustees,  Institute  of  Industrial 

Engineers. 

'AN  ATTITUDE  OF  GRATITUDE' 
FOR  A  VACCINATION  PUSH 

HARDY  GREEN  REVIEWS  The  Paradox  of 
Choice  by  Barry  Schwartz  in  a  succinct  and 
entertaining  manner  ("Clobbered  by  the 
Cornucopia,"  Books,  Apr.  26).  The  chal- 
lenges associated  with  an  abundance  of 
choice  pale  to  insignificance  when  con- 
trasted with  the  realities  highlighted  in 
"Vaccinating  the  world's  poor"  (Science  & 
Technology,  Apr.  26).  The  vision  and  col- 
laboration behind  efforts  by  Glaxo- 
SmithKline  PLC's  Dr.  Jean  Stephenne,  the 
Bill  &  Melinda  Gates  Foundation,  and 
public-health  agencies  appear  to  be  mak- 
ing fundamental  changes  for  the  better. 

Perhaps  those  struggling  to  maximize 
minor  consumer  choices  could  redirect 
their  energy.  Schwartz  suggests  an  "atti- 
tude of  gratitude"  as  one  cure  for  the  neg- 
ative effects  of  too  many  choices.  My  grat- 
itude certainly  extends  wholeheartedly  to 
Stephenne  and  his  partners. 

-Dennis  J.  Crane 
Covington,  Ky. 
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CELEBRATING 


The  Great  Innovators 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


Blazing  the  Toyota  Way 


ONE  WAS  THE  ZEALOUS  mentor,  the  scion 
of  a  prominent  clan  with  a  vision  that 
stretched  far  beyond  the  family  business. 
The  other  was  the  younger  cousin,  a 
protege  who  knew  how  to  make  that 
frustrated  vision  come  alive.  Both  thought 
they  had  the  makings  of  a  great  company. 
But  on  that  day  in  1938  when  Kiichiro 

Toyoda,  the  founder  of  Toyota  Motor  Corp.,  instructed  his 
understudy,  Eiji,  to  build  a  factory  on  land  cleared  from  a  red- 
pine  forest  in  central  Japan,  neither  realized  they  were  about 
to  make  history.  That  plant,  located  in  what  is  now  called 
Toyota  City,  pioneered  concepts  such  as  just-in- time  inventory 
control,  kaizen  continuous  improvement,  and  kanban  parts 
labeling— all  disciplines  common  today  in  factories  from 
Detroit  to  Stuttgart,  and  essential  to  the  Toyota  Way. 

Born  in  1894  and  trained  in  engineering  at  prestigious 
Tokyo  University,  Kiichiro  lost  out  on  the  job  of  running  the 
family's  mechanical  loom  business  to  his  well-connected 
brother-in-law.  A  resdess  tinkerer,  in  1929  he  took  an  eye- 
opening  tour  of  car  factories  in  the  U.S.  and  Britain.  By 
the  time  Kiichiro  returned  home,  his  goal  in  life  was  to 


The  world's 
carmakers 
follow  the 
pattern  set  by 
Kiichiro  and 
Eiji  Toyoda 


build  world-class  cars.  With  a  grubstake  from  his  father,  he 
went  to  work. 

Early  on,  he  spent  his  days  reverse-engineering  Chevrolet, 
engines.  By  the  late  1930s,  Kiichiro  had  launched  his  own 
company— the  name  was  changed  to  Toyota,  which  is  writtei 
with  eight  brush  strokes,  an  auspicious  number  in  Japan— 
and  found  a  soulmate  in  Eiji,  who  had  followed  in  his 
footsteps  at  Tokyo  University.  By  1935  the  pair  had  developed 
a  prototype  called  the  Al,  a  Chrysler  DeSoto  Airflow  knock- 
off.  To  hold  down  inventory,  Kiichiro  shortened  the  supply 
chain  so  parts  were  delivered  just  in  time  for  assembly.  But 
passenger-car  production  didn't  get  off  the  ground  until  194* 
and  success  came  too  late  for  Kiichiro:  He  was  forced  out 
after  a  strike  in  1950  and  died  two  years  later. 

That  was  hardly  the  end  of 
the  story:  Eiji  became  a 
managing  director  and  was 
sent  to  the  U.S.  to  study  Ford 
Motor  Co.'s  River  Rouge  plant 
He  came  back  impressed  by 
Ford's  scale  but  scornful  of  the 
inefficiencies.  So  he  and  a 
veteran  loom  machinist,  Taiich 
Ohno,  fine-tuned  Toyota's  own 
operations.  Eiji  and  Ohno  came 
up  with  the  kanban  system  of 
labeling,  an  early  precurser  to 
•  •  bar  codes,  to  keep  the  flow  of  parts 

» »  smooth.  They  also  perfected  the  art  of 

kaizen,  constantly  adjusting  the 
manufacturing  process  to  achieve  savings 
and  quality  improvements. 

Eiji's  first  export  effort  to  the  U.S.  fizzled 
when  the  Toyota  Crown  proved  too  slow 
for  American  highways.  Eiji  pressed  on, 
exporting  the  compact  Corolla  in  1968,  a 
year  after  becoming  president.  Detroit 
laughed.  But  the  Corollas  proved  popular 
with  baby  boomers  looking  for  cheap, 
reliable  vehicles.  Hooked  on  solid  quality 
and  high  resale  values,  the  boomers  stayed 
loyal,  trading  up  to  the  Camry  and  Lexus— 
another  brainchild  of  Eiji,  who  stepped 
down  from  Toyota's  board  in  1994  at  the 
age  of  81.  By  then,  Detroit  execs  were 
making  pilgrimages— to  Toyota  City.  ■ 

-By  Chester  Dawson 
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Without  proper  financing,  even  a  big  idea 
can  come  up  short. 


When  determination  alone  can't  turn  your  vision  into  a  reality, 
GE  Commercial  Finance  can  provide  assistance.  With  a  diverse 
and  global  product  line,  we'll  help  you  bridge  the  gap  between 
concept  and  completion.  To  learn  more,  visit  www.ge.com. 


imagination  at  work 


Books 


Is  Info  Tech  All  Washed  Up? 

DOES  IT  MATTER?  Information  Technology  and  the  Corrosion  of  Competitive  Advantage 

By  Nicholas  G.  Carr;  Harvard  Business  School  Press;  193pp;  $26.95 


The  title  of  Nicholas  G.  Carr's  book,  Does 
IT  Matter?  Information  Technology  and 
the  Corrosion  of  Competitive  Advantage, 
might  suggest  that  he  has  backed  down  a 
bit  from  his  controversial  article  of  last 
year  in  Harvard  Business  Review.  That 
piece,  more  dramatically  headlined  "IT 
Doesn't  Matter,"  contended  that  because 

information  technology  is  pervasive,  it  no  longer  provides  any 
competitive  advantage  to  companies  that  use  it.  Carr  went 
even  further,  saying  companies  should  spend  much  less  on 
computers  and  software  and  stay  away  from  the  leading  edge 
to  avoid  paying  premium  prices  for  untested,  soon- 
to-be-obsolete  products. 

Make  no  mistake:  This  slim,  193-page  book  by  the 
former  executive  editor  ofHBR  is  at  least  as 
provocative  as  the  article.  Unfortunately,  if  s  no 
more  convincing.  Carr  argues,  for  example,  that  IT's 
"great  transformational  power  is  starting  to  fade." 
But  then  he  makes  an  arbitrary  exception  for  two  of 
tech's  fastest-growing  markets:  emerging  countries 
and  the  entire  field  of  consumer  electronics.  And  his 
advice— "follow,  don't  lead"— seems  especially  off 
the  mark  at  a  time  when  market  leaders,  from  Dell 
Inc.  to  Amazon.com  Inc.,  are  still  noted  for  their 
ongoing,  adroit  use  of  technical  innovations. 

Yet  even  if  one  disagrees  with  Carr's  conclusions, 
the  book  is  a  worthwhile  guide  to  where  tech  is 
headed  for  the  long  term.  He's  certainly  right  that  the 
information-technology  business  has  entered  a  new  stage. 
After  two  decades  of  frenzied  installation  of  tech  gear,  the  core 
functions  of  processing,  storing,  and  moving  information  are 
almost  universally  available,  at  least  in  developed  countries. 
Thus,  Carr  argues,  even  though  companies  must  spend  on  IT 
simply  to  remain  competitive,  they  no  longer  derive  any 
strategic  advantage  from  using  the  latest  computers  and 
software. 

That  doesn't  mean,  as  the  book's  title  mistakenly  implies, 
that  IT  will  never  transform  the  economy  and  society  as  much 
as  railroads  and  electricity  did.  Writes  Carr:  "History  reveals 
that  IT  needs  to  become  ordinary— needs  to  lose  its  strategic 
importance  as  a  differentiator  of  companies— if  it  is  to  fulfill 
its  potential."  Early  in  the  last  century,  he  points  out,  many 
companies  had  vice-presidents  for  electricity,  but  within  a  few 
years  they  vanished  from  the  corporate  hierarchy  as  electric 
power  became  merely  another  part  of  business  infrastructure. 
This,  he  contends,  is  the  period  of  senescence  now  facing  IT. 

But  are  we  there  yet?  Thaf  s  doubtful.  Information 
technology  still  seems  very  much  in  flux.  Relentless  advances 
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in  chip  speed,  miniaturization,  and  data-transmission 
capacity  continue,  periodically  coalescing  into  disruptive 
innovations.  Thousands  of  software  startups,  with  more 
forming  all  the  time,  offer  new  capabilities  that  are  a  long  wa 
from  being  universally  adopted.  New  developments  such  as 
Internet  phone  calls  and  wireless  networks  are  upsetting  the 
telecommunications  industry,  creating  potent  new 
competitors,  such  as  Net  phone  service  upstart  Vonage  Inc. 
The  music  industry  is  under  full-scale  assault  from  Internet 
downloading,  giving  Apple  Computer  Inc.  new  life  as  the 
leader  in  legal  online  music. 

Carr  may  be  right  about  where  the  industry  ends  up,  but 
he's  jumping  the  gun.  He  cites  Venezuelan  economist  Carlot; 
Perez'  work  charting  the  remarkably  consistent  history  of 
technological  upheavals,  from  the  Industrial  Revolution  and 
railroads  to  electricity  and  the  automobile.  After  the 

installation  period  of  20  years  or  so,  there's  a 
turning  point  marked  by  an  economic 
downturn,  followed  by  20-plus  years  of 
pervasive  deployment.  But  this  pattern  doesn 
suggest  that  iTs  current  transformational 
power  is  already  fading,  as  Carr  would  have  u 
believe.  Quite  the  contrary,  what  follows  the 
turning  point  is  a  "golden  age"  in  which  true 
innovation  accelerates. 

That's  why  Carr's  bottom-line  advice  is 
wrongheaded— especially  his  suggestion  that 
IT  buyers  save  money  and  reduce  risk  by 
letting  competitors  take  the  lead  in  using  new 
technologies.  That  delay  can  mean  losing 
profitable  customers  in  this  dynamic  econorm 
It's  likely,  for  instance,  that 
wireless  Internet  access 
eventually  will  be  offered  at 
most  hotels,  so  it  won't  be  a 
differentiator  for  long.  But  the 
few  hotels  that  do  offer  it  are 
getting  my  business  right  now- 
and  I  may  stick  with  them.  "Th 
key  to  success  for  the  vast 
majority  of  firms,"  Carr  writes, 
^^^^^^^^  "  is  no  longer  to  seek  advantage 

aggressively  but  to  manage 
ccsts  and  risks  meticulously."  Shouldn't  they  do  both? 

All  that  aside,  Carr  is  careful  to  note  that  there  are  times 
when  spending  more  on  IT  to  satisfy  customers  or  cut  costs 
does  pay  off.  He  also  rightly  points  out  that  blindly  cutting  IT 
staff  could  be  a  huge  mistake  because  their  skills  will  be 
crucial  to  wringing  the  most  value  out  of  commodity  tech 
products.  Even  if  its  skepticism  is  excessive,  Does  IT  Matter? 
will  give  executives  and  managers  a  way  to  sift  through  the 
next  wave  of  tech  hype.  ■ 

-By  Robert  D.  Ho 
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c  it  rise. 


International  Steel  Group,  with  financing  help  from  CIT,  acquired  Bethlehem 
Steel.  A  deal  that  promises  to  make  America's  steel  industry  more  viable. 
We  can  add  muscle  to  your  business.  Visit  CIT.com.  We  see  what  you  see! 
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Based  on  an  IDC  study  of  seven  Red  Hat  Linux  and  IBM  xSeries  customer  implementations  assessed  over  a  three-year  time  frame  at  a  discount  rate  of  10°<>.  "Linux  and  Intel-Based  Servers: 
A  Powerful  Combination  to  Reduce  the  Costs  of  Enterprise  Computing."  IDC  white  paper,  sponsored  by  IBM  and  Red  Hat  Corporation,  May  2003.  Results  achieved  may  not  be  typical.  Actual 
customer  experience  may  vary  Additional  charges  apply  Standard  support  includes  next-business-day  response  in  some  countries.  IBM,  the  e-business  logo,  eServer.  the  eServer  logo  and 


Want  a  server  with  an  impressively  high  return  on  investment?  Try  a  Linux-ready  IBM  eServer  xSeries  system 
with  powerful  Intel®  Xeon™  processors.  An  IDC  study  of  several  companies  running  Linux  on  xSeries  servers  revealed 
that  these  companies  realized  a  high  average  ROI  of  504%  over  three  years.  And,  in  most  cases,  they  achieved 
payback  of  their  initial  investment  in  less  than  three  months!  That's  ROI  in  a  jiffy.  For  an  IDC  white  paper  on  Linux 
and  On  Demand,  visit  ibm.com/eserver/advantage 

5  reasons  more  and  more  businesses  are  turning  to  IBM  eServer u  xSeries*  systems  with  Intel  Xeon  processors. 


Scale  1-16  way  with  select 
models.  Pay  as  you  grow. 


IBM  Director  systems 
management. 


Broadest  line  ol  servers  that 
run  Linux  in  the  industry. 


Mainlrame-inspired 
technologies. 


24/7/365  optional  onsite 
hardware  support.' 


©  server 


Not  only  are  IBM  eServer  xSeries  systems 
powered  by  Intel  Xeon  processors,  they  raise  the 
question,  how  high  can  you  make  your  ROI? 


Series  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Intel.  Intel  Inside,  the  Intel  Inside  logo  and  Intel 
son  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Other  company,  product  and  service  names  may  be  trademarks 
service  marks  of  others.  ©  2004  IBM  Corporation.  All  rights  reserved. 


&You 


BY  STEPHEN  H.  WILDSTROM 


Net  Phoning  Is  Starting 
To  Make  Sense 


My  expectations  were  not  high  when  I  started  to  set  up  my  Vonage  Internet 
telephone  service.  Past  experience  with  Internet  telephony  had  convinced 
me  that  the  technology  offered  neither  convenience  nor  quality.  So  it  was  a 
pleasant  surprise  to  find  that  Vonage's  service  was  all  but  indistinguishable 
from  that  of  my  local  phone  company,  Verizon  Communications. 


Setting  up  the  service  requires  no  special  skill, 
though  the  amount  of  fuss  varies  with  the  kind  of 
broadband  setup  in  your  home.  You  can  order 
Vonage  online  or  get  a  kit  for  $90  from  major 
electronics  retailers.  The  service,  which 
uses  a  technology  called  voice  over 
Internet  protocol  (VOIP),  starts  at  $15  a 
month,  though  most  people  will  find  a 
$35  unlimited  plan  the  most  attractive. 
In  many  locations— nationwide  by 
yearend— you  can  keep  your  existing 
phone  number.  The  $35  price  covers  all  the 
extras  that  phone  companies  typically  charge  for, 
including  caller  ID,  call  waiting,  and  voice  mail  (accessible 
from  the  Web). 

The  kit  consists  of  a  box  that  looks  exactly  like  a  modem  and 
a  network  cable.  If  you  have  a  simple  arrangement  at  home, 
say,  a  single  computer  connected  directly  to  a  cable  or  DSL 
modem,  you  simply  plug  the  Vonage  box  into  your  modem, 
then  plug  your  computer  and  one  or  two  phones  into  the 
Vonage  box.  If  you  have  a  home  network,  things  get  a  bit  more 
complicated.  For  the  best  voice  quality,  Vonage  recommends 
plugging  its  box  into  the  modem  and  then  your  network  router 
into  the  Vonage  converter.  This  won't  work  with  some  more 
complex  setups,  such  as  those  that  provide  a  direct  connection 
to  an  office  network.  But  I  found  the  quality  was  still  quite  good 
when  I  just  plugged  the  Vonage  adapter  into  a  port  in  my 
existing  network.  In  the  worst  case,  you  may  have  to  fiddle  with 
some  router  settings.  Vonage's  instructions  offer  lots  of  help. 

THERE  ARE  A  COUPLE  OF  FLIES  in  this  ointment.  One  is  that  the 
Vonage  box  has  only  two  wired  jacks,  meaning  there's  no 
simple  way  to  connect  the  multiple  phones  that  most  of  us  have 
scattered  around  the  house.  Or,   solution  is  a  multiphone 
cordless  system  since  that  requires  only  one  phone  jack.  Later 
this  year,  Wi-Fi  wireless  phones  that  connect  directly  to  Vonage 
over  a  wireless  artwork  will  hit  the  market.  Vonage  also  plans 
an  adapter  that  will  make  it  simpler  to  connect  the  service  to 
existing  phone  wiring,  a  task  that  is  possible  now  but  tricky. 
Another  issue  is  91 1  s.  vou  register  the  physical 

address  associated  wit !  on  Vonage's  Web  site,  the 
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ZULTYS 
ZIP  4X5 


company  cannot  route  911  calls  to  the 
correct  emergency  center. 

In  the  home,  VOIP  is  mainly  a  way  to 
save  on  phone  bills— typically  about  30%. 
For  business,  it  opens  possibilities  not 
available  with  most  phone  systems.  I  tried 
a  ZIP  4x5  phone  from  Zultys  Technologies, 
a  maker  of  business  systems  that  can 
handle  5  to  1,200  lines.  The  ZIP,  which 
costs  $350,  connected  over  the  Web  to  the 
phone  system  at  Zultys'  Sunnyvale  (Calif.) 
headquarters,  simulating  the  setup  for  a 
home  or  small  branch  office. 

Although  the  ZIP  looks  just  like 
a  standard  desk  phone  (photo), 
if  s  really  a  Linux-powered 
SimDle  SCtlXD       computer.  It  acts  like  an  ordinary 

office  extension  (handling  up  to 
four  VOIP  lines,  plus  an  optional 
1.        f-t*i/-»lrc  standard  phone  line)  but  is  also  a 

£MUo  LTlLJvo  firewall,  router,  and  Ethernet  hub. 

It  works  with  a  PC,  where  a 
Windows-based  directory  shows 
the  status— available,  busy, 
away— of  everyone  on  the  system 
and  you  can  dial  any  contact  in 
Microsoft  Outlook  just  by  clicking 
the  contact  listing.  A  very  nice  feature  lets  you  send  some 
incoming  calls  to  voice  mail  while  forwarding  others  to  a 
mobile  phone.  And  you  can  use  the  ZIP  with  any  wireless 
Bluetooth  headset  for  hands-free  conversations. 

AAer  using  the  Zultys  system,  the  phone  on  my  desk  feels 
about  as  up  to  date  as  a  rotary  dial.  I've  long  been  skeptical  of 
the  convergence  of  telephones  and  computers,  but  my 
experience  with  these  products  suggests  that  their  time  has 
definitely  come.  ■ 

E-mail:  techandyou@businessweek.com 


r.iismcNNUook  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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FRIDAY: 

7am-8am: 

Rush  hour  traffic  on  the 

way  to  the  lawyer's  office. 

10am-12pm: 
Stop-and-go  traffic  to 
off-site  executive  meeting. 

3pm-5pm: 

Gridlock  traffic  at  the 

airport  to  pick  up  client. 

6  pm -8  pm: 

Rush  hour  traffic  on  the  way 

to  meet  fiancee  for  dinner. 

6:30pm:  Channel  5  -  Grand  Prix.) 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


The  Health-Care  System 
Needs  Strong  Medicine 


Corporate  benefits  managers  are  reeling  from  the  latest  premium  hikes, 
even  as  the  number  of  uninsured  Americans  sets  a  new  record.  In  the  2004 
Presidential  campaign,  George  W.  Bush  and  John  Kerry,  in  very  different 
ways,  will  try  to  square  a  policy  circle— attempting  to  simultaneously 
expand  coverage  and  contain  costs.  For  President  Bush,  market  incentives 


serve  both  goals.  Bush's  recently  enacted  Medicare  revision, 
for  instance,  offers  new  drug  benefits,  but  with  extensive  out- 
of-pocket  payments.  This  strategy  limits  government's  cost 
and,  presumably,  creates  incentives  against  overuse  of 
expensive  medicines.  The  Administration  also  relies  on 
voluntary  discounts  by  the  pharmaceutical  industry.  It  not 
only  rejects  price  controls  but  explicidy  prohibits  Medicare 
from  negotiating  volume  drug  discounts.  The  law  also  creates 
incentives  to  encourage  seniors  to  switch  from  conventional 
Medicare  to  managed-care  plans,  on  the  premise  that 
competition  will  increase  efficiency.  It  dramatically  expands 
tax-advantaged  medical  savings  accounts.  President  Bush 
proposes  additional  tax  credits  to  subsidize  the  purchase  of 
individual  or  small-group  policies. 

BY  CONTRAST,  JOHN  KERRY  WOULD  OVERHAUL  Bush's  Medicare 
drug  program.  He'd  find  the  money  to  pay  for  better  drug 
coverage  by  restraining  drug  prices.  Kerry  supports  public 
Medicare  and  opposes  converting  it  into  a  system  of  vouchers. 
He  would  add  a  novel  federal  "stop-loss"  reinsurance 
program  to  secure  employer-provided  insurance:  If  annual 
medical  expenses  exceeded  $50,000  for  any  person  insured 
by  a  qualified  plan,  the  government  would  share  the  costs. 

Kerry  vows  to  raise  the  percentage  of  Americans  covered  by 
health  insurance  to  96%  by  allowing  uninsured  people  to  buy 
into  the  Federal  Employees  Health  Benefit  Program  (or  a  pool 
just  like  it)  and  by  expanding  programs  such  as  Medicare.  By 
insuring  more  Americans,  Kerry  hopes  more  patients  can  be 
treated  more  efficiendy— in  health  plans  rather  than  hospital 
emergency  rooms,  and  in  early  treatment  of  diseases  rather 
than  cosdy  interventions  for  the  acutely  sick. 

Unfortunately,  neither  candidate  quite  comes  to  grips  with 
the  underlying  forces  driving  health  costs  higher.  Expenses 
are  inexorably  rising  for  three  basic  reasons.  First,  people  are 
living  longer,  and  oldsters  consume  more  health  dollars. 
Second,  medical  technology  keeps  finding  ways  to  keep  us 
alive.  Third,  health  care  can't  get  major  productivity  gains 
because  it  is  a  labor  intensive  enterprise.  Some  favorite 
remedies,  such  as  malpractice  reform  and  more  consistent 
national  application  of  the  most  appropriate  medical 
practices,  could  help  restrain  some  costs.  But  absent  more 
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fundamental  reform,  the  most  likely  source  of  cost  reduction 
for  employers,  insurers,  and  government  alike  will  be  shifting 
the  burden  to  individuals.  Employer-provided  insurance  is 
already  shifting  costs  at  an  alarming  rate.  As  the  Medicare 
and  Medicaid  budgets  come  under  increased  stress,  fiscal 
pressure  will  mount  to  cap  the  government's  costs,  too. 

In  reality,  most  people  who  lack  adequate  health  coverage 
can't  afford  it  at  prevailing  prices.  Bush's  proposed  health  tax 
credit  would  cover  only  $1,000  of  the  cost  of  a  decent  family 
policy  ($6,000  to  $9,000),  just  as  his  Medicare  drug  program 
leaves  very  sick  people  paying  about  50%  to  75%  of  the  cost  of 
their  medications.  His  health  savings  account  requires 
insurance  plans  with  high  deductibles,  which  undermines  the 

goal  of  preventive  care.  These 
"market  incentives"  aren't  much 
help.  Indeed,  marketization  can 
exacerbate  the  problem  if  it 
encourages  insurers  to  fragment 
the  risk  pool  and  maximize  profits 
by  discriminating  against  people 
likely  to  get  sick. 

Kerry  would  actually  deliver 
some  expansion  of  coverage.  Even 
so,  allowing  people  on  modest 
incomes  access  to  the  excellent 
Federal  Employees  plan  isn't  much 
use  to  families  that  can't  afford  the 
premiums.  Absent  stronger  medicine  (such  as  mandatory 
employer  coverage  or  a  universal,  single-payer  system), 
government  incentives  to  employers  or  tax  credits  to 
individuals  won't  solve  the  problem.  Advocates  of  universal 
coverage  contend  that  only  by  putting  everyone  in  the  same 
risk  pool— and  reducing  the  hundreds  of  billions  of  dollars 
that  go  to  marketing,  claims  processing,  and  profit— can  we 
afford  both  to  contain  costs  and  cover  the  entire  population. 
At  the  same  time,  however,  society  just  can't  afford  to  give 
every  patient  every  possible  treatment.  That's  a  reality  that  no 
one  wants  to  face.  H 

Robert  Kuttner  is  co-editor  o/The  American  Prospect  and 
author  o/Everything  for  Sale. 
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The  LG  TV,  featuring  HD  DVRt 
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Economic  Trends 


BY  JAMES  MEHRING 


WHAT'S  LIFTING 
PRODUCTIVITY 

There's  more  to  efficiency 
than  new  technology 


THE  HIGH-TECH  INVESTMENT 
boom  of  the  1990s  is  credited 
for  the  labor-productivity 
surge  of  the  past  decade,  with 
the  implicit  assumption  being 
that  businesses  reap  big  efficiency  gains 
just  by  installing  new  technology. 

But  that's  not  the  whole  story.  In  an 
April  Federal  Reserve  Bank  of  San 
Francisco  Economic  Letter,  economics 
professors  Sandra  E.  Black  from  the 
University  of  California  at  Los  Angeles 
and  Lisa  M.  Lynch  of  The  Fletcher 
School  at 
Tufts  Uni- 
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versity  point 
to  another 
reason  for 
the  produc- 
tivity boom: 
innovative 
workplace 
practices  that 
are  not  always 
direcdy  tied  to 
investment  in 

tech  equipment.  Examples  include 
production  ideas  drawn  from  non- 
managerial  employees,  job  rotation  and 
job  sharing,  and  tying  compensation  to 
performance. 

While  noting  the  difficulty  in 
breaking  out  individual  contributions  to 
productivity  from  labor,  technology,  and 
other  factors,  the  two  economists 
conclude  in  an  October  San  Francisco  Fed 
paper  that  from  1993  to  1996  innovative 
workplace  practices  in  manufacturing 
accounted  for  as  much  as  89%  of  the 
growth  in  what  economists  call 
"multifactor  productivity."  That 
measure  is  the  component  of  overall 
growth  in  labor  productivity  that  looks 
beyond  the  up-front  investment  in  new 
technology.  It  gauges  how  businesses 
enhance  production  by  combining 
workers  and  machines  using 
technology',  production  processes,  and 
managerial  practices. 

These  workplace  changes  "lead  to  a 
process  of  innovation,  and  that  should 
have  a  long-run  impact  on  productivity," 


says  Lynch.  So  U.S.  companies  will  stay 
competitive  in  the  world  economy.  Plus, 
the  increasing  use  of  high-tech 
equipment  will  facilitate  further  changes 
in  workplace  practices,  helping  to  fuel 
future  rounds  of  workplace  innovations. 


BETTER  HEALTH, 
ON  THE  CHEAP 

Big-spending  states  have 
the  lowest-quality  care 


HEALTH-CARE  SPENDING 
now  captures  15%  of  the 
U.S.  economy  and  is  expected 
to  keep  growing  as  the 
population  ages.  But  a  study 
published  in  Health  Affairs  by  Dartmouth 
College  economics  professors  Katherine 
Baicker  and  Amitabh  Chandra  shows 
the  extra  cash  isn't  necessarily  buying 
better  care. 

In  an  effort  to  see  whether  higher 
medical  spending  improved  the  quality 
of  care,  the  two  economists  used  state 
Medicare  claims  data  for  1995  and  2000. 
To  judge  quality,  they  used  a  list  of  24 
treatments  developed  by  a  Medicare 
Quality  Improvement  Organization 
program,  such  as  mammograms  for 
women  and  administering  beta  blockers 
to  heart  attack  victims.  The  treatments 
have  a  direct  impact  on  helping  patients 
live  longer  and  can  be  administered  to 
just  about  anyone  with  the  potential 
to  benefit. 

Surprisingly,  ranking  states  by 
inflation-adjusted  per  capita  Medicare 
outlays  shows  beneficiaries  in  most 
bigger-spending  states  received  lower- 
quality  care  than  those  in  less  profligate 
states.  What's  more,  comparing  1995 
and  2000  Medicare  claims  figures,  a 
$l,000-per-beneficiary  increase  in 
spending  dropped  a  state  almost  10 
spots  within  the  quality  racking. 

The  economists  caution  that  they 
don't  believe  more  spending  causes 
lower-quality  care.  Rather,  they  find  that 
high-spending  states  have  a  larger  ratio 
of  specialists  to  general  practitioners. 
This  could  explain  the  spending- care 
gap  in  two  ways,  says  Baicker.  First, 
specialists  generally  engage  in  more 
expensive  treatments,  such  as  end-of-life 
care,  crowding  out  Medicare  spending 


for  other  effective  but  cheaper  care. 
Second,  there  could  be  a  lack  of 
coordination  between  general 
practitioners  and  specialists,  leading  to 
less  use  of  simpler  and  cheaper  care  that 
still  yields  high-quality  results.  If  that's 
the  case,  "coordinating  care  better  and 
optimally  allocating  resources  could 
improve  the  quality  of  care  for  Medicare 
beneficiaries  without  increasing  its 
costs,"  says  Baicker.  Making  such 
changes  could  be  crucial  as  baby 
boomers  march  toward  retirement. 


TAKING  AIM 
AT  INFLATION 

A  target  might  keep 
expectations  in  check 


IF  THE  FEDERAL  RESERVE  HAD  AN 
explicit  inflation  target,  would  it 
help  to  contain  inflation?  A  study  by 
economists  Andrew  T.  Levin  and 
Fabio  M.  Natalucci  of  the  Federal 
Reserve  Board  of  Governors  and  Jeremy 
M.  Piger  at  the  Federal  Reserve  Bank  of  St 
Louis  finds  that  inflation  targeting  does 
indeed  control 
inflation  ex- 
pectations, a 
key  driver  in 
the  inflation 
process. 

The  econ- 
omists com- 
pared inflation 
forecasts  for 
nine  countries 
since  1994  to 
actual  infla- 
tion in  the 
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To  Target  or 
Not  to  Target... 
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Australia       2%-3%      2.0 


Britain 


2% 
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Canada 


2% 


0.7 


Sweden 


l%-3%     0.3 


Euro  area      None        1.7 


Japan 


None     -0J 


U.S. 


None 
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•Percent  change  from  a  year  ago 
Data:  Bloomberg  Financial  Markets. 
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three-year  period  prior  to  a  forecast.  In 
regions  without  a  central-bank  target,  a 
one-percentage-point  rise  in  the 
inflation  rate  within  the  three-year 
period  raised  expectations  for  the 
coming  five  years  by  nearly  a  third  of  a 
percentage  point.  Countries  that  do 
target  showed  almost  no  increase, 
because  inflation  expectations  remained 
anchored  to  the  targeted  level. 

The  results  suggest  that  inflation 
targeting  could  reduce  the  chances  that 
expectations  become  self-fulfilling  by 
influencing  future  wage-setting  and 
price  contracts.  ■ 
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Y  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

rhis  Time,  Fed  Tii 
Shouldn't  Make  tou 

i/ith  jobs  strong  and  inflation  low,  the  economy  is  in  fine  shape 


Tense 


U.S.  ECONOMY 


It  seems  odd  that  just  when  the  job  market  breaks 
ut  of  its  doldrums,  worries  over  the  economy's  future  begin  to  weigh 
n  investors'  psyches.  After  all,  strong  growth  in  payrolls  has  always 
een  regarded  as  the  final  and  most  crucial  element  in  a  lasting 
ecovery.  But  this  is  one  of  those  times  when  good  news  on  the 


:onomy  is  seen  as  bad  news  for  the  financial  markets, 
nee  it  means  the  Federal  Reserve  will  begin  lifting 
terest  rates  faster  than  the  markets  expected  (page  36). 

Of  course,  even  the  most  somber  of  economic  forecasts 
r  2004  had  implied  some  pickup  in  job  growth.  What 
is  been  so  surprising  is  how  fast  the  job  market  is 
ending:  288,000  new  positions  in  April,  after  337,000 

March,  bringing  the  total  job  gains  since  payrolls 
:gan  to  turn  around  last  August  to  1.1  million.  In  only 
ght  months,  that's  41%  of  the  2.7  million  jobs  lost 
iring  the  previous  2\  years. 

Indeed,  the  Labor  Dept.'s  April  employment  report  has 
larply  changed  perceptions  of  the  economy's  health, 
lie  job  numbers  solidify  the  oudook  for  a  strong  second 
ilf  because  they  lift  prospects  for  consumer  incomes 
id  spending.  Plus,  improved  employment  bolsters  the 
lances  for  a  solid  rebound  in  manufacturing,  given  that, 
r  the  first  time  in  four  years,  factories  felt  the  need  to 
icrease  their  payrolls  for  three  months  in  a  row. 

But  stronger-than-expected  growth  is  not  something 
ivestors  should  fear.  The  job  data,  combined  with  the 
•st-quarter  slowdown  in  productivity,  imply  that  the 
fins  in  output  growth  are  becoming  better  balanced 
;tween  productivity  increases  and  new  jobs.  That  means 
lore  balance  between  profits  and  labor  income,  too. 
Ithough  productivity  is  slowing,  it  remains  strong 
lough  to  limit  cost  increases  and  support  earnings. 

ITTERY  INVESTORS  are  focused  squarely  on  the  Fed. 
he  financial  markets  are  betting  heavily  on  a  quarter- 
Dint  hike  at  the  Fed's  June  29-30  meeting.  Some  of  the 
tcent  market  churning  is  the  result  of  players  shifting 
vay  from  investment  positions  that  had  been  predicated 
a  low  short-term  interest  rates  (page  39). 
But  more  than  that,  the  employment  data  suggest  the 
xmomy  may  well  be  in  a  boom,  growing  much  faster 
lan  the  4.1%  pace  of  the  past  two  quarters.  If  so,  spare 
ipacity  is  being  used  up  a  lot  faster  than  expected, 
iving  the  Fed  a  bit  more  incentive  to  get  its  policy  rate 
ack  up  to  a  level  that  is  more  historically  in  line  with  a 
ealthy  economy.  Moreover,  strong  job  growth  and  the 
intinued  decline  in  the  unemployment  rate  provide  the 
ed  with  the  political  cover  to  begin  its  tightening 


process,  despite  the  looming  Presidential  election. 
This  time,  though,  there  may  be  less  reason  for 
investors  to  fear  the  Fed  than  in  past  tightening  cycles. 
Policymakers  will  not  be  raising  rates  to  cool  off  an 
overheated  economy,  as  was  the  case  in  1999-2000,  when 
the  jobless  rate  plunged  to  3.8%.  The  economy  still  has 
room  to  expand  rapidly  before  alarm  bells  go  off,  and 

inflation  is  lower  than  at 


HIRING  IS  THE  BROADEST 
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the  start  of  any  other 
recent  tightening  cycle. 
As  a  result,  the  Fed  has 
the  freedom  to  act 
preemptively  and  at  a 
"measured"  pace,  as  the 
policymakers  said  after 
their  May  4  meeting. 

That  freedom 
enhances  the  chance  that 
the  Fed  can  head  off  any 
serious  price  pressures 
before  they  develop,  and 
thus  engineer  a  soft  landing,  without  higher  rates 
sending  the  economy  crashing  into  a  recession.  That  feat 
would  be  similar  to  the  outcome  of  the  1994  tightening, 
which  helped  to  foster  the  era  of  prosperity  in  the  1990s. 

THE  MOST  ENCOURAGING  TREND  in  the  latest  job 
news  is  the  depth  and  breadth  of  hiring.  The  gain  of 
625,000  jobs  was  the  largest  in  a  two -month  period  since 
2000.  Over  the  past  three  months,  64%  of  industries 
hired  workers,  also  the  best  showing  in  four  years  (chart). 

Even  manufacturers  are  finally  adding  to  payrolls,  after 
job  losses  for  41  months  in  a  row.  The  total  of  37,000  new 
factory  jobs  since  February  is  small,  but  it's  a  crucial  piece 
of  the  recovery  in  manufacturing.  The  gains  in  jobs,  as 
well  as  orders  and  output,  reflect  growing  demand  for 
U.S.  goods  both  at  home  and  abroad.  In  March,  exports 
jumped  2.6%  from  February,  although  imports  rose  an 
even  faster  4.6%,  pushing  the  March  trade  deficit  to  a 
record  $46  billion.  For  the  quarter,  real  exports  of  goods 
were  8.9%  above  their  previous-year  level. 

Private-service  companies  are  also  hiring  at  a  stronger 
pace  than  they  were  in  the  last  half  of  2003.  In  April, 
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service  providers  created  238,000  new  slots,  on  top  of 
228,000  added  in  March.  Temporary  help  agencies, 
health  care,  and  hotels,  restaurants,  and  bars  led  the 
hiring  in  April.  But  outsize  gains  were  also  posted  in 
trucking,  finance,  professional  services,  building  services, 
and  membership  associations. 

THE  RUSH  TO  HIRE  is  also  generating  some  lift  for 
wages.  Hourly  pay  for  production  workers  rose  by  a 
nickel,  to  $15-59,  or  by  2.2%  from  previous-year  levels. 
This  pay  raise,  when  combined  with  the  increase  in  jobs, 
will  provide  more  money  to  support  consumer  spending. 

Already,  in  the  first  quarter,  the  wages-and-salaries 
component  of  personal  income  was  up  3.7%  from  the 
year  before.  That  advance  is  far  faster  than  the  1.6%  gain 
in  prices,  as  measured  by  the  Fed's  preferred  inflation 
index,  the  personal  consumption  price  deflator  (chart). 
That  means  household  buying  power  is  expanding  once 
again  after  it  shrank  for  almost  two  years,  through  the 
first  quarter  of  2003.  The  renewed  pay  gains  also  signal 
that  more  of  the  income  produced  in  2004  will  shift  into 
consumers'  pockets  and  away  from  profit  ledgers. 

But  that  doesn't  mean  profit  growth  will  slow 
considerably  this  year.  True,  the  year-over-year  earnings 
comparisons  won't  look  as  robust  as  the  recent  surges  of 
nearly  30%  by  some  measures.  But  companies  should 
still  do  well,  in  part  because  the  latest  job  data  show  that 
productivity  is  only  slowing  from  its  recent  breakneck 
pace.  Given  the  imperative  of  global  competition  and  the 
continued  flow  of  efficiency  gains  from  past  investments 


in  technology,  the  efficiency  trend  will  not  go  into  reverse. 

In  April,  total  hours  worked  in  the  nonfarm  economy 
stood  well  above  their  first-quarter  average.  If  payrolls 
continue  to  rise  in  May  and  June,  hours  worked  in  the 
second  quarter  will  probably  grow  at  an  annual  rate  of 
2%  or  more.  Given  that  the  economy  is  on  track  to 

expand  at  a  pace  of  5%  or 


A  HEALTHY  REBOUND 
IN  BUYING  POWER 
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better,  that  means  output 
per  hour  worked  should 
rise  by  another  3%  or  so. 
That's  after  the  first 
quarter's  solid  3.5% 
advance. 

While  that  pace  is  well 
below  the  5-4%  increase 
in  productivity  over  the 
course  of  2003,  the  rate  is 
still  healthy  enough  to 
keep  unit  labor  costs 
from  crimping  margins. 
In  fact,  the  growth  in  unit  labor  costs  still  trails  the  price 
markups  companies  are  able  to  get  for  their  products.  In 
the  first  quarter,  unit  costs  rose  at  a  0.5%  annual  rate,  but 
prices  rose  by  1.9%. 

The  bottom  line  is  that  investors  have  little  to  fear  from 
a  strong  economy  or  higher  interest  rates.  Rates  were 
unusually  low  because  of  worries  over  a  weak  economy. 
Now  the  Fed  is  set  to  move  rates  back  to  levels  that  are 
typical  of  those  in  a  self-sustaining  recovery.  The  latest 
job  data  are  a  reflection  of  the  economy's  new  health.  ■ 


GERMANY 


So  Much  for  Schroder's  Agenda  for  Change 


IN  MARCH,  2003,  German 

Chancellor  Gerhard  Schroder 
unveiled  his  grand  plan  for  structural 
reforms,  called  Agenda  2010. 
Unfortunately,  prospects  for  change 
have  faded  along  with  Schroder's 
popularity,  and  opposition  is  rising. 
The  inability  to  institute  needed 
change  is  hampering  the  recovery 
and  will  put  Germany  at  a 
disadvantage  in  the  enlarged 
European  Union. 

Over  the  past  year, 
reforms  have  been 
few  and  far  between. 
The  successes,  such  as 
tax  cuts  and  the 
scaling  back  of 
worker-protection 
laws  late  last  year, 
passed  only  in 
watered-down  form. 
Other  proposals,  such 
as  a  bill  that  would 
tax  retirement  benefits 
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and  stop  taxing  pension  contri- 
butions, were  recently  approved  by 
the  Parliament's  lower  house,  but 
Elga  Bartsch,  a  Morgan  Stanley 
economist,  says  those  are  likely  to  be 
the  last  ones  before  politicians  focus 
on  the  2006  general  election. 

Opinion  polls  show  the  public  is 
tiring  of  the  reform  efforts.  Trade 
unions  continue  to  successfully  resist 
replacing  the  practice  of  national 
wage  negotiations 
between  unions  and 
employer  federations 
with  bargaining  at 
the  individual- 
company  level.  And 
there  is  growing 
discord  among 
coalition-government 
officials  over  how  far 
to  go  with  change. 
Many  analysts 
speculate  that 
Schroder  may 
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reshuffle  his  cabinet  as  early  as  June. 

This  lack  of  progress  appears  to  be 
weighing  on  the  economic  recovery. 
Despite  greater  demand  largely  from 
abroad,  businesses  are  still  cutting 
jobs.  Unemployment  rose  by  23,000 
in  April,  a  third  straight  monthly 
increase.  High  labor  costs  and  little- 
changed  labor  laws  have  businesses 
looking  to  meet  demand  via  greater 
productivity  from  current  workers 
and  capital  investment  in  more 
efficient  technology.  The  poor  jobs 
picture  has  many  consumers  on  edge, 
and  their  reluctance  to  shop  is 
crimping  domestic  demand. 

More  troubling:  A  lack  of  progress 
will  lead  many  German  companies  to 
move  operations  elsewhere.  Indeed, 
lower  labor  costs  and  taxes  in 
neighboring  countries  such  as  Poland 
and  the  Czech  Republic  look  even 
more  attractive  now  that  those 
nations  have  joined  the  EU.  ■ 

-By  James  Mehring  in  New  York 
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Robert  Alan  Feldman,  Chief  Economist,  Japan 


Opinion  Barbells: 

Sighing  options.  Waiting  for  answers. 


When  markets  are  stable,  investors 
often  see  a  consensus.  Sometimes  one  exists, 

but  often  a  seemingly  minor  event  triggers  a  sudden,  large  move. 
In  these  cases,  there  is  no  consensus,  but  rather  a  delicate  balance 
between  groups  that  expect  sharp  changes  —  in  opposite 
directions. 

In  the  investment  world,  there  is  an  abundance  of 
opinion  barbells.  The  potential  for  sharp  moves  in  asset  prices 
depends  on  whether  new  events  tip  the  balance  of  opinion. 


•  The  US  Interest-Rate  Debate.  For  example,  a  debate  on 
bond  yields  has  been  raging  in  the  United  States.  The  bond  bulls 
have  argued  that  a  slowdown  in  the  US  economy  would  bring 
bad  employment  data,  dash  Fed  plans  to  hike  rates,  and  reduce 
yields.  Others  are  worried  about  a  savings-short  world  in  the 
face  of  fiscal  paralysis.  The  US  is  not  about  to  shrink  its  deficits, 
and  neither  Japan  nor  Europe  is  likely  to  make  substantial  fiscal 
progress.  The  balance  tipped  on  March  5,  when  weak  US 
employment  data  were  released  and  ten-year  yields  fell  sharply, 
but  they  have  moved  back  above  4%  with  the  release  of  strong 
data  in  April.  The  opinion  barbell  in  Treasuries  persists.  In  Asia 
alone,  there  are  two  more. 

•  The  China  Growth  Debate.  Concerning  China,  some 
argue  passionately  that  growth  will  slow  soon,  given  power 
shortages  and  policy  actions  to  halt  a  new  explosion  of  bad 
loans.  Others  reject  the  slowdown  claim:  they  see  ongoing 
infrastructure  projects  and  outsize  growth  potential  as  China 
continues  to  enter  the  world  economy.  So  far,  no  conclusive 
evidence  has  emerged  to  tip  the  balance. 

•  The  Japanese  Bank  Debate.  In  Japan,  one  group  says  that 
the  worst  of  the  Japanese  bad-loan  problem  is  over.  They  assert 


that  nonperforming  loans  (NPLs)  have  contracted,  and  that 
earnings  are  high  enough  to  complete  the  job  soon.  In  contrast, 
others  claim  that  NPLs  at  Japanese  banks  remain  understated 
and  worry  that  loan  classification  problems  may  again  become 
daily  front-page  news.  Investors  are  waiting  for  information  that 
might  tip  the  balance  of  opinion. 

What  to  Look  For.  In  all  three  cases,  the  common  thread  is 
that  markets  remained  calm  only  because  more  evidence  was  needed. 

In  the  US  interest-rate  debate,  employment  data  have  been  key, 
but  other  cultures  have  different  signs.  In  China,  where  doubts 
persist  about  the  quality  of  economic  data,  policy  action  should 
command  investor  attention.  In  Japan,  the  sensitive  nature  of 
Japanese  banking  reform  means  that  new  information  will  likely 
come  with  little  warning. 


O'     M/ 


It  is  chic  to  deride  the  consensus,  but  more  fruitful  to 
identify  events  that  might  tip  a  balance  of  opinion.  Just  as 
with  US  economic  indicators,  it  is  prudent  to  stay  abreast  of 
Chinese  economic  controls  and  Japanese  banking  policy. 


Robert  Alan  Feldman 

Chief Economist.  Japan 
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Analysis  &  Commentar 


STOCKS 


THE  FUNK 
ON  THE 


Sure,  the  economy  looks  strong.  But 
Iraq,  high  oil  prices,  and  looming  rate 
hikes  are  weighing  down  the  market 


CHARLES  DE  VAULX  IS 
sitting  atop  a  big  pile  of 
cash.  Right  now,  the  co- 
manager  of  First  Eagle 
Funds  doesn't  like  what 
he  sees:  rising  interest 
rates,  a  worsening  situa- 
tion in  Iraq,  and  what  he  considers  an 
overvalued  stock  market.  Around  23%  of 
his  fund  is  in  the  green  stuff,  vs.  as  little  as 
6%  during  the  bull  market  in  1999  and 
early  2000.  "A  lot  of  companies— some 
30%  of  the  Standard  &  Poor's  500— have 
benefited  greatly  from  low  interest  rates," 
de  Vaulx  says,  adding  that  the  buffer  is 
coming  to  a  fast,  possibly  brutal,  end. 

He  has  plenty  of  company  in  shunning 
equities  these  days.  On  May  10,  stocks  fell 
to  their  lowest  point  this  year  as  investors 
rushed  to  bail  out.  That  day,  the  Dow 
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STOCKS  STUMBLE 


Jones  industrial  average 
was  down  1.3%,  falling 
below  10,000  for  the 
first  time  since  last  De- 
cember. The  S&P  500- 
stock  index  and  the 
NASDAQ  were  both 
down  some  1%.  Abroad, 
it  was  worse:  Japan's 
Nikkei  cratered  5%,  and 
the  European  markets 
all  sank  2%  to  4%.  The 
following  two  days  the 
choppy  market  regained  a  few  points. 

Some  might  call  de  Vaulx  and  his  com- 
padres  big  bears.  After  all,  the  economy  is 
humming  along  at  a  healthy  4%  pace, 
producing  more  jobs  and  generating 
sparkling  corporate  profits.  And  now  that 
stocks  have  come  down  while  earnings 
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are  way  up,  many  on 
Wall  Street  think  stocks 
are  again  good  value. 
What's  more,  research 
shows  that,  historically, 
in  the  year  after  the  Fed- 
eral Reserve  starts  to 
raise  rates,  the  economy 
grows  strongly  and 
stocks  rise  an  average  of 
around  14%. 

That  should  be  good 
news  for  the  market. 
Nonetheless,  the  boogeyman  is  beating 
out  the  bull  for  now,  and  investors  are 
spooked.  And  their  funk  could  last  for 
weeks,  if  not  months.  Interest  rates  are 
set  to  rise  as  early  as  late  June  as  the  Fed 
begins  a  sooner-than-anticipated  tight- 
ening cycle.  Oil  prices  continue  to  be 
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Suddenly, 
it's  a  "woe 
is  me"  market.  One 
poll  shows  just 
53%  of  investors 
expressing 
confidence,  down 
from  76%  at  the 
start  of  the  year 


NeWS  Analysis  &  Commentar 


sky-high,  topping  $40  a  barrel  and 
threatening  to  eat  into  corporate  profits. 
In  late  April,  Fed  Chairman  Alan 
Greenspan  warned  that  oil  could  stay 
pricey  for  several  years  and  act  as  a  big 
damper  on  business  investment. 

Many  investors,  particularly  Euro- 
peans, increasingly  see  Iraq  as  a  quag- 
mire. That,  and  the  growing  U.S.  budget 
deficit,  are  raising  questions  in  their 
minds  about  whether  President  George 
W.  Bush  can  win  a  second  term  in  No- 
vember. Some  investors  fear  that  if 
Bush's  challenger,  Senator  John  F.  Kerry 
(D-Mass.),  wins,  he  would  reverse 
Bush's  tax  cuts  and  deal  a  blow  to  the 
economy.  Even  if  Bush  prevails,  many 
strategists  worry  that  his  earlier  eco- 
nomic stimulus— including  capital- 
gains  tax  and  dividend  cuts— has  already 
largely  run  its  course. 

"A  BADLY  BEATEN  BOXER" 

SUDDENLY  IT'S  A  "woe  is  me"  market. 
Indeed,  Ned  Davis  Research  Inc.'s 
"Crowd  Sentiment  Poll,"  which  measures 
U.S.  investor  confidence,  has  fallen  from 
76%  at  the  beginning  of  the  year  to  51% 
as  of  May  12.  At  the  same  time,  foreign  in- 
vestors have  fallen  out  of  love  with  equi- 
ties and  overseas  markets  have  gone 
south.  According  to  Mamoru  Yamazaki, 
chief  economist  with  Barclay  Capital  Re- 
search in  Tokyo,  foreign  investors  have 
been  selling  Japanese  stocks,  which  had  a 
big  run-up  earlier  this  year  but  are  now 
down.  The  possibility  that  China's  red-hot 
economy  may  slow  has  given  investors  a 
reason  to  dump  the  stocks  of  Japanese  ex- 
porters that  benefited  from  it.  They've 
taken  profits,  expecting  to  buy  U.S.  Trea- 
suries when  yields  rise.  In  Europe,  mar- 
kets have  also  been  uneasy.  Andreas 
Hurkamp,  stock  market  analyst  at  Lan- 
desbank  Rheinland-Pfalz  in  Mainz,  Ger- 
many, says  investors  are  unnerved  by  the 
strength  of  the  U.S.  recover}7  because  it  al- 
most certainly  means  ^^^^^ 
that  European  inter- 
est rates  won't  be  cut 
as  hoped.  High  oil 
prices  and  Iraq  are 
also  concerns.  The 
DAX,  Germany's  in- 
dex of  30  leading 
stocks,  is  like  "a  bad- 
ly beaten  boxer  stag- 
gering round  the 
ring,"  he  says. 

But  it's  the  realiza- 
tion that  interest-rate 
hikes  will  happen  a 
lot  sooner  than  most 
had  expected  that  has 


really  fazed  markets.  "Investors 
are  saying,  'It's  actually  going  to 
happen  this  time,' "  says  Timothy 
Hayes,  senior  stock  strategist  at 
Ned  Davis  Research.  That  convic- 
tion became  strong  when  May  7 
employment  data  showed 
288,000  jobs  were  created  in 
April.  Immediately,  bets  in  the  fu- 
tures market  suggested  that  the 
Fed  would  raise  rates  by  25  basis 
points,  or  one-quarter  of  a  per- 
centage point,  at  its  June  29-30 
meeting.  "The  stock  market  tends 
to  overreact  at  the  start  of  a  tight- 
ening cycle  because  people  worry 
that  the  economy  won't  be  able  to 
sustain  its  growth  rate  with  high- 
er rates,"  says  Merrill  Lynch  &  Co. 
economist  Ron  Wexler. 

Hedge  funds  and  large  institu- 
tions have  also  made  big  bets  on 
"carry  trades"  (page  39).  That's 
when  investors  borrow  short- 
term  money  at  low  rates  and  put  it 
in  higher-yielding  instruments 
such  as  longer-term  Treasuries. 
Now,  investors  are  unwinding 
these  trades,  adding  to  carnage  in 
the  bond  market  and  putting 
pressure  on  financial  stocks. 

Some  analysts  fear  that  the  Fed 
has  kept  rates  too  low  for  too  long.  The 
federal  funds  rate— at  which  banks  lend 
to  each  other  overnight— has  been  1%  for 
almost  a  year  and  is  below  today's  2%  in- 
flation rate.  If  the  Fed  is  indeed  behind 
the  inflation  curve,  a  1994-style  scenario 
could  result.  Then,  Greenspan  hiked 
rates  from  3%  to  6%  over  12  months. 
Stocks  headed  south,  and  bond  markets 
turned  bloody.  But  most  experts  say  it's 
doubtful  that  Greenspan  would  make  the 
same  mistake  twice.  In  fact,  the  Fed  has 
said  that  it  would  raise  rates  at  a  meas- 
ured pace  in  part  because  inflation  is  ex- 
pected to  remain  low. 


OIL  FIRE  IN  IRAQ 

Uncertainty  about 
oil  supplies  is  one 
unsettling  factor 


Who  Says 
Rate  Hikes 
Are  Bad  for 
Stocks? 

The  S&P  500  has  risen 
during  every  Fed  tightening 
cycle  since  1983* 
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Although  investor  senti- 
ment is  negative,  economic 
fundamentals  remain  posi- 
tive (page  40).  And  many 
pros  see  a  significant  op- 
portunity in  that  divergence.  James  W. 
Paulsen,  chief  investment  strategist  at  s 
Wells  Capital  Management  in  Minneapo- 
lis, for  one,  thinks  it's  a  good  time  to  buy 
stocks.  "Profits  are  rising,  GDP  is  rising 
along  with  top-line  growth.  I  like  staying 
on  the  reality— the  sentiment  will  come 
around,"  he  says. 

INFLECTION  POINT 

SURPRISINGLY,  WHEN  RATES  do  Start  to 
rise,  stocks  tend  to  fare  better  than  you 
might  think.  According  to  a  study  by  Mer- 
rill Lynch  of  the  two  decades  since  1983, 
the  market  has  generally  fared  well  in  a 
tightening  cycle— rising  at  an  average  of 
14-3%  a  year,  with  the  bulk  of  the  gains 
coming  early  on.  The  reason:  When  the 
Fed  starts  to  raise  rates,  the  economy  and 
profits  are  typically  growing  strongly.  In- 
deed, it's  not  until  well  into  the  year  after 
the  first  rate  hike  that  the  economy  starts 
to  decelerate,  and  the  stock  market  takes 
a  hit,  according  to  Merrill. 

Corporate  profits  are  right  on  track  with 
that  optimistic  scenario.  So  far,  454  com- 
panies in  the  S&P  500  have  announced 
first-quarter  results,  and  their  earnings  are 
up  27%  over  last  year,  according  to  Thom- 
son First  Call.  The  rest  of  2004  doesn't 
look  so  bad,  either.  Although  year-over- 
year  profits  comparisons  are  getting  more 
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ifficult,  analysts  expect  earnings  of  the 
&P  companies  to  grow  17%  over  2003. 
ectors  such  as  basic  materials,  which  are 
xtraordinarily  sensitive  to  the  economy, 
re  racking  up  profits  even  faster  than  oth- 
rs,  as  are  blue-chip  technology  and  con- 
umer-driven  stocks. 

Many  investors  believe  that  stock  valu- 
tions  are  high.  In  reality,  they're  not.  The 
&P  is  trading  at  around  17  times  esti- 
aated  earnings  for  the  next  12  months, 
"hat  is  slightiy  above  the  historical  aver- 
ge  of  around  15.  Effectively,  however,  it's 
ery  close  to  the  average  after  allowing  for 
he  premium  at  which  stocks  trade  when 
nterest  rates  are  low.  All  the  same,  some 
bservers  still  think  stocks  are  overvalued 
iecause  future  earnings  are  unlikely  to  be 
s  strong  as  analysts  are  forecasting. 
There  will  be  big  segments  of  the  econo- 
rry  where  rising  rates  will  eat  into  prof- 
ts,"  says  First  Eagle's  de  Vaulx. 

The  convergence  of  all  this  good  news 
a  growing  economy  and  profits)  and  bad 
tews  (rising  rates  and  geopolitical  wor- 
ies)  has  led  to  what  many  strategists  call 
an  inflection  point"  in  the  market.  Thaf  s 
vhen  stocks  either  start  to  go  up  or  go 
lown.  Right  now,  few  analysts  are  brave 
nough  to  call  which  way  the  market  will 
limp.  But  it's  unlikely  that  2004  will  be  a 
epeat  of  last  year,  when  the  stock  market 
oared  25%.  This  year,  the  woe  is  me  mar- 
ket could  hang  around  for  a  while.  ■ 

-By  Marcia  Vickers  in  New  York,  with 
Peter  Coy  in  New  York,  Brian  Bremner  in 

Tokyo,  and  David  Fairlamb  in  Frankfurt 


Ahead  of  a  Fed  Move, 
A  Cash  Cow  Runs  Dry 


Like  a  tightrope  walker  on  a 
suddenly  windy  day,  the  bond 
market  is  trying  to  get  back  to 
solid  ground  after  a  heady 
period  of  high  profits  made  from 
cheap  money  and  a  tactic  known  as  the 
carry  trade.  Hedge  funds,  bond  dealers, 
and  commercial  banks  borrow  at,  or  near, 
the  1%  overnight  rate  set  by  the  Federal 
Reserve  and  then  invest  the  money  in 
multiyear  notes  and  bonds  that  yield 
much  more. 

Over  the  past  18  months  a  carry  trade 
into  10-year  U.S.  Treasuries  has  typically 
earned  3%  on  the  investment  over  a 
year— a  huge  payoff  on  a  multimillion- 
dollar  deal.  The  profits  were  even  juicier 
for  those  venturing  into  higher-yielding 
mortgage-backed  securities, 


losses.  The  available  evidence,  however, 
suggests  that  lately  the  trade  has  been 
bigger  than  ever  because  borrowings  by 
bond  dealers  and  bond  purchases  by 
hedge  funds  reached  record  levels  before 
the  sell-off  began.  Says  James  T. 
Swanson,  chief  investment  strategist  at 
MFS  Investment  Management:  "The  carry 
trade  was  on  in  a  big  way."  Variations  of  it 
spread  far  and  wide,  with  investors 
borrowing  dollars  cheaply  to  buy 
everything  from  Australian  government 
bonds  to  Russian  corporate  debt. 

Now  some  of  the  carry  trades  appear  to 
be  unwinding,  though  "in  bits  and  pieces," 
says  Swanson.  Selling  by  leveraged  players 
has  helped  push  up  the  yields  on  10-year 
Treasuries  from  3.68%  on  March  17  to 
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corporate  bonds,  and 
emerging-market  debt. 

But  such  trades  began  to 
unravel  in  mid-March  when 
bond  prices  started  to  fall. 
Since  then,  the  price  of  the  10- 
year  note,  for  example,  has 
plunged  some  8%-more  than 
twice  what  the  carry  traders 
expect  to  pocket  over  a  year. 
As  a  result,  some  traders  are 
starting  to  cut  their  losses  by 
selling  Treasuries-adding  to  the 
downward  pressure  on  bond  prices-and 
repaying  their  loans. 

The  specter  of  these  losses  has  given 
the  bond  market-and  the  Federal 
Reserve-the  jitters.  Many  people 
remember  the  trouble  in  1994,  the  last 
time  rising  interest  rates  torpedoed  carry 
trades  on  a  large  scale.  Then,  the  turmoil 
fueled  a  debt  crisis  in  Mexico,  led  to  the 
default  of  Orange  County,  Calif.,  which  had 
a  big  carry  trade,  and  contributed  to  the 
demise  of  bond  dealer  Kidder,  Peabody  & 
Co.  and  some  hedge  funds.  As  portfolios 
were  liquidated  that  year,  the  bond 
market  suffered  some  of  its  worst  losses 
on  record. 

Adding  to  the  anxiety  now  is  that  no 
one  really  knows  exactly  how  big  and 
widespread  the  carry  trades  are,  how 
many  remain  to  be  unwound,  and  whether 
any  major  players  are  sitting  on  big 
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4.80%  on  May  12.  Jack  Malvey,  global  chief 
fixed  income  strategist  at  Lehman  Brothers 
Inc.  says  the  unwinding  has  also 
contributed  to  losses  in  markets  for 
corporate  junk  bonds,  mortgage-backed 
securities,  stocks,  non-oil  commodities, 
and  emerging  market  debt.  In  a  single  day, 
May  7,  yields  on  Brazilian  bonds  jumped 
1.52  percentage  points  as  the  unexpectedly 
strong  jobs  report  in  the  U.S.  increased  the 
likelihood  of  higher  short-term  rates. 

So  far,  no  firms  have  'fessed  up  to  big 
losses.  Malvey  believes  they  remember  the 
lessons  of  1994  and  are  being  cautious. 
That  may  be  so,  but  until  they  have 
unwound  most  of  their  carry  trades,  the 
transition  to  higher  interest  rates  will  be 
perilous  for  them-and  delicate  for  the  Fed, 
which  is  now  promising  that  increases  will 
be  "measured." 

-By  David  Henry  in  New  York 


May  24.  2004  I  BusinessWeek  j  39 


NeWS  Analysis  &  Commentar 


COMMENTARY 


BY  RICH  MILLER  AND  PETER  COY 


The  Power  of  Productivity: 
Why  This  Recovery  Will  Roll  On 

The  economy  is  in  a  sweet  spot  that  should  keep  inflation  at  bay  for  some  time 


FROM  THE  BEGINNING,  this  economic  re- 
covery has  felt  different.  Officially,  it  began 
back  in  November,  2001.  But  it  has  only 
been  in  the  past  few  months  that  growth  has 
been  strong  enough  for  Corporate  America 
to  hang  out  the  "For  Hire"  signs  and  take  on  more 
workers.  And  now,  just  as  the  job  market  has  turned 
up,  fears  are  mounting  in  financial  markets  that  an  in- 
flationary brew  of  rising  interest  rates  and  surging  oil 
prices  will  prematurely  cut  short  the  growth  and  the 
upswing  in  hiring. 

It  doesn't  have  to  be  that  way.  Indeed,  such  fears  are  proba- 
bly misplaced.  That's  because  the  elongated 
start  of  the  recovery  means  that  the  economy 
probably  has  a  lot  more  room  to  run  before  it 
encounters  a  dangerous  spurt  in  inflation. 
The  key  is  productivity  growth.  It  has  been 
running  at  a  remarkable  4.6%  annual  rate 
since  the  end  of  the  recession  and  is  the  main 
reason  the  recovery  has  been  so  unusual. 

If  s  not  just  that  strong  productivity  gains 
allowed  companies  to  put  off  the  need  to  be- 
gin hiring.  They  have  also  helped  to  contain 
inflation  by  holding  down  labor  costs,  busi- 
nesses' biggest  expense.  And  they  enable 
companies  to  do  more  with  less,  easing  the 
strain  on  the  economy  as  the  expansion  ma- 
tures. "Strong  productivity  growth  augurs 
well  for  a  long  and  fairly  strong  expansion," 
says  former  White  House  Chief  Economist 
Martin  N.  Baily. 

In  fact,  the  economy  appears  to  have  en- 
tered a  sweet  spot  in  which  rising  corporate 
profits  and  increasing  personal  incomes  should  play  off  each 
other  in  a  virtuous  cycle  of  expanding  activity.  In  the  early  stage 
of  the  recovery,  when  demand  was  sluggish,  the  benefits  of  pro- 
ductivity went  largely  to  businesses,  which  saved  money  by  cut- 
ting jobs.  But  now  that  the  jobs  market  has  finally  turned  up, 
workers  have  begun  to  share  in  the  gains,  which  should  make 
the  recovery  more  sustainable.  Because  companies  are  getting 
more  out  of  their  workers,  they  can  afford  to  pay  them  a  bit 
more  while  still  enjoying  powerful  profits. 

To  be  sure,  productivity  growth  is  likely  to  slow  somewhat  as 
new  hires  adjust  to  their  jobs.  That  process  may  have  already 
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begun  in  the  first  quarter^  when  productivity  growth  ebbeA 
slightly  to  a  3.5%  annual  rate.  But  that's  still  well  above  thj  \ 
1.5%  pace  that  prevailed  in  the  two  decades  before  the  mid-'90 
boom.  Indeed,  productivity's  recent  performance  has  promptec 
experts  to  bump  up  their  estimates  of  its  long-term  trend  rate 
to  2.5%  to  3%.  Factoring  in  labor-force  growth  of  about  1%  pei 
year,  U.S.  annual  gross  domestic  product  can  grow  by  3.5%  oi 
better  over  the  long  run  without  worrying  about  overheating 
Of  course,  the  economy  has  been  expanding  a  lot  faster  thar 
that  of  late,  growing  an  average  of  5.5%  over  the  last  three  quar 
ters.  That  and  an  uptick  in  inflation  are  fanning  fears  in  finan 
cial  markets  that  the  economy  no  longer  enjoys  much  running 
room.  The  big  worry:  the  Federal  Reserve  will  have  to  jack  up 
interest  rates  sharply  to  keep  inflation  in  check,  damaging  th( 
economy  in  the  process. 

But  the  stretched-out  start  to  the  recover 
has  left  Fed  Chairman  Alan  Greenspan  and  hi: 
colleagues  with  enough  leeway  to  take  a  mon 
leisurely  approach  to  raising  rates.  Courtesy  o 
strong  productivity  growth,  inflation  is  still  lov 
31  months  into  the  recovery.  Although  it  is  up 
a  bit  recently,  the  Fed's  preferred  measure  oi 
inflation— the  personal  consumption  expendi 
ture  price  index,  excluding  food  and  energy 
costs— was  a  mere  1.4%  higher  in  March  than 
a  year  ago,  well  within  the  l%-to-2%  comfort 
range  of  many  central  bankers. 

What's  more,  the  slow  pace  of  job  creatio 
at  the  start  of  recovery  means  that  there's  sti 
slack  in  the  labor  market,  even  after  the  re 
cent  outsize  gains  in  payrolls.  That  reduces 
the  risk  that  the  economy  will  fall  into  a  dan- 
gerous wage-price  inflationary  cycle. 

Sure,  the  jobless  rate  has  fallen  from  a  high 
of  6.3%  last  June  to  5.6%.  But  much  of  that 
represents  discouraged  workers  leaving  the 
workforce.  If  labor-force  participation  were  at 
the  level  it  averaged  in  the  '90s,  unemploy- 
ment would  be  over  7%,  says  International 
Strategy  &  Investment  Group  Inc.,  an  institutional  broker.  With 
the  labor  market  that  slack,  there's  no  reason  for  companies  to 
get  into  bidding  wars  for  workers. 

At  some  point,  of  course,  the  economy  will  bump  up  against 
its  limits  and  start  to  overheat.  That  happens  in  every  cycle;  this 
one  won't  be  any  different.  But  enduring  productivity  growth 
should  keep  that  day  quite  a  ways  off  still.  ■ 
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HOW  LONG  TO 'STAY 
THE  COURSE? 

Approval  for  the  Bush  Administration's 
open-ended  commitment  is  eroding 


HOW  LONG  WILL  AMERI- 
ca's  commitment  to  its 
Iraq  mission  last?  In  the 
year  since  the  U.S.  inva- 
sion, that  question  has 
received  little  scrutiny. 
For  Republicans  and 
most  Democrats,  the  mantra  has  been 
simple:  "Stay  the  course."  With  Saddam 
Hussein  in  jail  and  Iraq's  potential  as  a 
haven  for  weapons  of  mass  destruction 
neutralized,  both  parties  willingly  backed 
an  open-ended  troop  commitment  to  in- 
stall a  stable,  democratic  government  in 
Baghdad  and,  in  Bush  Administration 
dreams,  throughout  the  Islamic  world. 

Now  that  consensus  is  cracking.  While 
White  House  and  Pentagon  officials  show 
no  sign  of  wavering,  lawmakers  and  for- 
eign policy  experts  are  starting  to  debate 
whether  the  Bush  team's  poorly  managed 
war  effort  can  achieve  its  goals— or 
whether  those  hopes  would  be  out  of 
reach  for  even  a  sawier  operation.  "We 
have  to  either  mobilize  or  get  out,"  Repre- 
sentative John  Murtha  (Pa.)— one  of  the 
most  hawkish  Democrats  on  the  Hill— 
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told  a  May  6  news  conference.  "I  don't 
know  that  we  have  the  will  to  mobilize." 

No  one  in  Washington  expects  to  bring 
all  the  troops  home  by  Christmas.  But  in 
the  vision  that's  starting  to  emerge, 
Christmas,  2005,  could  signal  the  start  of 
a  major  drawdown.  By  that  point,  Iraq  is 
supposed  to  have  an  elected  government, 
a  new  constitution,  and  a  trained  military 
and  police  force  in  place.  The  U.N.  would 
presumably  be  playing  a  much  larger  role 
in  helping  to  develop  new  governing  in- 
stitutions. And  if  Iraqi  resentment  of  the 
U.S.  presence  hasn't  quieted  by  then, 
Washington  would  face  a  strong  tempta- 
tion to  declare  victory  and  get  out. 

That  scenario  would  scuttie  the  Bush 
team's  grand  design  of  remaking  the 
Middle  East:  Washington  would  settle  for 


Support 


Respondents  who: 

Approve  of  Bush's 
handling  of  Iraq 


stability  and  security  instead.  Clearly,  a 
new  President  John  F.  Kerry  would  be 
more  likely  to  accept  that  trade-off.  Kerry 
"won't  feel  the  obligation  to  defend  any  of 
the  decisions  of  the  Bush  Administra- 
tion," says  Jon  B.  Alterman,  a  Middle  East 
specialist  at  the  Center  for  Strategic  &  In- 
ternational Studies.  But  even  for  a  re- 
elected President  Bush,  the  benefits  of  a 
strategic  shift  would  be  substantial.  The 
soaring  cost  of  the  mission,  already  ap- 
proaching $200  billion,  would  be 
capped.  So  would  U.S.  casualties.  And  a 
withdrawal  would  remove  a  major  irri- 
tant in  the  Islamic  world,  help  repair 
strained  ties  with  our  allies,  and  mute 
charges  of  imperialism. 

CYCLE  OF  VIOLENCE 

WHY  THE  SHIFT  in  attitude?  Washing- 
ton's goals  seem  ever  more  elusive  in  the 
face  of  growing  Iraqi  resistance  and 
America's  self-inflicted  wounds.  A  Gallup 
Poll  conducted  in  late  March  and  early 
April  shows  Iraqis'  favorable  opinion  of 
Uncle  Sam  plummeting,  especially  in 
Baghdad,  where  the  numbers  sank  from 
28%  in  September  to  just  9%.  Since  then, 
renewed  fighting  in  Fallujah  and  Najaf 
and  shocking  revelations  of  U.S.  troops' 
abuse  of  prisoners  have  inflamed  Iraqis 
and  escalated  the  cycle  of  violence.  There 
is  no  more  vivid  evidence  of  how  terror- 
ists can  exploit  Iraqi  anger  than  the  vi- 
cious beheading  of  American  contractor 
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lick  Berg  on  May  11.  The  prison  abuses 
re  "dashing  the  hopes  of  people  who 
joked  to  us  for  an  example  and  the  pow- 
r  of  change,"  concedes  a  top  Adminis- 
ration  official.  "[The  impact]  will  be  pro- 
Dund,  and  it  will  be  long-term." 

Support  for  a  prolonged  U.S.  mission 
i  Iraq  is  waning  at  home,  too.  Approval 
f  the  President's  handling  of  the  war  col- 
ipsed  from  61%  in  January  to  41%  in  ear- 
!  May,  according  to  a  CNN/USA 
oday/Gallup  poll.  Even  among  Republi- 
ans,  a  Wall  Street  Journal/NBC  News  poll 
hows  those  favoring  troop  withdrawal 
rithin  18  months  rose  to  37%  in  early 
lay,  from  27%  in  March. 

That  kind  of  timetable  is  starting  to 
/in  support  from  thinkers  at  both  ends  of 
tie  political  spectrum.  On  the  left,  Mor- 
Dn  Abramowitz  of  the  Century  Founda- 
ion  argues  that  a  serious  cost-benefit 
nalysis  may  well  indicate  that  the  U.S. 
as  achieved  as  much  as  it  realistically 
an  and  that  the  troops  should  come 
ome  in  a  year  or  so.  While  the  costs  of 
taying  are  clear  and  enormous,  addi- 
ional  benefits  such  as  the  spread  of 
emocracy  are  uncertain  at  best.  If  s 
more  prayer  than  analysis,"  he  wrote  re- 
entry in  The  National  Interest. 

On  the  Right,  retired  Army  Lieutenant 
General  William  E.  Odom  of  the  Hudson 
nstitute  contends  that  the  U.S.  simply 
loesn't  have  the  troop  strength  to  sustain 
he  current  level  of  effort  for  much 
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longer.  He  notes  that  World  War  II  GIs 
were  considered  exhausted  after  180  days 
in  combat— while  some  soldiers  have 
been  in  Iraq  for  a  year  or  more.  "We  have 
a  force  structure  wholly  incapable  of  car- 
rying out  what  these  guys  [in  the  Admin- 
istration] want  to  carry  out,"  he  says. 

FRAGILE  PROGRESS 

THE  CUT-AND-WALK  crowd  may  take 
heart  from  a  few  potentially  positive  signs 
that  Iraqis  can  handle  their  own  security 
sooner  than  expected.  Already,  rehabili- 
tated Iraqi  officers  are  trying  to  calm  the 
insurgent  hotbed  of  Fallujah,  although  it's 
unclear  whether  they're  dis- 
arming dissidents  or  provid- 
ing cover  for  bomb  makers. 
In  Najaf,  moderate  Shiites 
are  marching  against  fire- 
brand cleric  Moqtada  al- 
Sadr  and  negotiating  to 
marginalize  his  brigade. 

An  Iraq  that  puts  unity 
ahead  of  ethnic  identity  is 
also  starting  to  take  shape. 
Kurdish  leaders  led  the  way 
by  agreeing  to  settle  for  au- 
tonomy rather  than  de- 
manding full  independence.  Sunni  and 
Shiite  clerics  have  forsworn  religious 
strife.  And  Grand  Ayatollah  Ali  Husaini 
Sistani,  an  influential  Shiite  leader,  has 
said  he  wants  elections,  opposes  mullahs 
running  for  office,  and  won't  press  for 
adoption  of  Islamic  law— all  signs  that  an 
Iran-style  theocracy  may  be  avoided. 

By  any  measure,  this  progress  is  fragile. 
And  the  risks  of  pulling  U.S.  forces  out  too 
soon  are  enormous.  Even  at  the  end  of 
2005,  the  Iraqi  security  forces  and  the  new 
government  will  still  be  in  their  infancy. 
They  may  need  a  strong  sheriff  to  prevent 


Even  at  the 
end  of  2005, 
Iraqi  security 
forces  will 
still  be  in 
their  infancy 


civil  war  or  dominance  by  the  military. 
Unless  democratic  institutions— the  rule 
of  law,  political  parties,  and  civil  society- 
have  time  to  develop,  "the  security  instru- 
ment ends  up  running  the  whole  coun- 
try," says  Francis  Fukuyama,  a  professor 
at  Johns  Hopkins  University's  Nitze 
School  of  Advanced  International  Studies. 
Typically,  this  process  takes  at  least  five 
years.  Shorter  interventions  don't  get  the 
job  done:  Haiti  and  Somalia  plunged 
back  into  chaos  after  brief  U.S.  stays. 
Longer  missions  in  Japan,  Germany,  and 
Bosnia  proved  more  effective.  So  an  early 
exit  runs  the  risk  of  becoming  a  round 
trip,  with  U.S.  troops  forced 
to  return  to  Iraq  to  sort  out 
the  mess  left  behind.  That's 
not  the  only  danger  a  quick 
pullout  poses.  Terrorists 
may  be  emboldened  if  they 
can  portray  Uncle  Sam  as  a 
helpless  giant  in  retreat. 

The  need  to  demonstrate 
resolve  is  one  reason  the  Ad- 
ministration's official  line 
remains  a  generational  com- 
mitment to  the  region.  Any- 
thing less,  it  argues,  will  un- 
dermine America's  national  interests. 
"We  will  be  there  militarily  for  as  long  as  it 
takes,  which  will  be  years,"  says  Senator 
John  McCain  (R-Ariz.). 

But  a  growing  chorus  of  skeptics  won- 
ders whether  any  commitment  of  blood 
and  treasure  will  bring  about  a  peaceful, 
democratic  Islamic  regime  in  Iraq  or  be- 
yond. If  that's  unattainable,  they  argue, 
the  U.S.  should  trim  its  goals— and  make 
sure  the  troops  don't  spend  too  many 
more  Christmases  in  Baghdad.  ■ 

-By  Stan  Crock,  with  Mike  McNamee, 
in  Washington 
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HIGH  CONCEPT 

The  Blended  Wing 
could  move  troops 
or  drop  bombs,  too 


DEFENSE 


A  SILVER  LINING 
FOR  BOEING 

The  loss  of  a  big  contract  could  help  its 
blended-wing  tanker  get  off  the  ground 


IT  WAS  A  DEAL  THAT  SPARKED 
controversy  from  the  moment  it 
was  announced  in  November, 
2001.  The  U.S.  Air  Force's  proposal 
to  spend  $23  billion  leasing  100 
Boeing  Co.  767  jetliners  as  refuel- 
ing tankers  was  immediately  de- 
rided as  a  bailout  for  the  aerospace  giant 
in  the  wake  of  September  11.  Since  then, 
several  criminal  probes  have  been 
launched  into  Boeing's  procurement,  two 
top  Boeing  execs  have  been  forced  out 
while  a  third  pleaded  guilty  to  criminal 
conspiracy,  and  the  government  has  re- 
leased several  reports  questioning  the 
leasing  costs  and  the  need  to  replace  the 
tanker  fleet  immediately.  Now,  say  people 
close  to  the  deal,  it  is  essentially  dead,  de- 
spite denials  by  Boeing  and  the  Pentagon. 
Clearly,  losing  the  tanker  contract 
would  represent  a  serious  financial  blow 
to  Boeing.  But  there  is  a  silver  lining.  For 
the  past  decade,  Boeing  has  been  devel- 
oping an  alternative  plane  known  as  the 
Blended  Wing  Body— an  aircraft  that 
looks  like  a  flying  wing.  Not  only  would 
the  plane  make  a  more  efficient  tanker 
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than  the  old-line  767,  say  experts,  it  could 
also  be  used  as  a  bomber  or  troop  trans- 
port. What's  more,  developing  the  plane 
could  have  a  galvanizing  effect  on  Boeing, 
which  in  recent  years  has  lagged  Airbus 
in  innovation.  "The  blended  wing  offers 
exceedingly  strong  performance  im- 
provements," says  Richard  L.  Aboulafia, 
aerospace  analyst  for  Teal  Group  Corp. 
"And  it  would  further  Boeing's  objective 
of  seizing  the  technological  initiative." 

But  getting  to  the  long-term  gain 
means  living  through  considerable  short- 
term  pain.  Analysts  es- 
timate the  leasing  deal 
would  have  added  up 
to  about  $300  million 
in  annual  profit  over  a 
decade.  In  recent  Secu- 
rities &  Exchange 
Commission  filings, 
Boeing  said  that  if  the 
deal  collapses  it  would 
take  a  one-time  write- 
down of  $300  million 
to  cover  the  tanker's 
development  costs.  It 


THE  STAT 


A  blended-wing  tanker 
would  be  technically 
superior  to  conventional 
designs,  but  the 
government  would  have 
to  foot  its  $10  billion 
development  cost 


also  would  have  to  shut  the  767  assembly    ( 
line,  meaning  an  additional  $200  million- 
plus  writedown,  analysts  say. 

V 

GAME  CHANGER? 

SO  IF  THE  BLENDED-WING  plane  is  such 
a  great  idea,  why  didn't  Boeing  push  it  in 
the  first  place?  For  starters,  many  of  its 
engineers  and  commercial  execs  have  re- 
sisted the  concept  Moreover,  Boeing  ex- 
ecs know  the  Pentagon  has  little  appetite 
to  spend  billions  on  a  new  tanker  pro- 
gram. That's  why  Boeing  fbated  the  767 
leasing  arrangement  in  the  first  place:  It 
skirted  the  usual  budgetary  process.  De- 
veloping the  blended-wing  tanker  would 
require  funding  of  $10  billion  while 
building  100  models  would  cost  more 
than  double  the  cost  of  leasing  767s. 

Even  so,  military  procurement  and  re-> 
search  execs  have  shown  plenty  of  enthu- 
siasm for  the  blended  wing.  The  aircraft 
can  refuel  two  planes  at  once,  rather  than 
one.  It  can  fry  25%  to  50%  more  efficient- 
ly than  current  aircraft,  according  to  the 
Defense  Advanced  Research  Projects 
Agency.  Statistics  like  those  have  prompt- 
ed DARPA  to  team  up  with  NASA  and  the 
Air  Force  to  build  a  blended-wing  demo 
for  $450  million. 

There  are  blended-wing  advocates  at 
Boeing,  too,  starting  with  CEO  Harry 
Stonecipher.  He  has  told  insiders  he's 
waiting  for  the  Air  Force  to  agree  to  back 
it.  Some  execs  say  taking  on  a  project  of  Jon 
this  complexity  is  exactly  what  the  com 
pany  needs  to  force  it  to  take  risks.  George  Ja 
K.  Muellner,  Boeing's  vice-president  for 
Air  Force  programs,  goes  even  further.  He  to 
believes  the  blended  wing,  which  could  ne 
one  day  also  become  a  commercial  jet,  is  a 
potential  game  changer  that  could  revi- 
talize the  entire  U.S.  aerospace  industry. 
Of  course,  Washington  politics  could 
mean  the  blended  wing  never  gets  off  the 
ground.  There  are  cheaper  options:  re- 
open the  competition  for  conventional 
tankers  between  Boeing  and  Airbus,  or 
buy  used  planes.  But  neither  fulfills  the 
demands  of  future  warfare,  say  experts. 
By  2007,  when  the  Air 
Force  will  need  to  get 
serious  about  replac- 
ing the  tanker  fleet, 
there  should  be  re- 
search money  avail- 
able, according  to 
budget  documents.  It 
will  be  up  to  Boeing  to 
convince  the  Pentagon 
that  the  blended  wing 
is  the  way  to  go.  ■ 
-By  Stanley  Holmes 
in  Seattle 
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Y  WENDY  ZELLNER 


Hie  Airline  Debate  Over  Cheap  Seats 

the  majors  restructure  fares  to  fight  low-cost  competitors,  revenues  could  fall 


[T'S  NO  SECRET  that  the  major  air- 
lines' complex  pricing  system  has 
long  been  broken.  Now,  though, 
change  is  starting  to  come  as  low- 
cost  carriers  increasingly  flex  their 
mscle  around  the  country.  In  the  biggest 
ice-off  yet,  US  Airways  Group  Inc.  is 
lashing  its  heftiest  fares  and  simplifying 
s  pricing  on  some  routes  following  the 
rrival  in  May  of  low-cost  Southwest  Air- 

ies  Co.  in  its  core  Philadelphia  hub.  And  on  May  13,  the 
irrier  was  set  to  slash  fares  on  several  Boston  routes;  it  has 
so  vowed  to  roll  out  similar  reforms  in  other  markets  in 
>ming  weeks.  Those  moves  could  hasten 
wholesale  fare  restructuring  through- 
it  the  industry. 

It  might  seem  a  no -Drainer  to  shed  a 
involuted  system  loathed  by  customers, 
fter  all,  even  as  the  recovery  has  gained 
earn,  it's  clear  that  price-sensitive  busi- 
es travelers  aren't  returning  to  the  days 
hen  they  readily  paid  the  highest  fares, 
istead,  they're  buying  cheaper,  restricted 
:kets  or  moving  to  the  low-cost  carriers, 
ast  year,  the  average  fare  paid  by  busi- 
es travelers  was  49%  less  than  the  typi- 
J  business  fare  offered  by  airlines,  ac- 
>rding  to  American  Express  Co. 

That's  why  some  industry  execs  argue 
tat  they'd  be  better  off  embracing  the  in- 
stable move  to  lower,  simpler  fares 
ither  than  continuing  a  slow,  defensive 
:treat  from  the  old  system.  The  potential 
mefits:  goodwill  from  customers,  a  clear 
larketing  message,  and  a  chance  to  slow 
te  growth  of  low-cost  rivals. 

But  for  now,  big  airlines  are  making  the 
lift  only  when  forced.  Last  year,  United 
ashed  its  walkup  business  fares  by  up  to 
3%  in  Denver  and  Chicago  and  dropped 
iturday-night  stay  restrictions  to  match 
iscounter  Frontier  Airlines.  J.  Timothy 
tiffin,  executive  vice-president  of  mar- 
?ting  and  distribution  at  Northwest  Air- 
nes  Corp.,  expects  that  trend  to  continue. 


Price  Pressure 

With  new  competition  from  Southwest, 

US  Airways  is  simplifying  its  fares. 

One  example: 


PHILADELPHIA 
TO  PHOENIX 

HO.  OF         HIGHEST  FARE* 
FARES 

US  AIRWAYS 
OLD  STRUCTURE 

21   i 

51,078 

US  AIRWAYS 
HEW  STRUCTURE 

9 

499 

SOUTHWEST 

7 

299 

'Based  on  one-way  walk-up  coach  fare         C 

lata:  Harreli  Associates 

"I  don't  see  any  imminent  collapse"  of  overall  pricing,  he  says. 
Indeed,  it's  not  clear  how  quickly  US  Airways  can  expand  its 
simpler  "GoFares."  It  figures  profits  will  be  hurt  if  it  restruc- 
tures fares  systemwide  without  more  concessions  from  work- 
ers. But  "if  we  don't  lower  our  fares,  we'll  lose  business,"  says 
spokesman  David  A.  Castelveter. 

US  Airways  isn't  the  only  carrier  caught  in  a  bind.  Many  fig- 
ure they're  likely  to  destroy  more  revenue  than  they  gain  with 
an  across-the-board  overhaul,  at  least  in  the  near  term.  Donald 
J.  Carty,  former  American  Airlines  Inc.  chief  executive,  calcu- 
lates that  the  big  network  airlines  each  could  lose  "hundreds  of 
millions  of  dollars"  initially  if  they  dilute  their  fares  with  a  sim- 
pler system.  J.  Scott  Kirby,  executive  vice-president  of  sales  and 
marketing  at  low-cost  America  West,  contends  such  a  move 
could  land  "one  or  more  of  [the  majors]  in  bankruptcy." 

Still,  at  some  large  carriers,  debate  is  raging  over  the  long- 
term  benefits  of  a  shift.  There's  no  easy  answer.  Airlines  must 

gauge  the  extra  traffic 
SQUEEZED  they'd  get  from  reduced 

More  reforms       fares,  how  that  might 
are  ahead  for         affect    market    share, 
vays  and   whether   passen- 

gers will  buy  higher- 
priced  but  less  restrictive  tickets  than 
they  get  now.  "It's  hard  to  analyze  with 
great  accuracy,"  says  Daniel  P.  Garton, 
American  Airlines'  executive  vice-presi- 
dent for  marketing.  Garton  won't  say 
where  American  stands  on  a  major  re- 
structuring, but  he  concedes  that  "the 
long-run  result  could  be  positive." 

Some  experts  say  the  majors  need  to  be 
more  aggressive.  "The  market  perception 
is  that  the  legacy  carriers  aren't  price  lead- 
ers. That  has  brand  implications,"  says 
Carty.  "The  carrier  that  shows  leadership 
here  will  get  credit  for  it."  Adds  analyst 
Gary  L.  Chase  of  Lehman  Brothers  Inc.: 
"It  might  be  better  for  the  major  airlines  to 
adopt  the  new  structure  now  and  make  it 
more  difficult  for  would-be  competitors  to 
gain  traction  in  their  core  markets."  Yet 
even  if  they  can  slow  the  march  of  low-cost 
rivals,  he  notes,  big  carriers  will  pay  a 
steep  price.  Making  the  right  decision  is 
undoubtedly  a  lot  easier  when  it  doesn't 
cost  hundreds  of  millions  of  dollars.  ■ 
-With  Michael  Arndt  in  Chicago  and 
Lorraine  Woellert  in  Washington 
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TELEVISION 


SATELLITE'S  HOT 
PURSUIT  OF  CABLE 

DirecTV  and  Dish  are  rapidly  snaring  new 
subscribers.  But  they're  paying  for  growth 


OR  YEARS,  DAVE  KAPPELER, 

a  47-year-old  Oshkosh  (Wis.) 

ad  salesman,  was  a  loyal 

subscriber  to  Time  Warner 

Cable.    No    longer.    "Cable 

prices  just  went  up  and  up, 

every  six  months  it  seems," 
he  says.  So,  not  long  after  the  Dish  Net- 
work began  delivering  local  TV  stations 
and  football  games  featuring  his  beloved 
Green  Bay  Packers— at  $10  less  a  month, 
to  boot— Kappeler  decided  to  make  the 
switch.  All  it  took  was  a  phone  call  to 
866-DropCable,  the  number  of  a  local 
Dish  sales  agent. 

A  lot  of  folks  have  been  making  similar 
calls  as  the  war  for  subscribers  has  grown 
nastier  over  the  last  year.  And  it  sure  looks 
like  satellite  is  winning.  Rupert  Murdoch's 
DirecTV  Inc.  and  EchoStar  Communica- 
tions Corp.'s  Dish  Network  racked  up  an 
astonishing  820,000  new  subscribers  in 
the  first  quarter,  while  the  cable  industry 
stagnated.  The  top  nine  providers,  in- 
cluding leaders  Comcast  Corp.  and  Time 
Warner,  added  a  mere  13,000  in  total. 
Wall  Street  has  taken  note.  Shares  of  the 
large  stand-alone  cable  companies  like 
Comcast  Corp.  and  Cox  Communications 
Inc.  are  down  around  13%  for  the  year, 
vs.  the  1.3%  drop  for  the  S&P  500. 

Why  is  satellite  stealing  growth  from 
cable?  Price,  for  starters.  Cable's  rate  hikes 
have  made  it  easy  for  satellite  companies 
to  sell  their  all-digital  service  for  about 
$10  a  month  cheaper  than  their  rivals. 
What's  more,  both  DirecTV  and  EchoStar 

Satellite  TV:  Coming  On  Strong 
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are  luring  disgrunded  cable  customers 
with  offers  like  free  set-top  boxes,  inex- 
pensive TiVo-like  digital  video  recorders, 
and  three  months  of  free  service.  The  re- 
sult: In  markets  where  satellite  has  added 
local  TV  stations,  which  now  include  more 
than  70%  of  homes  with  TVs,  cable  cus- 
tomers turned  in  their  boxes  in  droves. 
And  to  address  satellites'  major  weakness 
compared  with  cable— the  lack  of  broad- 
band Internet  access— EchoStar  and 
DirecTV  are  forging  links  with  telecoms  to 
bundle  satellite  and  DSL  service.  "We  are 
truly  firing  on  all  cylinders,"  says  Direc- 
TV's U.S.  chief  executive,  Mitch  Stern. 

True  enough.  But  satellite  companies 
are  burning  through  cash  to  foot  the  bill 


for  those  lower  prices,  freebie  service; 
and  all  the  rest.  Thanks  to  Murdoch 
deep  pockets,  DirecTV  is  able  to  look  ; 
its  $91  million  first-quarter  operatin  f 
loss  as  simply  the  cost  of  expanding  Fo 
Corp.'s  reach. 

IMPLODING  MARGINS 

ECHOSTAR  IS  ANOTHER  Story.  To  d 
battle  with  both  Murdoch  and  cablt 
EchoStar  CEO  Charles  Ergen  is  als 
spending  lavishly.  He  has  increased  mai 
keting  expenses  by  22%,  spending  an  a\ 
erage  of  $604  per  new  subscriber.  That 
slightly  less  than  what  an  average  use 
now  pays  to  subscribe  for  a  year.  Y< 
EchoStar's  revenue-per-subscriber  ha 
risen  by  less  than  1%.  Although  the  com 
pan/s  cash  flow  easily  covers  its  interes 
expenses,  operating  margins  are  vanish 
ing.  The  result:  a  $43  million  loss  in  th 
first  quarter,  compared  with  last  year5 
$58  million  profit.  Little  wonder,  then 
that  EchoStar's  stock  fell  6%  the  day  i 
announced  earnings. 

EchoStar  aims  to  attract  as  many  sub 
scribers  as  it  can  now,  and  then  gradually 
sell  more  services  and  increase  prices.  Bu 
that  might  not  be  easy.  Despite  the  stag 
nant  subscriber  growth,  cable  companies 
are  fighting  to  lock  in  customers  witi 
more  of  their  own  high-tech  revenue 
building  services.  Comcast  now  gets  ar 
average  of  $72  per  customer  a  month,  uj 
9%  from  last  year  thanks  to  add-ons  lik< 
Internet  service  and  high-definition  TV. 

To  peel  off  more  cable  subscribers,  tht 
satellite  companies  know  they  need  tt 
match  those  high-tech  services.  That's  why 
they're  partnering  with  telecom  giants.  A 
key  lure:  DSL  service  for  as  little  as  $26.95 
a  month  for  customers  who  also  buy  satel- 
lite service.  Cable  broadband  average.1 
around  $40.  In  the  first  two  months  of  its 
deal  with  EchoStar,  SBC  Communications 
Inc.  signed  40,000  new  Dish  subscribers. 
SBC  says.  In  July,  DirecTV  will  launch  sim 
ilar  programs  with  BellSouth  Corp.  and 
Verizon  Communications  Inc.  (page  81) 

In  the  all-out  war  for  subscribers,  the 
satellite  industry  is  clearly  winning.  Now. 
though,  the  big  spenders  at  DirecTV  and 
EchoStar  just  need  to  figure  out  how  to 
grow  and  make  money  at  the  same  time 
If  they  can  do  that,  the  cable  industry  will 
really  have  something  to  worry  about 

-By  Ronald  Grover  in  Los  Angeles, 
with  Tom  Lowry  in  New  York 
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MEGAHERTZ: 

How  you'll  feel  without 
a  Linux  strategy  from  Novell. 

■ 

/e've  built  our  reputation  on  keeping  you  covered.  With  the  acquisition  of  SUSE«  LINUX,  Novella  now  delivers  the  most  secure  end-to-end  open  source  strategies 
mailable.  We'll  implement  and  support  Linux  from  desktop  to  server,  integrating  it  with  your  current  environment,  across  multiple  platforms.  As  you  migrate  to 
inux  we'll  train  and  certify  your  IT  staff  to  deploy  Linux-based  solutions.  You'll  get  award-winning  technical  support,  customized  for  your  business,  24/7/365 
worldwide.  And  the  Novell  Linux  indemnification  program  will  help  prevent  exposure.  We'll  even  make  sure  your  open  source  strategy  actually  meets  your 
umber-one  business  objective  -  making  money.  To  implement  a  Linux  strategy  unsurpassed  for  support,  flexibility  and  cost-effectiveness,  call  1-800-215-2600 
rvisitwww.novell.com/linux   3  we   speak   your   language. 


5use 


Novell 


2004  Novell  is  a  registered  trademark  of  Novell.  Inc. in  the  United  States  and  other  countries.  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company 
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BOUTIQUES  FOR 
FLOGGING  THE  BRAND 

Sony  and  palmOne  try  a  high-end 
strategy  to  avoid  commodification 


WHEN  APPLE  COM- 
puter  Inc.  an- 
nounced in  May, 
2001,  that  it 
planned  to  open 
its  own  stores, 
many  industry 
watchers,  including  BusinessWeek, 
scoffed.  Manufacturers  ranging  from 
Gateway  Inc.  to  Dell  Inc.  have  opened 
stores  and  kiosks— only  to  shut  them 
down.  Yet  three  years  later,  Apple's  75 
stores  are  not  only  helping  turn  new  cus- 
tomers on  to  the  company's  computers 
and  music  players,  they're  also  surpris- 
ingly profitable. 

That  success  has  prompted  a  pair  of  ri- 
val gadget  makers  to  hang  out  their  own 
shingles.  Sony  Electronics  Inc.,  which  has 
long  had  three  big  flagship  stores,  and 
PDA  maker  palmOne  Inc.  are 
both  racing  to  open  smaller, 
boutique-style  outlets  in  up- 
scale locations  around  the 
country.  Sony,  which  opened  its 
first  boutique  outside  San 
Diego  last  year,  opened  its  third 
in  Boston  on  May  6.  Over  the 
next  year,  it  plans  to  open  at 
least  seven  more.  And  palm- 
One, which  opened  its  first 
store  in  2001,  now  boasts  11;  by 
yearend,  it  hopes  to  have  15. 
The  goal?  By  selling  directly  to 
consumers,  both  hope  to  draw 
attention  to  their  brands,  which 
have  tended  to  get  lost  lately 
amidst  the  bewildering  array  of 
gadgetry  now  found  in  elec- 
tronics stores.  "Properly  execut- 
ed," says  retail  consultant  Kurt 
Barnard,  "these  stores  can  be 
invaluable  assets." 

Neither  company  is  aiming  to 
sell  a  lot  of  gadgets  directly;  in- 
stead, they're  more  interested  in 


educating  consumers  about  their  prod- 
ucts. Much  like  Apple's  oudets,  the  new 
stores  are  staffed  with  salespeople  well 
versed  in  the  complexities  of  their  digital 
offerings;  palmOne's  stores  are  even  de- 
signed to  look  like  cafes,  so  customers  can 
relax  and  give  the  products  a  go.  And  both 
companies  are  targeting  women,  who 
may  be  more  likely  to  walk  into  a  bou- 
tique-style store  than  the  disorienting  em- 
poriums where  most  gadgets  are  sold. 
"This  is  about  putting  consumers  in  an 
environment  that's  more  lifestyle-orient- 
ed," says  Michael  Fasulo,  Sony  Electron- 
ics' president  of  retail  operations. 

Will  it  work?  Most  analysts  agree  that 
Sony  and  palmOne  stores  can  help  shore 
up  their  brands  in  the  minds  of  well- 
heeled  shoppers.  The  malls  they  have 
chosen  feature  such  upscale  retailers  as 


The  Apple  Model 


Sony  Ten  upscale  outlets  are 
planned,  where  salespeople  will 
demo  how  Sony's  gadgets  work 
together.  Problem  is,  rivals  offer 
similar  stuff  for  less. 


palmOne  Angling  to  make  its 
handhelds  seem  more  tony, 
palmOne  has  opened  11  stores  in 
high-end  malls.  Launching  pricey 
stores  could  slow  its  comeback. 


Coach,  Nordstrom,  and,  yes,  Apple.  By 
putting  shops  in  high-traffic,  upscale  ar- 
eas, the  two  companies  may  pull  in  new 
customers  who  are  more  likely  to  buy 
items  on  impulse.  Moreover,  by  dealing 
directly  with  customers,  they  may  gain 
better  insight  into  fast-changing  trends  in 
consumer  electronics. 

What  the  stores  won't  do  is  provide  a 
quick  fix  of  what  really  troubles  both  Sony 
and  palmOne:  a  U.S.  market  flooded  with 
me-too  products  that  have  become  virtu- 
al commodities.  The  result:  a  consumer 
with  little  brand  loyalty,  who  buys  the 
cheapest  possible  gadget  In  that,  their  ex 
perience  may  be  closer  to  Gateway's  than 
Apple's.  The  PC  maker's  hip,  helpful 
stores  never  got  much  traction  because 
Dell  could  always  undercut  it  on  price. 
And  it's  not  as  though  visitors  to  Sony's? 
and  palmOne's  stores  will  find  bargains.  | 
Both  companies  are  holding  prices  near 
list,  in  part  to  avoid  alienating  big  retail- 
ers like  BestBuy  Co.  and  Wal-Mart  Stores 
Inc.  that  sell  their  products. 

BAIT  AND  SWITCH? 

SONY  AND  PALMONE  figure  that  even  if 
visitors  to  their  stores  don't  buy  any- 
thing, the  experience  will  lead  them  to 
pick  up  their  products  elsewhere.  In  an 
early  test  of  this  strategy,  palmOne 
handed  out  rebate  slips  to  people  who 
visited  its  stores  and  found  that  31%  lat- 
er bought  palm  products  at  other  stores 
or  online.  "This  isn't  about  cannibaliza- 
tion,"  says  palmOne's  Retail  Stores  Di- 
rector Kanwal  Sharma.  "It's  about 
growing  the 
HOW  LOYAL?  market." 
Once  briefed,  Still,  risks 
consumers  abound.  Retail 
may  go  price  shops-espe- 
^PPJJg  daily  high-end 

ones  — have 
high  fixed  costs.  Consumers 
may  use  the  stores  to  educate 
themselves  about  a  gadget  and 
then  buy  a  rival  product  at  a 
cheaper  price.  And  the  compar- 
ison with  Apple  may  not  hold 
much  water;  unlike  Sony  and 
palmOne,  it  has  a  suite  of  origi- 
nal products  and  a  famously 
cultish  following.  Observes  Ap- 
ple Senior  Vice-President 
Ronald  B.Johnson:  "No  matter 
where  you  go,  Apple  products 
tend  to  command  higher 
prices."  Neither  Sony  nor 
palmOne  can  say  that— not 
anymore.  ■ 

-By  Cliff  Edwards  in 
San  Francisco  \ 
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"Inf raStruXure  is  perfect  protection 
for  our  high  power  density  blade  servers." 


ADCS,  Inc 
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lnfraStru/\ure 


On-demand  architecture  for  network- 
critical  physical  infrastructure 


The  InfraStruXure  '  High  Density  Configuration 
is  a  patent-pending  hot  aisle  containment  system 
that  cools  up  to  20kW  of  blade  servers  in 
a  single  enclosure 


With  its  modular,  scalable  and  open  building  blocks, 

it's  no  wonder  InfraStruXure 's  rack-based  architecture  is 
winning  over  editors  and  end-users  alike  -  especially  as 
blade  servers  and  server  consolidation  cause  power 
densities  to  skyrocket. 

If  you're  not  already  dealing  with  such  high  power 
densities,  the  chances  are  you  will  be  soon.  An  on-demand 
architecture  for  NCPI*,  InfraStruXure"  includes  power, 
cooling,  racks  and  physical  structure,  security  and  fire 
protection,  cabling,  and  the  management  and  servicing 
of  these  elements.  It  is  specifically  designed  to  meet 
ever-changing  IT  requirements  through  scalable,  modular 
and  standardized  components. 

For  high  density  applications,  the  InfraStruXure  High  Density 
Configuration  is  a  patent-pending  hot  aisle  containment 
system  that  cools  up  to  20kW  in  a  single  enclosure. 

Flexible  enough  to  be  moved  or  changed  without 
system  reconfiguration,  the  InfraStruXure  High  Density 
Configuration  can  also  be  scaled  to  meet  changing  needs 
and  future  expansion.  This  makes  it  a  perfect  solution 
for  converted  spaces,  as  well  as  high-density  areas. 


"More  computing  power,  but  with  more  heat... 
presents  a  serious  problem  for  companies  unprepared 
to  meet  the  cooling  demands  of  a  data  center... 

APC  plays  the  hero 
with  a  three-component 
environmental  system. ' 


Introducing  InfraStruXure 
High  Density  Configuration 


Hi  ftirtt  Crfwj  Tito/  CaMc  Tnagh 

Seals  in  hot  air.  prevents  mixing  with  room  air  | 


The  InfraStruXure  High  Density 
Configuration  is  ideal  for: 

*  Disaster  Recovery  Sites 

*  Blade  Server  Applications 

*  Converted  Spaces 


ChMfccnDoan 
Access  to  hot 
aisle,  locks  tor 

security 


NtTworkAJRFM 
In-row  air  conditioner 
cools  hot  chamber  air 


On-Demand  Webcast! 


The  InfraStruXure" 

Build-Out  Tool  lets 

you  design  and 

specify  InfraStruXure 

solutions  using 

a  Web-based 

configurator. 


Oliver  Rist,  Senior  Contributing  Editor; 

Brian  Chee,  Industry  Expert 

InfoWorld  3/12/2004 


To  learn  more  about  InfraStruXure, 

call  1-888-ISX-2990  today  or  visit  us  at  www.apc.com. 

*  Network -critical  Physical  Infrastructure  (NCPII  is  the  foundation  upon  which  IT  and  telecommunication  networks  reside 


Top  industry  experts  discuss  new 
approaches  to  network-critical  physical 
infrastructure  (NCPI) 
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Receive  your  FREE  APC 
White  Paper 

"Cooling  Audit  for  Identifying 
Potential  Cooling  Problems  in 
Data  Centers" 


Visit  http://promo.apc.com 
Enter  Key  Code  q839y 
Call  888-289-APCC  x3140 
Fax  401-788-2797 


Legendary  Reliability" 
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CONSUMERS 


THE  GAY  MARRIAGE 
DIVIDEND 

Same-sex  nuptials  will  mean  millions 
for  businesses  in  Massachusetts 


1 


OB  REYES,  A  CITY  PLAN- 
ner  in  Boston,  and  his 
partner,  Jeff  Deetz,  a 
biotech  scientist,  have 
been  together  for  24 
'  years.  On  May  17,  they'll  fi- 
nally be  able  to  make  it  le- 
gal, as  Massachusetts  becomes  the  first 
state  to  permit  same-sex  marriage.  And 
they're  going  all  out  for  their  Aug.  22 
wedding  reception  at  the  lavish  Lyman 
Estate  near  Boston.  Caterers  will  serve 
cocktails,  champagne,  and  a  full  roast 
beef  dinner  to  50  guests.  Afterward,  Bob 
and  Jeff  aim  to  honeymoon  in  Province- 
town,  the  gay  mecca  on  Cape  Cod. 

Gay  marriage  remains  a  hot-button  po- 
litical issue,  but  in  Massachusetts  if  s 
emerging  as  a  boomlet  of  sorts.  Over  the 
coming  year,  thousands  of  gay  couples 
from  Massachusetts  and  beyond  are  like- 
ly to  tie  the  knot  in  the  Bay  State.  In  the 
process,  they'll  inject  hundreds  of  mil- 
lions of  dollars  into  the  wedding  industry 
and  related  businesses,  including  travel 
and  tourism.  "This  is  a  huge  new  mar- 
ket," says  Cindy  Sproul,  co-owner  of 
Rainbow  Wedding  Network,  a  Web  site 
that  promotes  gay  weddings.  It's  already 
attracting  the  likes  of  Absolut  Vodka,  Vol- 
vo, and  Subaru.  Those  companies  have 
long  targeted  gays  and 
hope  to  grab  a  bigger 
share  of  their  spending— 
about  $500  billion  a  year, 
according  to  the  gay- 
oriented  PR  and  market- 
ing firm  Witeck-  Combs 
Communications. 

Early  indications  sug- 
gest Massachusetts  will 
soon  become  the  na- 
tion's gay  wedding  capi- 
tal, easily  surpassing  San 
Francisco  and  Portland, 
Ore.,  where  thousands  of 


THE  STAT 


Roughly  8,500 
same-sex  couples 
are  expected  to  wed 
in  Massachusetts  in 
the  next  year  or  so, 
pumping  some 
$206  million  into 
the  state  economy 


gay  couples  married  earlier  this  year  be- 
fore the  weddings  were  halted  pending 
court  rulings.  Based  on  the  experience  in 
Vermont,  where  civil  unions  have  been 
legal  since  2000,  Gary  J.  Gates,  author  of 
The  Gay  and  Lesbian  Atlas,  says  that  ulti- 
mately about  half  the  17,100  same-sex 
couples  in  Massachusetts  are  likely  to 
marry.  Many  more  could  come  from 
other  states. 

Unlike  the  rushed  ceremonies  in  San 
Francisco,  many  of  these  nuptials  will  be 
carefully  planned,  and  pricey,  affairs. 
"Gay  and  lesbian  couples  want  the  same 
fairy  tale  as  straight  cou- 
ples," says  Arlene  Cronk, 
founder  of  Boston  Wed- 
ding Group,  an  associa- 
tion that  helps  couples 
plan  nuptials.  With  the 
average  wedding  costing 
$25,000,  according  to 
the  Association  of  Bridal 
Consultants,  gay  couples 
who  live  in  the  state 
could  spend  more  than 
$200  million  alone,  in 
addition  to  whatever 
outsiders    spend.    And 


thaf  s  not  counting  related  travel  and 
tourism  spending.  Gerard  J.  Monaghan 
president  of  the  Association  of  Bridal 
Consultants,  figures  that  could  bring  an 
additional  $300  million. 

LOYAL  CONSUMERS 

NOWHERE  IS  THE  IMPACT  more  evident! 
than  in  Provincetown.  David  Shermacher.l 
a  partner  in  caterer  Ptown  Parties,  saysl 
he  has  already  booked  more  business  this 
year  than  he  did  in  all  of  2003,  thanks  tol 
}9  gay  weddings.  "Many  of  these  are  'des- 
tination  weddings,' "  adds  Elaine  Quig- 
ley,  general  manager  of  the  Surfside  Ho-I 
tel  &  Suites,  whol 
has      rented      501 
rooms    to    out-of- 
town  guests  com- 
ing in  for  a  June 
wedding,  typically  a 
slow  time  of  year. 

Some  national 
advertisers  are  also 
angling  for  a  piece 
of  the  action.  Abso- 
lut Vodka  is  run- 
ning a  guide  to  gay 
commitment  cere 
monies  this  month 
in  two  gay  maga- 
zines, OUT  and  The 
Advocate.  "The  gay 
community  as  con- 
sumers are  very 
loyal  to  the  brands  that  support  them,'" 
says  Tim  Murphy,  Absolut's  brand  direc- 
tor. Witeck-Combs  Communications  ^ 
recently  helped  develop  an  award-win-  E 
ning  ad  campaign  for  Volvo  geared  to 
gay  families.  "And  in  the  past  six 
months,  the  number  of  businesses  ad- 
vertising on  our  Web  site  has  grown 
30%,  to  4,500,"  says  Sproul  of  Rainbow 
Wedding  Network. 

Will  Massachusetts'  gay  wedding 
boomlet  last?  Governor  Mitt  Romney,  a 
Republican,  is  backing  a  constitutional 
amendment  that  would  bar  gay  marriage 
in  Massachusetts.  But  that  can't  take  ef- 
fect until  2006  at  the  earliest.  Meantime, 
gay  activists  hope  the  wave  of  traditional- 
looking  weddings  will  win  converts  to 
their  cause.  "I'm  hoping  some  people's 
fears  will  be  put  to  rest  as  [gay  people] 
get  married  and  the  world  doesn't  end," 
says  Robyn  Ochs,  a  Harvard  University 
publications  specialist  who  plans  to  mar- 
ry her  partner,  Peg  Preble.  If  she's  right, 
May  17  could  mark  the  beginning  of  a 
boom  for  the  nation's  $50  billion  wed- 
ding industry.  ■ 

-By  William  C.  Symonds  in  Boston, 
withjessi  Hempel  in  New  York 
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Double  your  productivity  with  Scan2  technology. 


The  best  way  to  stay  ahead  is 

to  double  your  productivity. 

can      Introducing  Scan2  technology 

om  Sharp.  Sharp's  Digital  Imagers  with 

can2  technology  are  designed  to  scan 

/vo-sided  documents  in  a  single  pass. 

Now  all  your  presentations,  marketing 
trategies  and  inventory  statements  can 
>e  scanned,  copied,  emailed  and  digitally 
listributed  quicker  than  ever  before. 


In  fact,  it's  115%  faster  than  any  other 
product  in  its  class.  Not  only  is  it  like  having 
double  the  help,  it  will  also  allow  you 
to  accomplish  more  tasks,  in  dramatically 
less  time. Together  with  Sharp's  integrated 
network  management  software  and 
security  features,  your  digital  information 
is  safe  and  workflow  is  fully  optimized. 

Visit  sharpusa.com/scan2  or  call  1-800- 
BE-SHARP  for  more  information. 


The  AR-M550,  AR-M620  and  AR-M700: 

•  Operate  at  55, 62  and  70 pages-per-minute 

•  Fully  integrated  network  ready  digital 
copier/printers 

•  Include  network  management  software 
and  document  filing  capability 


be  sharp 


lesults  of  Buyers  Laboratory  Inc.  Document  Feeding  Speed  tests  (originals  per  minute)  in  2:2  mode  for  Sharp  AR-M550  vs.  the  following  manufacturers'  competitive  models:  Canon  iR  5000  and  5020.  HP  9055 
dFP,  Konica  71 55.  Kyocera  Mira  KM-5530,  Ricoh  Aficio  1055  and  551.  and  Toshiba  e-STUDIO  550.  ©2003  Sharp  Corporation. 
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NICE  GOING, 
BUT... 

Cisco  Systems  CEO  John 
Chambers  finally  told  Wall 
Street  analysts  what  they 
wanted  to  hear  in  his  May  11 
earnings  call.  After  parsing 
his  words  carefully  in  five 
preceding  quarterly  calls,  he 
declared  the  economic 
recovery  a  done  deal.  "We've 
moved  from  a  'show  me' 
economy  to  a  'how  strong 
and  how  long  will  it  last' 
economy,"  Chambers  said. 
Yet  despite  21.7%  sales 
growth,  to  $5.6  billion,  and 
record  cash  flow  of  $2.4 
billion,  investors  knocked 
Cisco  shares  down  3%  the 
next  day. 

Why  was  the  market  so 
uncharitable?  Investors 
fretted  that  growth  forecasts 
of  around  4%  this  quarter 
weren't  rosy  enough, 
especially  given  Cisco's  plans 
to  add  1,000  new  staff  by  the 
end  of  the  year.  And  although 
the  networking  giant  is 
expanding  in  almost  every 
market  and  product  area,  the 
company's  inventories 
increased  20%  during  the 
quarter.  That  prompted 
worries  that  Cisco  could  wind 
up  with  ever-fuller 
warehouses  if  expected 
demand  fails  to  materialize. 
-Peter  Burrows 


WHY  CHIPS 
ARE  CHIPPER 

Giant  chipmakers  Intel  and 
Texas  Instruments  are 

reporting  record  demand.  So 
why  have  their  inventories 
risen  to  their  highest  levels  in 
three  years?  The  main 
reason:  Both  companies' 
cutting-edge  plants  are  more 
efficient  than  even  they 
expected  and  are  producing 
many  more  chips  than  before. 
The  runup  in  inventories  has 
prompted  some  analysts  to 
fret  that  chipmakers  will  get 
stuck  with  a  bunch  of  unsold 
product.  Not  likely,  say 
company  executives.  They 
point  to  roaring  corporate 
demand  both  at  home  and 
abroad.  The  Semiconductor 
Industry  Assn.  said  chip  sales 
jumped  32%  in  March  from  a 
year  earlier  and  predicted 
that  sales  for  the  year  will  rise 
20%  over  2003. 


CITI  STARTS 
TO  SETTLE 


Citigroup  chief  Charles  Prince 
III  has  agreed  to  pay  $2.65 
billion  to  settle  a  class  action 
suit  brought  by  WorldCom 
shareholders  who  lost 
billions  when  the  company 
filed  for  bankruptcy  in  2002. 
Although  it  won't  end  Citi's 
boom-era  legal  troubles- 
Prince  has  said  there  are 
hundreds  of  other  cases 
outstanding,  including  those 
brought  by  Enron 
shareholders— it  should 


largely  allow  the  bank  to  put 
WorldCqm  woes  behind  it.  To 
cover  the  settlement  and  an 
increase  in  litigation  reserves, 
the  bank  took  a  second- 
quarter  aftertax  charge  of 
$4.95  billion.  The  17  other 
defendants  in  the  WorldCom 
suit,  including  Bank  of 
America  and  J.P.  Morgan 
Chase,  have  45  days  to  settle 
under  the  same  formula,  says 
New  York  State  Comptroller 
Alan  G.  Hevesi.  It's  that  or 
head  to  trial. 


MAKING  NICE 
WITH  THE  WTO 

The  Senate  moved  closer  to 
ending  a  showdown  with  the 
World  Trade  Organization  on 
May  11  with  a  vote  to 
overhaul  international 
corporate  taxes.  The  WTO  has 
approved  mounting  tariffs  on 
U.S.  goods  to  retaliate  for  $55 
billion  in  illegal  tax  subsidies 
that  the  Treasury  gives 
exporters  over  10  years.  The 
Senate  came  back  with  a 
$170  billion  pork-riddled  bill 
that  faces  high  hurdles  in  the 
House.  Lawmakers  there 
object  to  three  key  items:  $40 
billion  in  tax  breaks  on 
overseas  income  earned  by 
multinational  corporations,  a 
controversial  $18  billion 
package  of  energy  tax  breaks, 
and  an  effort  to  raise  $90 
billion  by  shuttering  business 
tax  loopholes  and  shelters. 
The  tariffs  are  likely  to  keep 
rising  for  months  as  the 
House  and  Senate  try  to 
resolve  their  differences. 


LIKE  A  MOUSE 
AFIRE 

Walt  Disney  CEO  Michael 
Eisner  offered  up  a  strong 
second  quarter  that  surprised 
even  his  sharpest  critics.  The 
company,  which  has  been 
under  attack  for  its  faltering 
ABC  network  and  misfiring 
movies,  reported  a  71%  hike 


in  fiscal  second-quarter 
earnings.  At  26$  a  share, 
Disney  easily  beat  the  Street's 
consensus  21$  estimate;  for 
the  full  fiscal  year,  it  also  said 
earnings  should  jump  50%. 
The  reasons:  strong  results  at 
Disney's  cable  unit,  especially 
at  powerhouse  sports 
channel  ESPN,  and  a  recovery 
at  its  theme  parks. 


ETCETERA... 

»  Monsanto  ended  efforts 
to  sell  genetically  modified 
wheat. 

»  Former  trustbuster 
Deborah  Majoras  is  replacing 
Timothy  Muris  as  FTC  chief. 
»  Levi  Strauss  is  selling  its 
Dockers  brand  to  raise 
money  to  pay  down  its  $2 
billion  debt. 


CLOSING  BELL 


Shares  of  Altria 
Group  plunged 
$3.63,  to  $49.77,  on 
May  12.  A  Florida 
Supreme  Court 
decision  to  review  a 
lower  court's  move 
to  overturn  a  $145 
billion  judgment 
against  Altria  and 
other  tobacco 
giants  spooked 
investors  worried 
they  could  again 
face  a  big  legal  tab. 
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Your  cholesterol 's  high.  It  won't  subside, 

despite  all  of  your  efforts.  But  don't  lose  your  pride. 

Turns  out  most  cholesterol's  made  inside. 


%»£ 


Ask  your  doctor  what  CRESTOR"  can  provide. 

Surprise!  It's  true.  Most  of  the  cholesterol  inside  you  doesn't  come  from 

the  food  you  eat,  but  from  your  body's  own  natural  processes.  Diet  and 

exercise  are  an  excellent  first  step  to  lower  cholesterol.  But  the  fact  is, 

many  people  with  high  cholesterol  just  plain  need  more  help.  That's 

why  you  should  ask  your  doctor  about  CRESTOR.  Adding  CRESTOR  to  a 

healthy  diet  has  been  proven  to  cut  bad  cholesterol  about  half  (52%  at 

10  mg  versus  7%  with  placebo;  your  results  may  vary).  CRESTOR  can 

even  raise  good  cholesterol.  That's  a  step  in  the  right  direction. 

For  more  information  on  good  cholesterol,  bad  cholesterol,  and  how 
CRESTOR  can  help,  ask  your  doctor  and  visit  CRESTOR.COM  or  call 
800-CRESTOR. 

Important  information:  CRESTOR  is  prescribed  along  with  diet  for 
lowering  cholesterol  and  is  not  for  everyone,  including  people  with  liver 
disease,  and  women  who  are  nursing,  pregnant  or  may  become  preg- 
nant. Tell  your  doctor  promptly  if  you  experience  unexplained  muscle 
pain  or  weakness,  as  they  may  be  a  sign  of  serious  side  effects.  Be  sure  to 
tell  your  doctor  about  other  medications  you  are  taking.  Simple  blood 
tests  are  needed  to  check  for  liver  problems  before  and  12  weeks  after 
start  of  therapy  or  change  of  dose,  and  periodically  thereafter.  Side 
effects  occur  infrequently  and  include  muscle  aches,  constipation, 
weakness,  abdominal  pain  and  nausea.  They  are  usually  mild  and  tend 
to  go  away.  CRESTOR  has  not  been  shown  to  prevent  heart  disease  or 
heart  attacks.  See  adjacent  page  for  additional  important  information. 

Now  you're  getting  somewhere. 


CRESTOR 

rosuvastatin  calcium 


ZREST0R.COM 


AstraZeneca  J? 


Please  read  this  summary  carefully  and  then 
This  advertisement  does  ncl  lake  the  place 


ask  your  doctor  about  CRESTOR.  No  advertisement  can  provide  all  the  information  needed  to  determine  it  a  drug  is  right  lor  you. 
of  careful  discussions  with  your  doctor.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a  prescription  drug. 


I 


BRIEF  SUMMARY:  for  full  Prescribing  Information,  see  package  insert. 
INDICATIONS  AND  USAGE  CRESTOR  s  c  I  Ban  injure)  lo  diet  to 

reduce  elevated  total-C,  LDL-C.  ApoB.  nonHOL-C.  and  TG  levels  and  to  ncreas- 
patients  with  primary  hypercholesterolemia  (heterozygous  familial  and  norfamilialj  and 
muted  dysiipidemia  (Fredrickson  Type  Ha  and  lib):  2  as  an  adjunct  tc  diet  for  :ne  treatment 
of  patients  with  elevated  serum  TG  levels  (Frednckson  Type  IV);  3.  to  reduce  LDL-C.  total-C, 
and  ApoB  in  patients  with  homozygous  familial  hypercholesterolemia  as  an  adjunct  to  other 
iipid-lowenng  treatments  (e.g..  LDL  apheresis)  or  if  such  treatments  are  unavailable 
CONTRAINDICATIONS  CRESTOR  is  contraindicated  in  patients  with  a  known 
hypersensitivity  to  any  component  of  this  product  Rosuvastatin  is  contraindicated  m 
patients  with  active  liver  disease  or  with  unexplained  persistent  eievations  of  serum 
transaminases  (see  WARNINGS,  Liver  Enzymes)  Pregnancy  and  Lactation 
Atherosclerosis  is  a  chrome  process  and  discontinuation  of  lipKHowering  drugs  during 
pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hyper- 
cholesterolemia. Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential 
components  lor  fetal  development  (including  synthesis  of  steroids  and  cell  membranes). 
Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol  synthesis  and  possibly  the 
synthesis  ol  other  biologically  active  substances  derived  from  cholesterol,  they  may  cause 
fetai  harm  when  administered  to  pregnant  women  Therefore.  HMG-CoA  reductase 
inhibitors  are  contraindicated  during  pregnancy  and  in  nursing  mothers  ROSUVASTATIN 
SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILDBEARING  AGE  ONLY  WHEN  SUCH 
PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN  INFORMED  OF  THE 
POTENTIAL  HAZARDS  If  the  patient  becomes  pregnant  while  taking  this  dmg,  therapy 
should  be  discontinued  immediately  and  the  patient  appnsed  of  the  potential  hazard  to  the 
fetus.  WARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other 
Iipid-lowenng  therapies,  have  been  associated  with  biochemical  abnormalities  of  liver  func- 
tion. The  incidence  of  persistent  elevations  (>3  times  the  upper  limit  of  normal  [ULN]  occur- 
ring on  2  or  more  consecutive  occasions)  in  serum  transaminases  in  fixed  dose  studies  was 
0.4. 0, 0,  and  0.1%  in  patients  who  received  rosuvastatin  5. 10, 20,  and  40  mg.  respectively. 
In  most  cases,  the  elevations  were  transient  and  resolved  or  improved  on  continued  therapy 
or  after  a  brief  interruption  in  therapy.  There  were  two  cases  of  jaundice,  for  which  a  rela- 
bonship  to  rosuvastatin  therapy  could  not  be  determined,  which  resolved  after  discontinu- 
ation of  therapy.  There  were  no  cases  of  liver  failure  or  irreversible  liver  disease  in  these 
trials  It  is  recommended  that  liver  function  tests  be  performed  before  and  al  12  weeks 
following  both  the  initiation  ol  therapy  and  any  elevation  ol  dose,  and  periodically  (e.g., 
semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  m  the  first  3  months  of 
treatment  with  rosuvastatin  Patients  who  develop  increased  transaminase  levels  should  be 
monitored  until  the  abnormalities  have  resolved.  Should  an  increase  in  ALT  or  AST  of 
>3  times  ULN  persist,  reduction  of  dose  or  withdrawal  of  rosuvastatin  is  recommended 
Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  of 
alcohol  and/or  have  a  history  of  liver  disease  (see  CLINICAL  PHARMACOLOGY,  Special 
Populations.  Hepatic  Insufficiency).  Active  liver  disease  or  unexplained  persistent  transam- 
inase elevations  are  contraindications  to  the  use  of  rosuvastatin  (see  CONTRAINDICA- 
TIONS' Myopathy/Rhabdomyolysis  Rare  cases  ol  rhabdomyolysis  with  acute 
renal  failure  secondary  to  myoglobinuria  have  been  reported  with  rosuvastatin  and  with 
other  drugs  in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatin-treated 
patients  (see  ADVERSE  REACTIONS).  Creatine  kinase  (CK)  elevations  (>10  times  upper 
limit  of  normal)  occurred  in  0.2%  to  0.4%  of  patients  taking  rosuvastatin  at  doses  of  up  to 
40  mg  in  clinical  studies  Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle 
weakness  in  conjunction  with  increases  in  CK  values  >10  times  upper  limit  of  normal,  was 
reported  in  up  to  01%  of  patients  taking  rosuvastatin  doses  of  up  to  40  mg  in  clinical 
studies.  Rare  cases  of  rhabdomyolysis  were  seen  with  higher  than  recommended  doses 
(80  mg)  ol  rosuvastatin  in  clinical  trials.  Factors  that  may  predispose  patients  to  myopathy 
with  HMG-CoA  reductase  inhibitors  include  advanced  age  i  >65  years),  hypothyroidism  and 
renal  insufficiency.  The  incidence  of  myopathy  increased  at  doses  of  rosuvastatin  above  the 
recommended  dosage  range.  Consequently:  1.  Rosuvastatin  should  be  prescribed  with 
caution  in  patients  with  predisposing  factors  for  myopathy,  such  as.  renal  impairment  'see 
DOSAGE  AND  ADMINISTRATION),  advanced  age,  and  hypothyroidism.  2  Patients  should 
be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  weakness,  particu- 
larly if  accompanied  by  malaise  or  fever  Rosuvastatin  therapy  should  be  discontinued  if 
markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  3  The  nsk  of 
myopathy  during  treatment  with  rosuvastatin  may  be  increased  with  concurrent  adminis- 
tration of  other  Iipid-lowenng  therapies  or  cyclosporine,  (see  CLINICAL  PHARMACOLOGY. 
Drug  Interactions.  PRECAUTIONS.  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRA- 
TION) The  benefit  of  further  alterations  in  lipid  levels  by  the  combined  use  ol  rosuva- 
statin with  hbrates  or  niacin  should  be  carefully  weighed  against  the  potential  risks  of 
this  combination.  Combination  therapy  with  rosuvastatin  and  gemfibrozil  should 
generally  be  avoided  (See  DOSAGE  AND  ADMINISTRATION  and  PRECAUTIONS.  Drug 
Interactions).  J  The  risk  ol  myopathy  during  treatment  with  rosuvastatin  may  be 
increased  in  circumstances  which  increase  rosuvastatin  drug  levels  (see  CLINICAL 
PHARMACOLOGY  Special  Populations.  Race  and  Renal  Insufficiency,  and  PRECAU- 
TIONS. General). :  Rosuvastatin  therapy  should  also  be  temporarily  withheld  in  any 
patient  with  an  acute,  serious  condition  suggestive  ol  myopathy  or  predisposing  to  the 
development  ol  renal  failure  secondary  lo  rhabdomyolysis  leg.,  sepsis,  hypotension, 
major  surgery.  Irauma.  severe  metabolic,  endocrine,  and  electrolyte  disorders,  or 
uncontrolled  seizures).  PRECAUTIONS  General  Before  instituting  therapy  with 
rosuvastatin,  an  attempt  should.be  made  to  control  hypercholesterolemia  with  appropriate 
diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical 
problems  (see  INDICATIONS  AND  USAGE)  Administration  of  rosuvastatin  20  mg  to 
patients  with  severe  renal  impairment  (CU,  <30  mL/min/1.73  ntf)  resulted  in  a  3-fold 
increase  in  plasma  concentrations  of  rosuvastatin  compared  with  healthy  volunteers  (see 
WARNINGS.  Myopathy/Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION). 
Pharmacokinetic  studies  show  an  approximate  2-fold  elevation  in  median  exposure  in 
Japanese  subjects  residing  in  Japan  and  in  Chinese  subjects  residing  in  Singapore 
compared  with  Caucasians  residing  in  North  America  and  Europe  The  contribution  of 
environmental  and  genetic  factors  to  the  difference  observed  has  not  been 
determined.  However,  these  increases  should  be  considered  when  making  rosuvastatin 
dosing  decisions  for  patients  of  Japanese  and  Chinese  ancestry  (See  WARNINGS, 
Myopathy;  Rhabdomyolysis:  CLINICAL  PHARMACOLOGY,  Special  Populations,  Race.) 
Information  for  Patients  Patients  should  be  advised  to  report  promptly  unex- 
plained muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or 
fever  When  taking  rosuvastatin  with  an  aluminum  and  magnesium  hydroxide  combination 
antacid,  the  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administration  (see 
CLINICAL  PHARMACOLOGY,  Drug  Interactional  Laboratory  Tests  In  the  rosuva^tm 
clinical  trial  program  dipstick-positive  proteinuria  and  microscopic  hematuria  were 
observed  among  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the 
recommended  dose  range  (i.e..  80  mg).  However,  this  finding  was  more  frequent  in  patients 
taking  rosuvastatin  40  mg,  when  compared  to  lower  doses  of  rosuvastatin  or  comparator 
statins,  though  it  was  generally  transient  and  was  not  associated  with  worsening  renal  func- 
tion Although  the  clinical  significance  of  this  finding  is  unknown,  a  dose  reduction  should 
be  considered  for  patients  on  rosuvastatin  40  mg  therapy  with  unexplained  persistent 
proMnuna  during  routine  urinalysis  testing  Drug  Interactions  Cyclosporin*:  When 
rosuvastatin  10  mg  was  coadministered  with  cyclosporine  in  cardiac  transplant  patients. 
rosuvastatin  mean  Cmi  and  mean  AUC  were  increased  11-fold  and  7-fold,  respectively. 


compared  with  healthy  volunteers.  These  increases  are  considered  to  be  clinically  signifi- 
cant and  require  special  consideration  in  the  dosing  of  rosuvastatin  to  patients  taking 
concomitant  cyclosporine  (see  WARNINGS.  MyopathyiRhabdomyoiysis.  and  DOSAGE  AND 
ADMINISTRATION)  Warfarin:  Coadministration  of  rosuvastatin  to  patients  on  stable 
warfarin  therapy  resulted  in  clinically  significant  rises  in  INR  M.  baseline  2-3).  In  patients 
taking  coumann  anti-coagulants  and  rosuvastatin  concomitantly,  INR  should  be  determined 
before  starting  rosuvastatin  and  frequently  enough  during  early  therapy  to  ensure  that  no 
significant  alteration  of  INR  occurs.  Once  a  stable  INR  time  has  been  documented.  INR  can 
be  monitored  at  the  intervals  usually  recommended  for  patients  on  coumann  anticoagu- 
lants If  the  dose  of  rosuvastatin  is  changed,  the  same  procedure  should  be  repeated 
Rosuvastatin  therapy  has  not  been  associated  with  bleeding  or  with  changes  in  INR  in 
patients  not  taking  anti-coagulants.  Gemfibrozil:  Coadministration  of  a  single  rosuvastatin 
dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice  dairy)  resulted  in  a  2.2-  and  1.9- 
fold,  respectively,  increase  in  mean  C™>  and  mean  AUC  of  rosuvastatin  (see  DOSAGE  AND 
ADMINISTRATION)  Endocrine  Function  Although  clinical  studies  have  shown  that 
rosuvastatin  alone  does  not  reduce  basal  plasma  Cortisol  concentration  or  impair  adrenal 
reserve,  caution  should  be  exercised  if  any  HMG-CoA  reductase  inhibitor  or  other  agent 
used  to  lower  cholesterol  levels  is  administered  concomitantly  with  drugs  that  may 
decrease  the  levels  or  activity  of  endogenous  steroid  hormones  such  as  ketoconazole. 
spironolactone,  and  cimetidine  CNS  Toxicity  CNS  vascular  lesions,  characterized  by 
perivascular  hemorrhages,  edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces, 
have  been  observed  in  dogs  treated  with  several  other  members  of  this  drug  class  A  chem- 
-nilar  drug  in  this  class  produced  dose-dependent  optic  nerve  degeneration 
(Wallenan  degeneration  of  retinogeniculate  fibers)  in  dogs,  at  a  dose  that  produced  plasma 
drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans  taking  the  highest 
recommended  dose.  Edema,  hemorrhage,  and  partial  necrosis  in  the  interstitium  of  the 
choroid  plexus  was  observed  in  a  female  dog  sacrificed  moribund  at  day  24  at  90  mg/kg/day 
by  oral  gavage  (systemic  exposures  100  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons).  Corneal  opacity  was  seen  in  dogs  treated  for  52  weeks  at  6  mg/kg/day 
by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons).  Cataracts  were  seen  in  dogs  treated  for  12  weeks  by  oral  gavage  at 
30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons)  Retinal  dysplasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks 
by  oral  gavage  at  90  mg/kg/day  (systemic  exposures  100  times  the  human  exposure  at 
40  mg/day  based  on  AUC).  Doses  <30  mg/Vg/day  (systemic  exposures  <60  times  the 
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human  exposure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one 
year,  did  not  reveal  retinal  findings.  Carcinogenesis,  Mutagenesis, 
Impairment  of  Fertility  In  a  104-week  carcinogenicity  study  in  rats  at  dose  levels 
of  2, 20. 60.  or  80  mg/kg/day  by  oral  gavage,  the  incidence  of  uterine  stromal  polyps  was 
significantly  increased  in  females  at  80  mgfkg/day  at  systemic  exposure  20  times  the 
human  exposure  at  40  mg/day  based  on  AUC.  Increased  incidence  of  polyps  was  not  seen 
at  lower  doses.  In  a  1 07-week  carcinogenicity  study  in  mice  given  10. 60. 200  mg/kg/day  by 
oral  gavage.  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  observed  at 
200  mg/kg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  on 
AUC.  An  increased  incidence  of  hepatocellular  tumors  was  not  seen  at  lower  doses. 
Rosuvastatin  was  not  mutagenic  or  clastogenic  with  or  without  metabolic  activation  in  the 
Ames  test  with  Salmonella  typhimunumani  Escherichia  coll,  the  mouse  lymphoma  assay. 
and  the  chromosomal  aberration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was 
negative  in  the  in  vivo  mouse  micronucleus  test.  In  rat  fertility  studies  with  oral  gavage 
doses  of  5, 15.  50  mg/kg/day.  males  were  treated  for  9  weeks  pnor  to  and  throughout 
mating  and  females  were  treated  2  weeks  prior  to  mating  and  throughout  mating  until 
gestation  day  7.  No  adverse  effect  on  fertility  was  observed  at  50  mg/kg/day  (systemic 
exposures  up  to  10  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons).  In 
testicles  of  dogs  treated  with  rosuvastatin  at  30  mg/kg/day  for  one  month,  spermatids  giant 
cells  were  seen.  Spermatids  giant  cells  were  observed  in  monkeys  after  6-month  treatment 
at  30  mg/kg/day  in  addition  to  vacuolation  of  seminiferous  tubular  epithelium.  Exposures  in 
the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day  based  on 
body  surface  area  comparisons  Similar  findings  have  been  seen  with  other  drugs  in  this 
class  Pregnancy  Pregnancy  Category  XSee  CONTRAINDICATIONS.  Rosuvastatin  may 
cause  fetal  harm  when  administered  to  a  pregnant  woman.  Rosuvastatin  is  contraindicated 
in  women  who  are  or  may  become  pregnant  Safety  in  pregnant  women  has  not  been  estab- 
lished. There  are  no  adequate  and  well-controlled  studies  of  rosuvastatin  in  pregnant 
women.  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  at 
3%  and  20%.  respectively,  of  the  maternal  plasma  concentration  following  a  single 
25  mg/kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution 
(25%  maternal  plasma  concentration)  was  observed  in  rabbits  after  a  single  oral  gavage 
dose  of  1  mg/Vg  on  gestation  day  16.  If  this  drug  is  administered  to  a  woman  with  repro- 
ductive potential,  the  patient  should  be  apprised  of  the  potential  hazard  to  a  fetus.  In  female 
rats  given  oral  gavage  doses  of  5, 15. 50  mg/kg/day  rosuvastatin  before  mating  and  contin- 
uing through  day  7  postcoitus  results  in  decreased  fetal  body  weight  (female  pups)  and 
delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at 
40  mg/day  based  on  AUC  comparisons)  In  pregnant  rats  given  oral  gavage  doses  of  2. 20, 
50  mg/kg/day  from  gestation  day  7  through  lactation  day  21  (weaning),  decreased  pup 
survival  occurred  in  groups  given  50  mg/Vg/day.  systemic  exposures  >12  times  human 
exposure  at  40  mg/day  based  on  body  surface  area  comparisons  In  pregnant  rabbits  given 
oral  gavage  doses  of  0.3. 1 . 3  mg/kg/day  from  gestation  day  6  to  lactation  day  18  (weaning), 
exposures  equivalent  to  human  exposure  at  40  mg/day  based  on  body  surface  area  compar- 
isons, decreased  fetal  viability  and  maternal  mortality  was  observed.  Rosuvastatin  was  not 
teratogenic  in  rats  at  <25  mg/kg/day  or  in  rabbits  <3  mg/kg/day  (systemic  exposures 
equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  comparison, 
respectively  |  Nursing  Mothers  It  is  not  known  whether  rosuvastatin  is  excreted  in 
human  milk.  Studies  in  iactating  rats  nave  demonstrated  that  rosuvastatin  is  secreted  into 
breast  milk  at  levels  3  times  higher  than  that  obtained  m  the  plasma  following  oral  gavage 
because  many  drugs  are  excreted  in  human  milk  and  because  of  the  potential  for 
serous  adverse  reactions  in  nursing  infants  from  rosuvastatin.  a  decision  should  be  made 
whether  to  discontinue  nursing  or  administration  of  rosuvastatin  taking  into  account  the 
importance  of  the  drug  to  the  Iactating  woman  Pediatric  Use  The  safety  and  effective- 
ness in  pediatric  patients  have  not  been  established.  Treatment  experience  with  rosuvastatin 
in  a  pediatric  populate  s  limited  to  8  patients  with  homozygous  FH  None  of  these  patients 
was  below  8  years  o;  a : :  Geriatric  Use  Of  'he  10.275  patients  in  clinical  studies  with 
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rosuvastatin.  3.159  (31%)  were  65  years  and  older,  and  698  (68%)  were  75  years  anc 
older.  The  overall  frequency  of  adverse  events  and  types  of  adverse  events  were  similar  t 
patients  above  and  below  65  years  ol  age  (See  WARNINGS.  Myopathy  ■'Rhabdomyolysis 
The  efficacy  of  rosuvastatin  in  the  geriatric  population  (>65  years  of  age)  was  comparable 
to  the  efficacy  observed  in  the  non-ekJerty.  ADVERSE  REACTIONS  Rosuvas! 
generally  well  tolerated  Adverse  reactions  have  usually  been  mild  and  transient  In  climca    H 
studies  of  10.275  patients.  3.7%  were  discontinued  due  to  adverse  experiences  attributablt 
to  rosuvastatin.  The  most  frequent  adverse  events  thought  to  be  related  to  rosuvastati 
were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Adverse 
Experiences  Adverse  experiences,  regardless  of  causality  assessment  re: 
>2%  of  patients  in  placebo-controlled  clinical  studies  of  rosuvastatin  are  shown  in  Table  1 
discontinuations  due  to  adverse  events  in  these  studies  of  up  to  1 2  weeks  duration  occurrei 
in  3%  of  patients  on  rosuvastatin  and  5%  on  placebo 

Table  1 .  Adverse  Events  in  Placebo-Controlled  Studies 


Rosuvastatin 

Placebo 

Adverse  event 

N=744 

'1=382 

Ptoymjfis 

9.0 

7.6 

Headache 

5.5 

5.0 

Diarrhea 

3.4 

2.9 

Dyspepsia 

34 

3.1 

Nausea 

3.4 

3.1 

Myalgia 

28 

1.3 

Asthenia 

2.7 

2.6 

Back  pain 

26 

2.4 

Ru  syndrome 

23 

1.8 

Urinary  tract  infection 

23 

1.6 

Rhinitis 

2.2 

2.1 

Sinusitis 

2.0 

1.8 

1 
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In  addition,  the  following  adverse  events  were  reported,  regardless  of  causality  assessment. 
in  >1%  of  10.275  patients  treated  'with  rosuvastatin  in  clinical  studies.  The  e 
italics  occurred  in  >2%  of  these  patients.  Body  as  a  WMt:  Abdominal  pain,  accidental 
injury,  chest  pain,  infection,  pain,  pelvic  pain,  and  neck  pain  Cardiovascular 
System:  Hypertension,  angina  pectoris,  vasodilatation,  and  palpitation  Digestive ' 
System:  Constipation,  gastroenteritis,  vomiting  flatulence,  periodontal  abscess,  and" 
gastritis  Endocrine:  Diabetes  mellrtus  Hemic  and  Lymphatic  System:  Anemia  and  ecchy- 
mosis.  Metabolic  and  Nutritional  Disorders:  Peripheral  edema.  Musculoskeletal 
System:  Arthritis  arthralgia  and  pathological  fracture  Nervous  System:  Dizziness 
insomnia,  hypertonia,  paresthesia,  depression,  anxiety,  vertigo,  and  neuralgia.  Respiratory 
System:  Bronchitis,  cough  increased,  dyspnea,  pneumonia,  and  asthma.  Stoi  wt 
Appendages:  <?as/iand  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  trial 
program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  among 
rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommended 
dose  range  (i.e..  80  mg).  However,  this  finding  was  more  frequent  in  patients  taking  rosuva- 
statin 40  mg.  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  though 
it  was  generally  transient  and  was  not  associated  with  worsening  renal  function.  (See 
PRECAUTIONS,  Laboratory  Tests.)  Other  abnormal  laboratory  values  reported  were 
elevated  creatinine  phosphokinase,  transaminases,  hyperglycemia,  glutamyl  transpepti- 
dase, alkaline  phosphatase,  bilirubin,  and  thyroid  function  abnormalities.  Other  adverse 
events  reported  less  Irequentty  than  1%  in  the  rosuvastatin  clinical  study  program,  regard- 
less of  causality  assessment,  included  arrhythmia,  hepatitis,  hypersensitivity  reactions 
(i.e.,  face  edema,  thrombocytopenia,  leukopenia,  vesiculobullous  rash,  urticaria,  and 
angioedema).  kidney  failure,  syncope,  myasthenia  myositis,  pancreatitis,  rjhotosensitivity 
reaction,  myopathy,  and  rhabdomyolysis.  OVERDOSAGE  There  is  no  specific  treat- 
ment in  the  event  of  overdose.  In  the  event  of  overdose,  the  patient  should  be  treated 
symptomatically  and  supportive  measures  instituted  as  required.  Hemodialysis  does  not 
significantly  enhance  clearance  of  rosuvastatin  DOSAGE  AND  ADMINISTRA- 
TION The  patient  should  be  placed  on  a  standard  cholesterol-lowenng  diet  before 
receiving  CRESTOR  and  should  continue  on  this  diet  dunng  treatment.  CRESTOR  can  be 
administered  as  a  single  dose  at  any  time  of  day.  with  or  without  food.  Hypercholes- 
terolemia (Heterozygous  Familial  and  Nonfamilial)  and  Mixed 
Dysiipidemia  (Fredrickson  Type  I  la  and  lib)  The  dose  range  for  CRESTOR 
is  5  to  40  mg  once  daily.  Therapy  with  CRESTOR  should  be  individualized  according  to  goal 
of  therapy  and  response  The  usual  recommended  starting  dose  of  CRESTOR  is  10  mgonce 
daily  Initiation  of  therapy  with  5  mg  once  daily  may  be  considered  for  patients  requiring  less 
aggressive  LDL-C  reductions  or  who  have  predisposing  factors  for  myopathy  (see  WARN- 
INGS. Myopathy/Rhabdomyolysis).  For  patients  with  marked  hypercholesterolemia  (LDL-C 
>  190  mg/dL)  and  aggressive  lipid  targets,  a  20-mg  starting  dose  may  be  considered  The 
40-mg  dose  of  CRESTOR  should  be  reserved  for  those  patients  who  have  not  achieved  goal 
LDL-C  at  20  mg  (see  WARNINGS,  Myopathy/  Rhabdomyolysis).  After  initiation  and/or  upon 
titration  of  CRESTOR.  lipid  levels  should  be  analyzed  within  2  to  4  weeks  and  dosage 
adjusted  accordingly  Homozygous  Familial  Hypercholesterolemia  The 
recommended  starting  dose  of  CRESTOR  is  20  mg  once  daily  in  patients  with  homozygous 
FH.  The  maximum  recommended  daily  dose  is  40  mg  CRESTOR  should  be  used  in  these 
patients  as  an  adjunct  to  other  iipid-lowenng  treatments  (e.g..  LDL  apheresis)  or  if  such 
treatments  are  unavailable  Response  to  therapy  should  be  estimated  from  pre-apheresis 
LDL-C  levels.  Dosage  in  Patients  Taking  Cyclosporine  In  patients  taking 
cyclosporine.  therapy  should  be  limited  to  CRESTOR  5  mg  once  daily  (see  WARNINGS. 
Myopathy/flhabdomyotysis.  and  PRECAUTIONS.  Drug  Interactions).  Concomitant 
Lipid-Lowering  Therapy  The  effect  of  CRESTOR  on  LDL-C  and  total-C  may  be 
enhanced  when  used  in  combination  with  a  bile  add  binding  resin.  If  CRESTOR  is  used  in 
combination  with  gemfibrozil,  the  dose  of  CRESTOR  should  be  limited  to  10  mg  once  daily 
(see  WARNINGS,  Myopathy/  Rhabdomyolysis.  and  PRECAUTIONS.  Drug  Interactions) 
Dosage  in  Patients  With  Renal  Insufficiency  No  modification  of  dosage  is 
necessary  for  patients  with  mild  to  moderate  renal  insufficiency.  For  patients  with  severe 
renal  impairment  (CU.  <30  mL/min/1.73  nr)  not  on  hemodialysis,  dosing  of  CRESTOR 
should  be  started  at  5  mg  once  daily  and  not  to  exceed  10  mg  once  daily  (see 
PRECAUTIONS.  General,  and  CLINICAL  PHARMACOLOGY.  Special  Papulations.  Renal 
Insufficiency). 

NOTE:  This  summary  provides  important  information  about  CRESTOR.  For  more  infor- 
mation, please  ask  your  doctor  or  health  care  professional  about  the  full  Prescribing 
Information  and  discuss  it  with  them. 
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Kerrynomics: 
^Vny  Friend  of  Bill's.. 


ENATOR  JOHN  F.  KERRY  sat  down  at  the  Business  Roundtable's 
Vashington  headquarters  in  April  for  an  off-the-record  chat, 
loping  to  persuade  some  75  corporate  titans  that  he  was  far  from 
he  antibusiness  populist  of  the  Democratic  primaries  who  had 
nveighed  against  "Benedict  Arnold  CEOs."  He  not  only  pledged 

Uegiance  to  fiscal  responsibility  and  free     Treasury  Secretary  Robert  Rubin  is  Kerry's 


rade  but  also  recounted  his  days  as  a  bud- 
ing  entrepreneur— starting  up  a  tiny 
ookie  company  in  Boston  in  the  late  '70s 
-to  show  that  he,  too,  had  met  a  payroll. 

Kerry's  cookie  chronicles  may  not  have 
ron  any  new  corner-office  supporters,  but 
lafs  not  the  point  of  his  business 
utreach.  "No  Democrat  is  ever  going  to 
an  over  a  majority  of  Republican  CEOs," 
Hows  Kerry  economic  adviser  Gene  Sper- 
ng,  former  head  of  President  Clinton's 
lational  Economic  Council.  The  real 
irget  audience:  fiscally  conservative  sub- 
rbanites,  small  business  owners,  and 
lid-  and  upper-level  business  execs  who 
eed  reassurance  that  Kerry 
>n't  some  Taxachusetts  lib- 
ral  with  his  eye  on  their 
aychecks. 

To  help  with  the  sales  job, 
lerry  is  assembling  a  crew  of 
rominent  CEOs,  Wall  Street 
ankers,  and  business- 
iendly  Clinton  Administra- 
on  veterans  to  consult  on 
conomic  policy  and  lend 
le  campaign  a  pro-business 
olish.  For  pizzazz,  there's 
ipple  Computer  founder 
teve  Jobs.  For  mature  judg- 
lent,  there's  billionaire  in- 
estment  sage  Warren  Buf- 
;tt,  chairman  of  Berkshire  ^^^™ 
lathaway.  Soon  to  be  added  are  former 
Ihrysler  Chairman  Lee  Iacocca  and  former 
,ucent  Technologies  CEO  Henry  Schacht 
3r  some  manufacturing  muscle.  Lesser 
inown  but  also  important  advisers  include 
Iric  Mindich,  a  former  Goldman  Sachs  sen- 
Dr  strategist,  and  Blair  Effron,  managing 
lirector  at  UBS  Investment  Bank. 

It  doesn't  hurt  the  Kerry  cause  that  many 
*f  his  policy  advisers  are  the  economic  gen- 
ralissimos  of  the  Clinton  era.  Boom-time 


FED  HEAD?  Rubin 
is  Kerry's  pick  to 
take  the  reins 
from  Greenspan 


preference  to  replace  Fed  Chairman  Alan 
Greenspan  in  2006.  Other  familiar  faces  in- 
clude Sperling  and  Roger  Altman,  former 
Deputy  Treasury  Secretary  and  co-founder 
of  Evercore  Partners.  Furthermore,  Kerry 
voted  for  most  of  Clinton's  programs,  in- 
cluding the  1993  tax  hike  that  helped  slash 
the  deficit.  Now  he  supports  bringing  back 
Clinton-era  tax  rates  to  those  with  incomes 
over  $200,000. 

Tougher  on  China 

KERRY  DIFFERS  MOST  sharply  from  Clin- 
ton in  his  approach  on  trade,  the  signature 
issue  used  by  the  former  President  to  con- 
vince corporate  skeptics  that 
he  was  a  different  kind  of 
Democrat.  Kerry  vows  to 
pressure  China  into  better 
enforcement  of  antipiracy 
laws  on  business  software, 
movies,  and  music.  And  he 
has  seconded  the  complaint 
by  the  AFL-CIO  that  China 
ought  to  be  held  accountable 
for  countenancing  worker 
rights  abuses.  But  Kerry  is 
mindful  that  nonunion  vot- 
ers need  reassurance,  too.  So  he  has 
already  trimmed  some  of  his  new 
spending  proposals,  such  as  college 
tuition  aid,  to  demonstrate  a  commit- 
ment to  fiscal  restraint. 
Kerry  advisers  say  that  despite  the  sena- 
tor's liberal  voting  record,  he  should  do  as 
well  or  better  than  Clinton  did  in  lining  up 
business  support,  particularly  among 
moderates  concerned  about  the  budget 
deficit  and  America's  declining  reputation 
abroad.  Kerry  may  not  win  the  Roundtable 
or  Wall  Street,  but  inroads  on  Main  Street 
and  in  office  parks  will  suffice.  ■ 

-By  Paul  Magnusson,  with 
Emily  Thornton  in  New  York 


CAPITAL 
WRAPUP 

A  RECOVERY?  NOT  FOR 
THE  WAR-WEARY 

THE  RECOVERY  certainly  looks 
like  it  is  picking  up  steam.  But 
Americans,  battered  by  bad 
news  from  Iraq,  aren't  buying. 
According  to  a  May  3-6 
American  Research  Group  poll, 
just  38%  of  all  voters— and  30% 
of  independents— approve  of 
President  Bush's  economic 
stewardship.  Only  27%  of 
Americans  believe  that  the 
economy  is  improving;  41%  say 
it's  getting  worse— up  from  29% 
a  month  ago. 

HAST  A  LA  VISTA, 
BASE  CLOSING? 

MILITARY  base-closing 
commissions  are  designed  to 
insulate  Congress  and  the 
White  House  from  political 
firestorms.  In  fact,  Republicans 
complained  in  1995  when  they 
thought  President  Clinton 
reversed  closings  in  California 
and  Texas  to  curry  favor 
with  voters. 

But  times  have  changed. 
Now  that  Republicans  are  in 
charge  in  D.C.  and  California, 
Sacramento  civic  leaders  are 
hoping  that  Governor  Arnold 
Schwarzenegger  will  use  his 
clout  to  terminate  any  effort  to 
shut  Beale  Air  Force  Base. 

PEOPLE  WITH  GLASS 
ISSUES  SHOULDN'T... 

representative  Richard  M. 
Burr  (R-N.C),  who  is  seeking  an 
open  Senate  seat,  has  attacked 
Democratic  rival  Erskine  Bowles, 
a  former  Clinton  White  House 
Chief  of  Staff,  for  reversing  his 
previous  support  of  NAFTA. 
Sounds  like  a  smart  political 
tactic,  since  North  Carolina  has 
been  devastated  by  textile  job 
losses.  But  Bowles  isn't  the  only 
candidate  to  have  switched 
sides:  Former  NAFTA  backer 
Burr  has,  too.  Bowles  backers 
call  it  hypocrisy. 


May  24,  2004  I  BusinessWeek  I  55 
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Four  ETF  Tips 

For  traders  and  long-term  investors 


Exchange-traded  funds  are  in  demand:  new  funds  as  a 
percentage  of  assets  flowed  into  ETF  portfolios  in  February 
at  more  than  triple  the  rate  they  flowed  into  mutual  funds. 
Why  the  sudden  popularity?  The  unique  properties  of  ETFs, 
which  resemble  mutual  funds  but  trade  just  like  stocks, 
lend  themselves  to  a  wide  variety  of  uses. 


1  Rebalance  Your  Sectors 
Last  year,  the  Standard  & 
Poor's  500  index  gained 
26.4%,  but  not  all  sectors 
soared.  While  consumer  discre- 
tionary (things  people  buy  but 
don't  actually  need,  like  campers 
and  diamond  rings)  stocks  rose 
36.1%,  healthcare  stocks  gained 
13.3%  and  telecommunication 
stocks,  just  3.3%.  That  means 
investors  who've  been  allocating 
fixed  percentages  of  their  funds  to 
each  sector  may  be  left  with  lop- 
sided portfolios. 

Sector  ETFs,  such  as  iShares' 
S&P  Global  Telecom  fund  and  S&P 
Global  Healthcare  fund,  offer  a 
simple  solution.  "With  ETFs  you 
don't  have  to  worry  about  picking  the 
weakest  stock  in  a  sector,"  says 
Mike  Feigeles,  EVP  of  Special  Pro- 
jects at  AmeriTrade.  He  recently 
helped  develop  Ameritrade. corn's 
new  ETF  Center,  which  investors 
can  use  to  find  the  right  ETF  for  a 
particular  sector,  region  or  asset 
class.  Feigeles  says  that  proper  asset 
allocation,  not  stock  picking,  is  the 
key  to  long-term  investing  success. 


2  Throw  Your 
Weighting  Around 
Holders  of  S&P  500  index 
funds  are  weighted  in  the 
largest  of  companies,  like  Microsoft, 
General  Electric  and  Wal-Mart.  Bank 
of  New  York's  MidCap  SPDR  Trust, 
which  mimics  Standard  &  Poor's  Mid- 
Cap  400  index,  offers  them  an  easy  way 
to  invest  in  medium-sized  companies, 
like  M&T  Bank  and  Quest  Diagnostics. 
Similarly,  investors  can  shift  mon- 
ey away  from  stocks  altogether.  The 
iShares  series  of  ETFs,  sponsored  by 
Barclay's  Global  Fund  Advisors, 
offers  portfolios  that  track  Treasury- 
and  corporate-bond  indexes. 

3  Trade  Like  a  Pro 
ETFs  can  be  sold  short  or 
bought  on  margin.  That 
makes  possible  a  two-sided 
trade  in  which  a  stock  is  bought  and  an 
ETF  representing  its  industry  is  sold 
short.  (A  short  sale  is  a  bet  shares  will 
fall,  and  is  appropriate  for  only  the  most 
aggressive  investors.) 

Should  the  stock  rise  or  fall  in  tan- 
dem with  its  sector,  a  gain  on  one  side 
would  cancel  out  a  loss  on  the  other.  A 


rise  in  the  stock  that  outpaced  the  sec- 
tor's performance,  however,  would 
result  in  a  gain;  the  opposite  would 
result  in  a  loss.  Such  trades  allow 
investors  to  isolate  the  merits  of  invest- 
ing in  one  company  without  taking  on 
the  risk  of  the  entire  sector. 

4  Avoid  a  Wash 
The  IRS  forbids  using  the 
tax  loss  on  a  stock  that  is  sold 
if  a  "substantially  identical" 
stock  is  bought  back  within  30  days. 
This  is  known  as  the  wash  sale  rule. 
ETF  holders  may  be  able  to  avoid  the 
wash  sale  rule,  thanks  to  the  strong  cor- 
relation between  certain  stock  indexes. 
For  example,  the  Fortune  500 
index  has  greater  than  a  99%  correla- 
tion to  the  S&P  500  index,  despite 
ranking  companies  by  revenue  rather 
than  market  cap.  Using  not-quite- 
similar  portfolios  such  as  these  to  avoid 
the  wash  sale  rule  is  known  as  tax  loss 
harvesting.  (See  a  tax  advisor  or  con- 
tact the  IRS  for  clarification  on  which 
ETFs  are  "substantially"  identical,  and 
which  are  not.) 

The  above  four  examples  show 
just  how  versatile  ETFs  are.  They're 
used  for  long-term  investments  and 
short-term  trades.  They're  tax  friend- 
ly, and  thanks  to  ultra-low  internal 
expenses,  they're  cheap.  The  recent 
rise  in  the  popularity  of  ETFs  may  be 
sudden,  but  it's  here  to  stay.  • 
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Bad  Idea: 

THINKING  TRADITIONAL  MUTUAL  FUNDS 

ARE  THE  ONLY  WAY  TO  DIVERSIFY. 


Good  Idea: 

KNOWING  EXCHANGE  TRADED  FUNDS 

ARE  AN  ALTERNATIVE. 


ETFs  AT  Ameritrade.  A  LOW-COST  way  to  invest. 


With  the  current  state  of  traditional  mutual  funds,  you 
may  be  rethinking  your  long-term  investing  strategy.  If 
so,  consider  your  alternative:  ETFs  at  Ameritrade! 

What  are  ETFs?  ETFs  are  baskets  of  securities  that  track 
highly  recognized  indexes. They  have  a  low-cost  expense 
ratio  and  offer  diversified,  long-term  benefits.  Plus  tax 
benefits.  They  generate  fewer  capital  gains  than  actively 
managed  mutual  funds  due  to  low  turnover  of  the  securities 
that  comprise  the  portfolio.  And  unlike  traditional  mutual 
funds,  you  can  trade  ETFs  just  like  single  stocks. 

At  Ameritrade,  you  can  trade  ETFs  online  for  a  flat  rate  of 
only  $10.99.  With  no  trading  minimums,  you  always  get 
the  same  low  rate  on  Internet  equity  trades  no  matter 
how  many  shares  you  trade:  $10.99!* 

And  those  who  qualify  can  take  advantage  of  Ameritrade 
Apex,™  our  elite  program  for  active  traders.'  If  you  make 
10  trades  per  month  for  three  months  or  have  a  $iooK 
minimum  account  balance,  look  forward  to  special  benefits 


and  privileges.  Open  an  Ameritrade®  account  today. 
Rethinking  the  long  term  has  never  been  easier. 

Make  a  move.  Open  an  account  today  and  get 
25  commission-free  Internet  equity  trades!'  Co  to 
www.ameritrade.com/etf/  or  call  888.590.3006. 


WITH  AN  ETF  AT  AMERITRADE,  YOU  GET: 


ALL  THE  BENEFITS  OF  AN  AMERITRADE  ACCOUNT 


A  LONG-TERM  INVESTMENT  VEHICLE 


A  LOW  TAX  INVESTMENT  VEHICLE 


AN  ALTERNATIVE  TO  TRADITIONAL  MUTUAL  FUNDS 


A  LOW-COST  EXPENSE  RATIO 


DIVERSIFIED  ASSETS 


AMERITRADE  "A: 


GET  25  COMMISSION-FREE  INTERNET  EQUITY  TRADES. 
SIGN  UP  NOW.  CALL  888.590.3006  OR  VISIT  WWW.AMERITRADE.COM/ETF/ 


Exchange  Traded  Funds  (ETFs)  are  registered  investment  company  shares  that  trade  on  exchanges.  Frequent  dollar  cost  averaging  may  generate  trading  costs  that 
utweigh  any  cost  benefit  over  a  traditional  mutual  fund.  Active  traders  may  not  experience  the  same  ETF  cost  benefits  as  long-term  investors.  ETFs  trade  at  current  market 
rice.  Trading  prices  are  subject  to  market  pressure  and  may  not  reflect  the  actual  Net  Asset  Value  of  the  fund.  Some  ETFs  are  subject  to  more  risk  than  others.  Always 
sad  a  prospectus  before  making  an  investment  decision.  "Orders  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission.  Orders  partially  executed 
ver  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day.  Market  volatility,  volume,  and  system  availability  may  delay  account  access  and  trade 
xecutions.  tApex  qualification  reviewed  every  three  months.  Some  Apex  benefits  are  not  available  to  IRAs.  ttOffer  valid  for  new  Individual  and  Joint  cash  accounts 
pened  and  funded  with  at  least  $1,000  through  7/6/04.  Offer  not  valid  for  IRAs  and  other  tax-exempt  accounts  or  entities,  or  with  any  other  offer.  Limit  one  offer  per 
iromotion.  Offer  is  not  transferable  and  not  valid  for  current  Ameritrade  clients.  Qualified  Internet  equity  orders  must  execute  within  35  days  of  account  "funding, 
iccount  must  remain  open  with  minimum  funding  for  6  months.  Accounts  open  for  more  than  6  months  with  a  value  below  $2,000  are  subject  to  a  $15  quarterly  maintenance 
ee.  Accounts  with  at  least  four  executed  trades  in  the  previous  six  months  and  Beneficiary  accounts  are  excluded  from  this  fee.  Ameritrade  reserves  the  right  to  restrict 
r  revoke  this  offer  at  any  time.  This  is  not  an  offer  or  solicitation  in  any  jurisdiction  where  we  are  not  authorized  to  do  business.  Ameritrade,  Division  of  Ameritrade,  Inc., 
nember  NASD/SIPC.  Ameritrade  and  Ameritrade  logos  are  trademarks  or  registered  trademarks  of  Ameritrade  IP  Company,  Inc.  ©2004  Ameritrade  IP  Company,  Inc. 
ill  rights  reserved.  Used  with  permission. 
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IRAN 


THE  MIDEAST'S 
MODEL  ECONOMY? 

Not  long  ago,  Iran  was  a  basket  case.  But  now  growth  is 
strong  as  oil  prices  soar  and  Tehran  eases  restrictions 


RUNNING  ONE  OF  IRAN'S 
largest  Internet  service 
providers  is  close  to  a  24- 
hour  job  for  Abdollah 
Fateh,  who  has  to  hustle  to 
keep  customers  happy 
while  prying  more  phone 
lines  from  the  government.  But  recently  a 
haggard-looking  Fateh,  who  is  Pars  On- 
line's  managing  director,  took  time  out 
for  a  meal  at  Monsoon,  a  popular  Chinese 
restaurant  in  Tehran.  Fateh,  31,  grew  up 
in  Boston  but  moved  back  to  Iran  in  1995. 
Haggard  or  not,  he  doesn't  regret  leaving 
comfortable  America  one  bit.  "I  can 
make  a  difference  here,"  he  says. 

Fateh  has  certainly  made  a  splash.  The 
Pars  Online  logo  is  as  commonly  seen 
around  Tehran  as  the  late  revolutionary 
leader  Ayatollah  Ruhollah  Khomeini's 
scowling  visage.  Pars  Online's  business 
has  grown  tenfold  in  the  last  three  years, 
to  an  estimated  120,000  customers. 
Fateh  and  his  partner,  Madjid  Emami,  are 
far  from  the  only  Iranian  entrepreneurs 
who  have  found  a  sweet 
spot  at  home.  The 
Tehran  Stock  Exchange 
rewarded  investors  with 
130%  gains  for  the  year 
ended  in  March,  and 
businesses  ranging  from 
autos  to  information 
technology  are  booming. 
"You  can  double  [your  ^ 
business]  here  every 
year,"  says  Mojdeh  Abe- 
di,  a  32-year-old  Iranian 
woman  who  five  years 
ago  abandoned  a  legal 
career  in  Paris  to  manage 
a  budding  food  additives 
business  in  Tehran. 
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It's  one  of  the  Mideast's  strangest  para- 
doxes. One  goal  of  the  U.S.  invasion  of 
Iraq  was  to  turn  Baghdad  into  a  model  re- 
gional economy.  But  could  it  be  that  Iran, 
a  charter  member  of  George  W.  Bush's 
axis  of  evil,  will  wind  up  filling  that  role? 

It's  a  distinct  possibility.  Siamak  Na- 
mazi,  managing  director  of  Tehran-based 
business  consultants  Atieh  Bahar,  ticks 
off  several  factors  that  could  lead  to  a  sus- 
tained growth  spurt  in  Iran  if  the  coun- 
try's leaders  play  their  cards  right.  Iran 
has  the  region's  largest  market,  with  a 
population  of  69  million.  High  oil  prices 
are  providing  the  country  with  substan- 
tial revenues  (chart,  page  60),  and  the 
country  has  massive  gas  reserves  to  tap. 

PRAGMATIC  CONSERVATIVES 

UNTIL  NOW,  IRAN  HAS  been  starved  for 
goods,  outside  capital,  and  technology, 
thanks  in  part  to  U.S.  sanctions.  To  date, 
foreign  investment  has  been  minimal- 
only  about  $2  billion  per  year  recendy. 
But  local  entrepreneurs  say  that  big  re- 


gional groups,  which  have  grown  wary  of 
putting  money  into  the  U.S.,  are  starting 
to  check  out  Iran.  "We  are  in  the  best  po- 
sition in  40  years;  the  only  comparable 
economy  is  China.  If  we  could  solve  our 
political  and  social  problems  we  could 
have  double-digit  growth,"  says  Saeed 
Laylaz,  an  economist  and  vice-president 
for  marketing  at  Iran  Khodro  Diesel,  the 
truck  arm  of  Iran's  largest  vehicle  maker. 
The  country  has  racked  up  growth  in 
the  5%  range  for  four  years  running, 
thanks  to  high  oil  revenues,  abundant 
rainfall,  and  a  gradual  easing  of  the  chok- 
ing economic  restrictions  ushered  in  by 
the  1979  revolution.  Not  long  ago,  Iran 
was  a  bona  fide  basket  case  struggling  to 
pay  its  debts.  Now  its  external  accounts 
are  under  control,  with  the  trade  balance 
in  surplus  and  hard  currency  reserves  of 
$35  billion.  The  government  is  raising 
money  internally  by  privatizing  shipping, 
autos,  and  other  assets. 

If  s  true  that  democracy  took  a  beating 
in  the  February  Parliamentary  elections, 
thanks  to  the  disqualifica- 
tion of  reformist  candi- 
dates and  other  strong- 
arm  tactics.  But  the 
business  community  is 
pleased  that  a  new  group 
of  pragmatic  conservatives 
won  control  of  the  Parlia- 
ment, or  Majlis.  These 
conservatives  include  a 
number  of  business  types 
and  entrepreneurs  who  are 
far  more  focused  on  eco- 
nomic issues  than  the  cler- 
ics, and  they  want  to  hold 
on  to  power  by  delivering 
on  the  economy.  "The 
right  wing  wants  to  repair 


ts  image  by  producing  visible,  tangible 
hanges,"  says  Namazi. 

The  focus  on  economics  by  these 
>oliticians  comes  as  a  surprise  and  a  relief 
o  many  Iranians,  who  feared  a  curtail- 
nent  of  social  liberties.  Women  in  North 
Tehran,  where  the  elite  live  and  work,  are 
till  walking  around  with  their  hair  pok- 
ng  out  from  under  scarves,  and  single 
nen  say  they  can  take  their  girlfriends 
>ut  riding  in  the  moonlight  without  fear 
)f  being  pulled  over  for  a  grilling  by  the 
)olice.  "Unlike  what  most  people  expect- 
;d,  there  have  been  no  major  changes  on 
iocial  issues,"  says  Amir  Mohebian,  a 
nember  of  the  board  of  editors  of Resalat, 
he  leading  conservative  newspaper. 
'Those  who  won  a  majority  in  Parliament 
ire  moderate  conservatives." 

Business  leaders  think  a  conservative 
najority  in  Parliament  and  the  likely  elec- 
ion  of  a  conservative  President  next  year 
:ould  end  the  gridlock  between  the  Majlis 
ind  the  conservative-dominated  Guardian 
Council,  which  has  blocked  much  re- 
brmist  legislation.  Business  also  figures 
hat  the  conservatives  will  be  under  pres- 
sure to  improve  living  standards. 

Business  circles  in  Tehran  are  even 
juzzing  with  hopes  that  the  victorious 


Iran  at  a  Glance 


POPULATION  69  million 
POPULATION  UNDER  25  60% 
GDP  GROWTH  5.9%* 
GDP  PER  CAPITA  $6,800** 
UNEMPLOYMENT  15% 
INTERNET  USERS  1.3  million*** 
MOBILE  PHONE  SUBSCRIBERS  3.4  million 
FOREIGN  EXCHANGE  RESERVES  $35  billion 

•Fiscal  year  ended  Mar  19. 2004    "Purchasing  Power  Parity.  2002 
*•*  2002    Data:  PFC  Energy,  Iranian  government  CIA  World  Factbook 


conservatives  will  try  to  shore  up  their  po- 
sition by  ending  Iran's  seemingly  endless 
standoff  with  the  U.S.  Such  a  move 
would  be  popular,  and  there's  logic  to  the 
notion  that  just  as  the  tough- talking  Pres- 
ident Richard  M.  Nixon  was  able  to  break 
the  American  logjam  with  China,  only 
Iran's  conservatives  can  safely  cut  a  deal 
with  the  Great  Satan.  But  it's  hard  to  say  if 
the  two  sides  can  figure  out  a  way  to  over- 
come a  quarter- century  of  ill  will.  The 
most  recent  point  of  contention:  Iran's 
tussle  with  the  U.S.  and  the  international 
community  over  its  nuclear  program. 


Despite  the  nuclear  tensions,  the  opti- 
mists point  out  that  the  U.S.  and  Iran 
share  plenty  of  regional  interests.  Iran  de- 
spised both  the  Taliban  in  Afghanistan 
and  Iraq's  strongman,  Saddam  Hussein, 
and  applauded  the  toppling  of  both.  The 
Iranian  government  has  since  encour- 
aged local  businesses  to  supply  both 
countries  with  goods  that  range  from  fuel 
to  cement.  While  some  Iranian  factions 
may  be  contributing  to  Iraqi  turmoil,  the 
mainstream  wants  calm  to  return  to  its 
neighbor  to  hasten  the  departure  of  U.S. 
troops.  The  Iranians  reckon  that  once  the 
Americans  go,  a  Shiite-led  government 
friendly  to  the  Islamic  Republic  will 
come  to  power.  In  an  interview  with  Busi- 
nessWeek, Iranian  Vice-President  for  Par- 
liamentary Affairs  Mohamed  Ali  Abtahi 
poured  scorn  on  the  rebel  Iraqi  cleric 
Moqtada  al-Sadr.  The  cleric's  trouble- 
making  "is  providing  the  Americans  with 
a  reason  to  stay"  in  Iraq,  he  said. 

"THE  INK  NEVER  DRIES" 

WHATEVER  HAPPENS  IN  IRAQ,  Tehran 
has  plenty  to  work  on  at  home.  The  econ- 
omy needs  more  reform.  Billions  go  each 
year  to  subsidies  on  everything  from 
wheat  to  imported  gasoline.  Exports  of 
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SIZZLING  Stocks 
rose  130%  in  2003 


nonoil  products  are 
anemic,  and  trade  barri- 
ers allow  money-losing 
plants  to  remain  in  oper- 
ation. Government  min- 
istries and  religious 
charities  called  bonyads 
control  an  estimated 
50%  or  more  of  econom- 
ic activity.  Even  when 
the  government  turns 
business  units  over  to 
private  hands— as  in  last 
year's  sale  of  $1.3  billion 
in  state  assets— it  often 
retains  big  stakes. 

Private  investors, 
while  officially  welcome, 
face  a  daunting  series  of  hurdles.  The  for- 
eign business  community  in  Tehran  is 
fond  of  saying  that  "the  ink  on  the  con- 
tract never  dries."  Nowhere  is  that  ex- 
pression more  true  than  in  the  oil  indus- 
try, where  Iran  has  been  driving  such 
tough  bargains  that  few  international 
companies  want  to  sign  up.  Haunted  by 
its  colonial  experience  with  the  British, 
Iran  bars  deals  that  give  foreign  compa- 
nies rights  to  oil.  Oil  companies  can  par- 
ticipate in  Iran  only  under  turnkey,  fixed- 
return  arrangements  called  buybacks. 

Iran  is  paying  a  price  for  these  policies. 
It  has  barely  found  enough  investment  to 
stem  the  long  decline  in  oil  production 
that  began  after  the  1979  revolution. 
There  have  been  no  major  discoveries 
since  the  late  1970s,  industry  sources  say. 
Still,  the  lure  of  Iran's  fields,  which  pro- 
duce close  to  4  million  barrels  a  day  and 
have  the  world's  second-largest  natural 
gas  reserves,  remains.  Both  Royal 
Dutch/Shell  Group  and  Total  are  negoti- 
ating for  massive  liquefied-natural  gas 
projects,  and  Total  and  BP  PLC  remain  in- 
terested in  an  oil  field  called  Bangestan. 

HIGH  EXPECTATIONS 

THE  GOVERNMENT'S  pervasive  role  in 
the  economy  also  provides  numerous  op- 
portunities for  corruption— from  tax  as- 
sessors accepting  the  common  gift  of  gold 
coins  to  insiders  taking  payoffs  on  big 
contracts.  Entrepreneurs  say  that,  if  any- 
thing, the  demands  for  baksheesh  are  be- 
coming more  endemic.  "There  is  no  way 
we  could  smoothly  run  our  business  with- 
out paying  bribes,"  says  Nazila  Noe- 
bashari,  chief  executive  of  Traf  Co.,  a 
freight-forwarding  firm. 

The  obstacles  are  enormous— which 
makes  it  all  the  more  remarkable  that  the 
private  sector  is  gaining  traction.  Banking 
licenses  have  been  issued  to  private  firms, 
corporate  taxes  have  been  cut  to  25%,  and 


W 


trade  has  been  liberalized. 
"They  are  reforming  slowly, 
on  a  microlevel,"  says  Fareed 
Mohamedi,  chief  economist 
of  Washington-based  con- 
sultants PFC  Energy.  "What 
they  need  now  is  the  drop- 
ping of  sanctions  so  that  all 
sorts  of  investors  can  move  in 
without  feeling  a  cloud  hang- 
ing over  them." 

Among  the  encouraging 
tales  is  the  saga  of  Parviz 
Aghili,  a  veteran  of  the  U.S.  banking  in- 
dustry who  struggled  for  years  to  per- 
suade the  Iranian  authorities  to  grant 
him  a  license  for  a  privately  owned  bank. 
Aghili  finally  got  the  green  light  in  late 
2001,  and  now  he  seems  almost  over- 
whelmed by  the  demand  for  his  Kara- 
farin  Bank's  services.  The  bank's  assets 
have  soared  to  $400  million,  and  it  has 
received  the  imprimatur  of  a  $10  million 
World  Bank  loan.  After  an  initial  public 
offering  last  year,  the  company's  share 
price  has  more  than  tripled.  You  would 
think  Aghili  would  be  ecstatic,  but  in- 
stead he's  worried  that  his  new  investors 
will  be  disappointed.  "These  people  ex- 
pect high  returns,"  he  explains. 

Aghili  wants  the  government  to  lock  in 
reforms  before  oil 
prices  drop,  depriv- 
ing the  government 
of  the  cash  flow  that 
subsidizes  the  na- 
tion's economy.  One 
primary  reform 

would  be  to  disman- 
tle the  trade  barriers 
that  largely  block  out 
foreign  competition. 
Restrictions  on  auto 
mobile  imports  has 
led  to  tremendous 
growth  in  the  Iranian 
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auto  industry,  which  this 
year  will  produce  about 
one  million  passenger 
cars,  compared  with  the 
12,000  manufactured  in 
1989.  "There  is  no  doubt 
about  it,  we  have  been 
working  in  a  closed  mar- 
ket for  years,"  says  Ahmad 
Ghalehbani,  president  of 
Saipa  Corp.,  which  is 
Iran's  second-largest  vehi- 
cle producer  and  whose 
plants  outside  Tehran  will 
churn  out  265,000  Kia, 
Citroen,  and  Nissan  vehi- 
cles this  year. 

The  government's 
strategy  appears  to  rely 
on  an  ever-so-gradual  j 
opening  to  the  outside 
world.  According  to 
Ghalehbani,  tariffs  on 
autos  will  ease  from 
220%  last  year  to  140% 
this  year  to  100%  next.  In 
the  same  vein,  it  now 
looks  like  foreign  banks 
may  be  able  to  open 
branches  in  Iran,  per- 
haps in  2006.  But  the 
Tehran  regime  is  unlikely  to  risk  in- 
creasing unemployment,  which  is  offi- 
cially 15%  and  probably  higher. 

The  drive  to  privatize  provides  fodder 
for  the  Iranian  stock  exchange,  as  initial 
public  offerings  like  auto  maker  Saipa 
come  to  market.  The  galleries  of  the 
Tehran  Stock  Exchange  are  packed  with 
investors  every  day.  Hussein  Abdoh 
Tabrizi,  Secretary  General  of  the  ex- 
change, thinks  that  it's  important  to  en- 
courage budding  capitalists  by  providing 
trading  floors  in  other  cities  so  the  public 
can  get  a  feel  for  investing.  He  is  trying  to 
find  a  way  to  allow  foreign  investors  to 
participate— maybe  through  separate 
share  classes.  And  Tabrizi  is  working  to 
stamp  out  insider  trading  and  other  im- 
perfections. He  con- 
cedes that  privatizations 
are  incomplete,  since 
government  or  religious 
entities  often  keep 
stakes.  "But  as  long  as 
we  can  separate  govern- 
ment managers  from 
these  assets,  it  doesn't 
matter,"  Tabrizi  says.  If 
you  take  the  long  view, 
he's  probably  right.  ■ 
-By  Stanley  Reed, 
with  Babak  Pirouz,  in 
Tehran 
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HOW  HONDA  IS 
STALLING  IN  THE  U.S. 

Its  most  popular  models  show  signs  of  weakness 
and  the  mighty  yen  is  hurting  profits 


Hi 


UNTIL  RECENTLY,  HONDA 
Motor  Co.  seemed  un- 
stoppable. With  its  sporty 
Civic  compact,  stalwart 
Accord  sedan,  and  a  fleet 
of  snazzy  sport-utility  ve- 
hicles and  minivans,  sales 
seemed  to  go  nowhere  but  up.  Profits 
soared,  and  Honda's  U.S.  market  share 
rose  to  9%  last  August  from  6.7%  in  2000. 
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These  days,  though,  Honda  doesn't 
look  so  invincible.  In  April,  once-hapless 
Nissan  Motor  Co.  overtook  Honda  as 
Japan's  second-largest  car  producer.  And 
on  Apr.  27  the  company  surprised  in- 
vestors by  slashing  this  year's  earnings 
forecasts  by  7%,  to  $5.2  billion.  Its  profit 
for  the  quarter  ended  in  March  fell 
36.5%,  to  $682  million.  Even  as  Honda 
has  started  to  recover  from  a  sales  slow- 


down in  Japan,  its  U.S.  market  share  has 
slipped  to  8%  in  the  first  four  months  ol 
the  year,  from  8.3%  for  the  same  period  ir 
2003.  While  Honda's  Tokyo-traded 
shares  have  risen  13%  since  last  May 
those  of  rival  Toyota  Motor  Corp.  have  ad- 
vanced 42%. 

What's  going  on?  Honda  is  paying  the 
price  of  its  large  exposure  to  the  U.S. 
where  the  company  makes  80%  of  its 


profits.  The  U.S.  problem  is  twofold:  sales 
of  key  models  are  slipping,  and  the  rising 
yen  lowers  the  value  of  U.S.-derived  prof- 
its when  they're  translated  back  into  the 
Japanese  currency.  The  company  predicts 
that  the  strong  yen  will  reduce  income  by 
$1.22  billion  in  the  current  fiscal  year, 
even  worse  than  the  $889  million  cur- 
rency hit  in  the  fiscal  year  ended  Mar.  31. 
To  take  some  of  the  sting  out  of  such 
shifts,  Honda  is  boosting  its  investment 
in  U.S.  production:  at  least  that  way  it 
svon't  be  making  autos  at  home,  where 
the  high  yen  makes  exports  less  prof- 
itable. On  May  7,  Honda  CEO  Takeo 
Fukui  inaugurated  an  addition  to  the 
:ompany's  four-year-old  factory  in  Lin- 
coln, Ala.,  that  will  double  capacity  there 
to  300,000  vehicles  annually.  Today, 
30%  of  the  1.53  million  cars  Honda  sells 
in  North  America  are  made  at  North 
American  factories,  and  the  parts  in  Hon- 
da's American  cars  increasingly  come 
from  local  suppliers.  "This  helps  Honda 
to  be  much  more  resistant  to  exchange 
fluctuations,"  says  Satoshi  Aoki,  senior 
managing  director  at  Honda  in  Tokyo. 

IV  LITTLE  FUN 

BUT  IF  THE  YEN  problem  can  be  blunted, 
the  larger  issues  of  Honda's  positioning 
in  the  market  and  the  strength  of  its  line- 
up are  harder  to  address.  The  weakness 
shows  in  the  latest  numbers  for  core 
Honda  products.  Sales  of  the  flagship  Ac- 
cord have  fallen  by  9%  so  far  this  year. 
Hie  Civic  has  gained  1.8%,  but  mostly  be- 
cause of  rich  incentives  added  after  sales 
slipped  by  4.3%  last  year. 

Honda  is  struggling  in  newer  seg- 
ments, too.  The  boxy  Element  SUV  hasn't 
been  the  hit  among  young  drivers  that 
Honda  had  hoped,  with  sales  down  9% 
this  year.  Even  the  Odyssey  minivan,  once 
the  vehicle  to  beat  in  its  class,  is  down  by 
9%  this  year  as  would-be  buyers  await  its 
relaunch  in  the  fall.  And  Honda  had  to  set 
aside  $369  million  to  cover  recall  and 
warranty  costs  for  600,000  SUVs  and 
minivans  with  transmission  problems. 
'Honda's  situation  in  the  U.S.  isn't  so 
good  right  now,"  says  Yoshio  Watanabe, 
an  analyst  at  Mizuho  Securities  Co. 

Honda  has  long  been  successful  be- 
cause it  entered  mainstream  market  seg- 
ments with  offbeat  cars.  Its  high-tech  en- 
gines offer  the  best  of  two  worlds:  They're 
zippy  and  fuel-efficient.  The  cars  handle 
well,  offering  a  little  fun  to  go  with  their 
high  quality  and  utilitarian  design.  But  the 
current  Civic  is  getting  long  in  the  tooth. 
Time  was,  the  cars  were  so  cool  that  young 
car  buffs  spent  thousands  of  dollars  to  kit 
them  out  like  race  cars.  But  these  days  the 
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FUKUI  Raising  hot-rodders  are  turn- 
U.S.  production  mg  to  the  likes  of 
■■■^■■■,  Subaru's  WRX  and  the 

Dodge  Neon  SRT-4.  The  current  Civic, 
launched  in  2000,  has  soft  suspension  that 
enthusiasts  say  doesn't  handle  well.  Plus, 
the  most  powerful  model,  the  Civic  Si,  only 
has  160  horsepower,  compared  with  200 
hp  or  more  for  some  rivals.  Although  the 
hot-rodders  don't  buy  a  lot  of  cars  them- 
selves, they  give  the  brand  a  cachet  it  can't 
afford  to  lose.  "For  the  guys  going  to  the 
strip,  the  Civic  isn't  much  to  show  off," 
says  Justin  Sharp,  a  sales  manager  for 
Wings  West,  a  custom  auto-parts  maker  in 
Newport  Beach,  Calif. 

With  the  Accord,  mean- 
while, Honda  has  also  had  to 
boost  incentives  to  keep  mov- 
ing the  metal.  Granted,  the 
Toyota  Camry,  for  instance,  is 
shored  up  by  incentives  that 
are  double  what  Honda  is  of- 
fering on  the  Accord,  accord- 
ing to  CNW  Marketing  Re- 
search Inc.  But  Honda  is 
adding  to  its  incentives  much 
faster  than  Toyota,  damaging 
profits.  Moreover,  the  entire 
midsize-sedan  segment  is 
weak  in  the  U.S.,  as  buyers 
keep  moving  to  SUVs. 

That  last  point  underscores 
Honda's  other  weakness:  the 
relatively  limited  scale  of  its 
lineup  in  the  U.S.  Toyota  has 
seen  sales  and  profits  soar 
because  it  offers  buyers  just 
about  anything  they  want, 
from  the  smallest  subcom- 
pact  to  the  biggest  road-hog- 
ging SUVs  and  pickups.  Hon- 
da, by  contrast,  builds  almost 
everything  using  variations  of 
the  front-wheel-drive  Civic 
and  Accord  chassis  with  four- 
and  six-cylinder  engines.  It 
has  no  big  truck-based  SUV 
and  no  V-8  engine.  "We're 
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missing  the  boat  on  pick- 
up trucks,"  concedes 
Reed  Trickett,  owner  of 
Trickett  Honda  in  Madi- 
son, Tenn.  In  the  luxury 
segment  where  the  Acura 
division  competes,  BMW, 
Mercedes-Benz,  and  Lexus 
have  V-8s  and  rear-wheel 
drive,  which  buyers 
nowadays  prefer.  "If 
Acura  wants  to  be  a  real 
player,  it  needs  rear-wheel 
drive  and  a  V-8,"  says 
Eric  Noble,  president  of 
CarLab,  an  automotive  consulting  firm. 
"And  if  Honda  wants  to  be  a  big  player,  it 
has  to  get  into  trucks." 

Honda  says  it  would  cost  too  much  to 
revamp  its  factories  to  produce  all-new 
platforms  and  big  engines  for  trucks  and 
luxury  cars,  so  a  big  shift  isn't  in  the 
cards  soon.  The  auto  maker  only  has 
three  cars  in  the  pipeline  for  this  year: 
the  new  Acura  RL  sedan,  a  revamped 
Odyssey  minivan,  and  the  latest  version 
of  the  gasoline/electric  hybrid  Accord. 
Rivals  are  rushing  out  many  more  mod- 
els. "The  number  of  products  [launched 
by  Honda]  will  be  smaller  than  any  oth- 
er major  player,"  says  Kunihiko  Shio- 
hara,  an  analyst  at  Goldman 
Sachs  (Japan)  Ltd. 

Honda  isn't  totally  hitless. 
Buyers  have  snapped  up 
more  than  25,000  Acura  TL 
midsize  sedans  this  year.  And 
the  Pilot  SUV  is  so  popular 
that  Honda  can't  make  them 
fast  enough.  Although  the 
Lincoln  plant  will  build  Pilots 
as  early  as  this  summer,  it  will 
only  be  able  to  churn  out 
30,000  of  them  this  year,  well 
below  the  potential  demand. 
Company  execs,  meanwhile, 
have  high  hopes  for  the  new 
Acura  RL  sedan.  The  car  will 
feature  all-wheel  drive,  a  first 
for  an  Acura  sedan,  and  its  V- 
6  engine  will  crank  out  300 
hp.  "This  is  the  most  powerful 
engine  Honda  has  ever  built," 
says  Dick  Colliver,  executive 
vice-president  for  sales  and 
marketing  at  American  Hon- 
da Motor  Co.  That's  the  kind 
of  excellence  Honda  is  known 
for.  The  problem  is,  there  are 
a  lot  of  excellent  cars  on  the 
road  these  days.  ■ 

-By  David  Welch  in  Detroit 

and  Ian  Rowley  in  Tokyo,  with 

Michael  Eidam  in  Atlanta 
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PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise. 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managing 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  the 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contact 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277 
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and  Midsize  Enterprises 


Small  and  midsize  businesses  (SMBs)  want  Customer  Relationship 
Management  (CRM)  for  the  same  reason  that  large  companies 
do  —  it  helps  them  identify,  acquire,  retain,  and  foster  loyal  and 
profitable  customers.  CRM  can  help  analyze  customer  relationships 
and  predict  the  future  value  of  developing  those  relationships.  It 
can  help  front-line  employees  know  what  to  cross-sell  and  it  can 
help  provide  better  service  to  customers  and  prospects. 


SMBs  mean  Big  Opportunities 
for  CRM 

CRM  vendors  large  and  small  are  racing 
to  address  the  very  specific  needs  of 
the  highly  lucrative  small  and  midsize 
enterprises.  "CRM  SME  (also  known 
as  SMB)  marketing  has  the  potential 
of  30,000,000  users... at  $700  a 
seat  —  we're  talking  about  $20 
billion,"  says  Jay  Curry,  founder  of 
CRM4SME.com.  And  according  to  a 
report  by  Jupiter  Research,  "The  bulk 
of  the  dollars  to  drive  the  market... 
will  come  from  midsize  businesses." 


This  is  a  market  which  will  grow,  says 
Jupiter,  to  $3.4  billion  by  2006. 

Market  research  firm  Gartner  claims  that 
only  two  percent  of  small  businesses 
and  only  20  percent  of  midsize  business- 
es are  currently  using  CRM  systems. 
Definition  of  the  SMBs  is  quite  varied. 
One  analyst  group  identifies  SMBs  as 
companies  with  less  than  5000  employ- 
ees, while  another  group  says  the  term 
only  applies  to  companies  with  under 
100  employees.  Some  identify  SMBs  by 
thresholds  of  maximum  gross  revenues 
or  other  measurements  such  as  asset 


value  or  total  annual  premiums  managed. 
However,  all  experts  seem  to  agree  that 
SMBs  have  very  unique  requirements  for 
acquiring  and  implementing  CRM. 

SMB  Requirements  for  CRM 

■  AFFORDABILITY  —  First  on  the  list  of 
SMB  requirements  is  that  the  CRM 
system  must  be  affordable.  One  way 
is  to  offer  systems  with  modular,  grow- 
as-you-need  options.  Another  way 
some  vendors  make  CRM  affordable 
is  through  the  now  popular  application 
solution  provider  (ASP)  model,  where 
companies  "rent"  the  software  and 
access  it  on  the  vendor's  (or  vendor 
partner's)  server  via  the  Internet. 
Alternatively,  licensing  the  software 
outright  is  still  another  option  using 
value  or  usage-based,  per  seat,  or 
unlimited  user  licensing. 

A  new  model  called  On-Site  Application 
Hosting  combines  the  best  of  both 
the  ASP  and  licensing  approaches  by 
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providing  a  fully  configured  and  inte- 
grated system  located  on-site  behind 
the  firewall  of  the  end  user  company. 
The  On-Site  Hosting  model  provides 
the  highly  secure  and  integrated 
system  benefits  of  the  licensing 
model  with  the  IT-less,  financially 
attractive  benefits  of  the  ASP  model. 

PRE-INTEGRATED  —  While  data  and 
application  integration  standards  and 
technologies  continue  to  emerge, 
smaller  businesses  don't  have  IT 
expertise  or  the  ability  to  obtain  it. 
Therefore,  they  often  look  for  CRM 
solutions  that  are  pre-integrated  with 
their  existing  systems.  In  banking  for 
example,  many  of  the  core  processing 
providers  (vendors  that  supply  the 
banks  with  operational  systems  that 
effectively  run  the  bank),  offer  CRM 
as  an  extension  of  their  core  systems. 
This  allows  the  CRM  system  to  have 
direct  access  to  critical  customer  data 
as  well  as  providing  a  single  vendor 
to  call  for  support. 

VERTICAL  &  MULTI-VERTICAL  —  SMB 

CRM  systems  are  required  to  be  highly 
verticalized  to  accommodate  the 
unique  data  and  processes  of  each 
line  of  business.  For  example,  CRM 
functions  such  as  profit-calculation, 
customer  retention,  cross-sell  analysis 
and  process  management  all  require 
intimate  knowledge  of  a  specific 
business.  Vertical  businesses  gather 
and  use  industry-specific  information 
(e.g.  checking  and  debit  information 

versus  shelf  days  and  ship- 
ping fees)  that  must  be 
reflected  in  the  CRM 
system's  database 
as  well  as  the 


How  FWMurphy  Keeps  its  Customer  Information  Flowing 

FWMurphy.  a  400-person  company  based  in  Tulsa.  Oklahoma,  provides  innovative 
products  and  services  for  equipment  management  and  controls.  Their  systems  are 
used  in  gas  compressors,  standby  generators,  construction  equipment,  irrigation  and 
water  pumping  systems,  and  many  other  applications.  According  to  vice  president  of 
operations.  Mitch  Myers,  "Knowing  our  customers  and  their  requirements  intimately 
was  the  foundation  of  our  company  back  when  we  started  in  1939. 

As  we've  grown,  we  had  a  challenge  to  keep  everyone  tuned  in  with  each  customer's 
needs.  Our  Peoplesoft  EnterpriseOne  system  allows  us  to  share  information  throughout 
the  organization,  especially  with  those  employees  who  are  in  the  background  helping 
resolve  customer  issues  but  who  rarely  interface  directly  with  the  customers."  Myers 
plans  to  eventually  expand  the  CRM  system  to  allow  information  to  flow  in  and  out 
from  its  overseas  offices  and  its  close  distributor  network. 


GEMS:  On  Track  to  Double  This  Year's  Revenues 

GEMS,  a  100  employee,  Dallas-based  company  brings  deep  experience  implement- 
ing SAP  solutions  particularly  in  small  and  midsize  businesses.  As  both  a  user  and 
value-added  reseller  of  SAP's  CRM  software,  GEMS  knows  firsthand  how  ineffective 
communication  can  hamper  growth  in  smaller  companies  with  big  opportunities.  As 
GEMS  is  on  track  to  double  their  revenues  this  year,  they  are  living  proof  that  CRM 
is  critical  to  optimize  limited  resources.  Using  CRM,  they  can  focus  both  internal 
employees  and  eventually,  external  partners,  on  delivering  high  quality  service,  sales 
and  support  to  all  customers. 
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a  user  to  select  or  deselect  parts  of 
the  application  or  interface  to  see  and 
use.  Security  access  and  look-and-feel 
preferences  are  all  categorically  part 
of  configuring  the  system.  A  handful  of 
CRM  vendors  offer  a  much  more  cost 
effective  way  called  "tailoring."  Tailoring 
not  only  provides  configuration  prefer- 
ences, but  it  can  go  further  in  adjusting 
the  actual  application  in  terms  of  the 
processes  and  application  functionality, 
specifically  for  each  user  or  user  group. 
Unlike  having  an  application  built 
from  the  ground  up,  these  SMB  CRM 
vendors  start  with  a  vertical  solution 
and  then  tailor  it  to  fit  the  specific 
company  and  user  needs. 

Smaller  in  Size,  but  a 
Greater  Need? 

Small  and  midsize  businesses  have  the 
same,  if  not  a  greater  urgency  to  have 
effective  CRM,  but  unlike  their  bigger 
competitors,  they  can't  afford  large, 
general-purpose  systems  that  need  to 
be  customized  and  managed  by  scores 
of  internal  people.  Joel  Reed,  senior 
director  of  CRM  at  Peoplesoft  commented 
that,  "SMBs  buy,  deploy  and  implement 
CRM  differently  than  larger  companies. 
They  need  CRM  to  help  establish  process 
consistency,  yet  they  need  their  systems 
to  be  flexible  enough  to  accommodate 
dynamic  change  and  growth." 

Author:  Alyssa  S.  Dver,  CPM  &  CPMM,  is  author 
of  "Software  Product  Management  Essentials." 
a  hands-on  book  that  helps  small  and  midsize 
companies  develop,  manage  and  deliver  quality 
software  products  on  time.  As  a  recognized  industry 
expert  of  Customer  Relationship  Management 
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user  interface.  Credit  unions,  for 
example,  call  their  customers  "mem- 
bers." Insurance  companies  call  them 
"policyholders."  Seemingly  small 
semantics,  these  changes  in  data 
names  are  significant  to  the  end  user 
doing  his/her  job. 

Ironically,  smaller  businesses  expand 
their  lines  of  business  often  to  allow 
for  diversification  and  to  expand  the 
wallet-share  of  each  customer.  For 
example,  a  bank  may  add  insurance 
and  investment  product  offerings  to 
their  customers.  Marco  Emrich,  CEO 
of  SEDONA  Corporation,  a  provider  of 
CRM  for  small  and  midsize  businesses 
noted,  "More  and  more  companies  see 
the  competitive  advantage  in  having 
multiple  lines  of  business.  But  to  do 
this  effectively,  you  need  a  multi-verti- 
cal CRM  application  that  can  provide 
an  accurate  aggregate  view  of  each 
customer  and  prospect  relationship 
across  all  of  the  lines  of  business." 

CUSTOMIZATION,  CONFIGURATION  & 

TAILORING  —  Another  SMB  requirement 
for  CRM  is  that  the  application  needs 
to  be  customized  for  each  user's  own 
needs.  This  is  often  confused  with  the 
notion  of  'configuration'  that  allows 
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BREWERS 


THE  BEER  WARS 
COME  TO  A  HEAD 

Can  SABMiller  stay  ahead  of 
Busch  as  the  global  market  merges? 


IT  ALMOST  LOOKS  LIKE  A  RIVAL'S 
revenge.  By  bidding  for  China's 
Harbin  Brewery  Group,  Anheuser- 
Busch  Cos.  threatens  to  snatch  a 
choice  asset  from  London-based 
SABMiller  PLC,  which  owns  a  mi- 
nority stake  in  Harbin.  At  the  very 
least,  SAB  faces  a  bidding  war  that  will 
force  it  to  pay  as  much  as  $500  million 
to  defend  its  turf  in  China.  The  mainland 
is  a  must  for  any  global  beermaker,  but 
that's  still  a  lot  of  money  for  any  brewer 
to  sink  into  the  Chinese  market. 

It's  probably  coincidence,  but  the  bat- 
de  in  China  comes  as  SAB's  Miller  Lite  is 
gaining  on  Anheuser's  Bud  Light  in  the 
U.S.  Still,  the  rivalry  in  China  shows  how 
fiercely  megabrewers  are  competing  as 
the  fragmented  global  beer  market  con- 
solidates. "Anheuser-Busch  has  the  op- 
portunity to  give  SAB  a  bloody  nose," 
says  Anthony  Geard, 
who  follows  SAB  for  In- 
vestec  Securities  in 
London.  "So  why  not?" 
No  one  doubts  SAB's 
ability  to  go  one-on-one 
with  St.  Louis-based 
Anheuser,  which  has  al- 
most half  the  U.S.  mar- 
ket. Since  the  former 
South  African  Brew- 
eries PLC  began  break- 
ing out  of  its  home  base 
a  decade  ago,  it  has 
used  acquisitions  to 
build  beverage  revenues 
fivefold,  to  an  estimated 
$12.6  billion.  It's  now 
the  world's  No.  2  brewer 
after  Belgium's  Inter- 
brew— and  a  notch 
above  Anheuser.  For  the 
year  to  Mar.  31,  Merrill 
Lynch  &  Co.  estimates, 
earnings  rose  74%,  to 


Challenging 
The  King 

How  Miller  Lite  regained 
share  from  Bud  Light 

■  Ran  ads  capitalizing  on  low- 
carb  craze 

■  Smoothed  tense  relations 
with  distributors 

■  Used  massive  market 
research  to  refine  brand  image 

■  Remembered  to  tell  drinkers 
that  the  beer  tastes  good 

■  Tightened  brewery  and 
distribution  operations 

■  Poked  fun  at  Budweiser  in 
new  ads  exploiting  consumer 
fatigue  with  the  dominant  beer 
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$514  million.  This  year,  it 
expects  income  to  rise 
18%.  In  London,  the 
stock  is  up  62%  in  the 
past  year. 

RESTLESSNESS 

SAB'S  BOLDEST  move  was  buying  Mil- 
waukee's Miller  Brewing  Co.  from  Philip 
Morris  Cos.  in  2002.  The  $5.6  billion  price 
was  seen  as  high,  given  that  top-selling 
Miller  Lite  was  in  decline.  But  the  beer  is 
back  following  a  management  shake-up, 
redesigned  labels,  and  ads  that  capitalize 
on  the  low-carb  craze.  "They  drifted 
down  over  a  decade,  and  suddenly  they're 
growing  at  double-digit  rates,"  says  Benj 
Steinman,  editor  of  Beer  Marketer's  In- 
sights, a  newsletter  in  West  Nyack,  N.Y. 

It  seems  unlikely  that  a  South  African 
brewer  would  become  a  global  player  in  a 
decade.  But  ambition, 
talent,  timing,  and  cash 
from  a  near  monopoly  at 
home  did  the  job.  South 
Africa's  first  democratic 
elections,  in  1994,  ended 
its  pariah  status  and  let 
SAB  expand  abroad. 
Markets  were  opening  in 
Eastern  Europe,  and  SAB 
moved  in  fast.  In  1999  it 
shifted  its  primary  share 
listing  to  London.  "There 
was  a  restlessness,  a  de- 
sire to  compare  ourselves 
with  the  best  in  the 
world,"  Chief  Executive 
Graham  Mackay  recalls. 
SAB's  earlier  experi- 
ence in  developing 
countries,  with  their 
primitive  distribution 
networks  and  antiquated 
production,  was  invalu- 
able in  Eastern  Europe. 


It  closed  down  ineffi-    HAPPY  HOUR  SAB 

cient  breweries  and    earnings  are  up 
focused      on      the    ^■Bl— 
strongest  brands.  Now,  Czech-made  Pil- 
sner Urquell  is  growing  in  its  home  mar- 
ket while  finding  new  drinkers  in  the  rest 
of  Europe  and  the  U.S. 

SAB's  task  is  to  keep  the  momentum— 
especially  in  the  U.S.,  where  Miller  brands 
account  for  23%  of  the  market.  Miller  Lite 
boosted  sales  by  12.4%  in  the  year  through 
Mar.  21,  according  to  Merrill  Lynch.  That 
reflected  a  new  focus  on  marketing  and 
months  of  consumer  research.  One  find- 
ing: Miller  wasn't  stressing  quality.  "It  had 
neglected  to  remind  consumers  that  it  is  a 
very  fine  beer,"  says  Mackay.  Miller  Lite 
also  benefits  from  its  low  carbohydrate 
count,  although  that  advantage  could  lose 
its  fizz  as  consumers  realize  the  difference 
in  carb  content  among  fight  beers  is  slight 
Nor  has  Anheuser  fully  unleashed  its  mar- 
keting force.  Bud  Light  has  lowered  prices 
in  some  markets— and  could  pound  Miller 
if  it  goes  further. 

SAB  faces  other  challenges.  With  fewer 
small  breweries  to  target,  growth  by  ac- 
quisition will  be  tougher.  It  also  lacks  a 
high-profile  international  premium  beer. 
Pilsner  Urquell  and  Italy's  Peroni  Group, 
acquired  last  year,  lag  Interbrew's  Stella 
Artois  and  Beck's  in  recognition.  And  no- 
body comes  close  to  Heineken. 

No  one  underestimates  SAB,  though, 
in  part  because  it  is  enviably  rich  in 
management  talent.  "It's  not  rocket  sci- 
ence," Mackay  says  of  the  beer  industry. 
"What  it  requires  is  operational  excel- 
lence." That  management  philosophy 
will  never  go  flat.  ■ 

-By  Jack  Ewing  in  London,  with 
Joseph  Weber  in  Chicago 
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Switzerland:  In  the  ElFs  Tentacles? 

More  and  more,  Brussels  is  the  boss-even  forcing  its  rules  on  Zurich's  banks 


IT'S  ACQUISITION  season  again  in 
Europe.  Sanofi-Synthelabo  has 
bought  Aventis.  Belgium's  Inter- 
brew  has  taken  a  chunk  of  Brazil's 
AmBev,  and  dealmakers  hope  for  a 
banking  megamerger.  But  the  markets 
may  be  missing  the  biggest  acquisition  of 
all:  a  creeping,  semi-hostile  takeover  of 
Switzerland  by  the  European  Union. 

True,  the  Swiss  cantons  haven't  been  invaded  successfully 
since  Napoleon.  But  the  Alpine  republic  looks  more  vulnerable 
to  EU  encroachment.  Switzerland  has  thrived  as  Europe's  meet- 
ing ground,  where  citizens  from  various  countries  could  do 
their  banking  away  from  the  tax  man's  gaze,  where  interna- 
tional executives  could  hash  out  deals.  But  as  the  EU  expands 
all  around  it,  the  Swiss  are  fast  losing  their  raison  d'etre.  With 
the  May  1  accession  of  10  new  members,  Brussels  is  determined 
to  extend  common  rules.  Last  year  it  forced  Switzerland  to  levy 
a  withholding  tax  on  EU  citizens'  bank  accounts.  It  now  plans 
to  tax  reexports  from  Switzerland  to  the  EU.  In  March,  Ger- 
many toughened  controls  along 
its  border  with  Switzerland.  The 
Swiss,  it  seems,  are  being  regu- 
lated into  submission. 

Many  Swiss  think  the  EU 
wants  to  drag  them  into  the 
fold— a  notion  Brussels  denies. 
They  voted  against  joining  the 
EU  in  2001.  The  anti-EU  People's 
Party  made  gains  in  last  Octo- 
ber's election  and  holds  two 
seats  in  the  seven-member  Fed- 
eral Council  that  runs  the  coun- 
try. But  the  Swiss  may  soon  have 
little  choice.  "Political  change  in 
Switzerland  moves  at  two 
speeds— like  a  glacier  or  an  ava- 
lanche," says  Denis  MacShane, 
Britain's  Minister  for  Europe. 
"Up  to  now,  Swiss  movement  to- 
ward EU  membership  has  been 
glacial.  Things  might  soon  start 
moving  more  quickly." 

EU  officials  think  they  have 
been  too  generous.  They  point  to 


Sinking  Feeling 


Switzerland 
finds  its  wealth 
and  power 
declining  as  the 
European  Union 
expands 
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favorable  agreements,  including  one  giving  most  Swiss  goods 
and  services  tariff-free  access.  Yet  the  country  doesn't  contribute 
to  EU  coffers  and  hasn't  fully  deregulated  its  economy,  making  it 
hard  for  EU  companies  to  compete  in  some  sectors.  "There's  a 
growing  feeling  here  that  everyone  should  play  by  the  same 
rules,"  says  a  spokesman  for  Chris  Patten,  the  European  Com- 
missioner for  External  Relations.  "Enlargement  will  add  weight 
to  the  view  that  Switzerland  should  not  get  special  treatment." 

Brussels  has  a  long  list  of  demands.  It  wants  Switzerland  to 
hand  over  the  withholding  tax  it  levies  on  EU  citizens'  Swiss 
bank  accounts.  It  says  Switzerland  should  contribute  to  the 
funds  the  EU  gives  poorer  members,  and  it  will  give  the  Swiss 
passport-free  access  only  if  they  crack  down  on  cross-border  tax 
evasion.  The  Swiss  have  agreed  to  lift  bank  secrecy  when  crim- 
inal investigations  are  involved.  Now,  it  seems,  tax  inspectors 
and  the  police  will  increasingly  have  to  do  Brussels'  bidding. 

The  Swiss  are  worried.  Economics  Minister  Joseph  Deiss, 
who  now  holds  the  rotating  presidency,  fears  that  Germany's 
new  border  controls  signal  a  desire  to  demonstrate  "the  differ- 
ence between  EU  and  non-EU  countries."  Other  Swiss  think 
Brussels  wants  to  force  them  to  bend  to  EU  demands  in  nego- 
tiations over  nine  accords  covering  a  range  of  issues,  from  trade 
in  processed  farm  products  to  cross-border  policing. 

Switzerland's  marginalization  underscores  its  relative  eco- 
nomic decline,  says  Yves  Christen, 
a  member  of  Parliament  and 
head  of  the  pro-EU  New  Swiss 
European  Movement.  With  aver- 
age annual  growth  of  0.9%  since 
1990,  its  economy  is  one  of  the 
few  doing  worse  than  the  EU's. 
Tense  EU  relations  could  make 
growth  harder.  Michael  Durst, 
who  runs  a  Zurich  info-tech  oper- 
ation, says  he  has  lost  prospective 
clients  due  to  the  paperwork  in- 
volved in  buying  goods  from  out- 
side the  EU.  "It  would  be  much 
easier  if  we  simply  joined  the 
EU,"  he  recently  told  Swiss  Radio. 
With  the  EU's  expansion, 
Swiss  isolation  will  increase. 
"They'll  be  more  inclined  to  say: 
This  is  what  we  think,  take  it  or 
leave  it,'"  says  Karin  Gilland- 
Lutz,  a  specialist  on  Swiss-EU  re- 
lations at  the  University  of  Bern. 
In  the  long  run,  the  Swiss  may  be 
more  inclined  to  take  it.  ■ 


EU  ENCROACHMENT  Brussels  is 
increasingly  dictating  the  rules  on 
issues  ranging  from  tax  evasion  to 
labor  mobility 


SUBPAR  GROWTH  Swiss  GDP 

expansion  has  averaged  just  0.9%  a 
year  since  1990,  compared  with  the 
EU;s2% 

RELATIVE  DECLINE  OF  LIVING 
STANDARDS  Per  capita  income 
was  50%  higher  than  the  0ECD 
average  in  1980;  now  it  is  just 
slightly  above  the  average.  Ireland 
is  now  richer  than  Switzerland 

LOSS  OF  BANKING  EDGE  Although 
the  two  largest  banks  are  thriving, 
Swiss  private  banks  are  losing 
ground  to  competitors  from  abroad 
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WHEN  TAKING  YOUR  COMPANY  on  the 
IP  telephony  road,  the  right  traveling 
companion  is  essential.  Avaya  Global 
Services  will  not  only  get  you  going  in  the 
right  direction,  but  we'll  guide  you  the 
whole  way.  For  starters,  we  develop  a 
comprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems5"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 
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Is  This  the  Endgame 
For  Tony  Blair? 


FORMER  LABOUR  PARTY  BOSS  Neil  Kinnock  and  Former  Labour 
Chancellor  of  the  Exchequer  Denis  Healey  recently  suggested 
that  beleaguered  British  Prime  Minister  Tony  Blair  consider 
stepping  aside.  Their  comments  were  seen  as  a  sign  of  a  possible 
deal  clearing  the  way  for  the  current  Chancellor  Gordon 

Brown  to  succeed  Blair  as  Labour's  leader,      is  also  flip-flopping  on  policy.  In  April  he  re- 


Vleanwhile,  a  group  of  Labour  back- 
benchers—who voted  earlier  this  year 
igainst  government  plans  to  increase  uni- 
/ersity  fees— are  calling  their  once-popular 
eader  an  electoral  liability.  Some  even  want 
Brown,  not  Blair,  to  lead  them  into  the  next 
;eneral  election. 

Is  the  endgame  approaching  for  Blair? 
It's  too  early  to  say.  But  the  Prime  Minister, 
vho  backed  President  George  W.  Bush  ful- 
y  on  the  Iraq  war,  is  feeling  incessant  heat 
Dver  his  decision— and  watching  his  posi- 
don  slide  in  the  polls.  A  May  11  survey  by 
London  research  consultancy  Populus  Ltd. 
br  The  Times  of  London  showed  support 
br  Labour  trailing  the  Con- 
servatives by  four  percent- 
ige  points,  a  17-year  low. 

'Running  Scared" 

LABOUR  IS  bracing  itself  for 
i  thrashing  in  local  and  Eu- 
ropean Parliament  elections 
>et  for  June  10.  That  vote  is 
seen  as  a  dry  run  for  the  next 
;eneral  election,  expected 
lext  spring.  "Blair  is  in  a  lot 
3f  trouble,"  says  Wyn  Grant, 
Dolitics  professor  at  the  Uni- 
/ersity  of  Warwick.  Indeed, 
le  adds,  Labour's  campaign 
br  the  June  vote,  in  which 
5,000  local  and  78  European 
Darliamentary  seats  are  up  for  grabs, 
shows  the  party  "is  running  scared." 

Blair  has  begun  to  lash  out.  After  he 
/owed  he  would  avoid  negative  campaign- 
ng,  Labour  has  released  a  nasty  TV  ad  em- 
phasizing low  points  in  62-year-old  Con- 
servative leader  Michael  Howard's  career 
:o  the  tune  If  You  Don't  Know  Me  By  Now. 
^One  highlight  of  the  ad:  Soaring  unem- 
ployment in  1990-92  when  Howard  was 
Employment  Minister.)  The  Prime  Minister 


EMBATTLED 

Blair's  party  may 
get  trounced  in 
local  elections 


versed  his  earlier  position  and  agreed  to 
hold  a  referendum  on  the  new  European 
constitution  after  the  next  general  election. 
This  move  denies  the  Tories  a  weapon 
against  him,  but  it  could  reduce  Britain's 
clout  in  the  European  Union  if  voters  veto 
it,  as  current  polls  suggest. 

These  tactical  moves  to  win  votes  are 
likely  to  be  too  little,  too  late  for  Labour  to 
stave  off  defeat  in  June.  A  poor  showing 
will  fuel  speculation  that  Blair  and  his 
"New  Labour"— as  he  dubbed  the  party 
when  he  became  leader— are  running  out 
of  steam.  That,  in  turn,  could  spell  the 
worst  general  election  results  for  Labour  in 
seven  years.  While  most  ob- 
servers think  Labour  will 
probably  win  the  next  na- 
tional vote,  the  majority  will 
likely  be  much  slimmer 
than  Labour's  current  161 
parliamentary  seats.  "This  is 
the  weakest  position  Blair 
has  been  in,  but  it  doesn't 
mean  it's  fatal,"  says 
Michael  Cox,  professor  of 
international  relations  at 
the  London  School  of  Eco- 
nomics. Pundits  speculate  that  Blair 
could  step  aside  in  favor  of  Brown  af- 
ter winning  a  third  term. 

What  Blair  needs  now  is  a  way  to 
change  the  subject— to  get  back  to  do- 
mestic politics  and  away  from  Iraq.  But 
events  aren't  giving  him  the  chance.  Reve- 
lations that  U.S.  and  British  troops  abused 
Iraqi  prisoners  have  outraged  the  public. 
According  to  pollster  NOP,  55%  of  Britons 
want  their  troops  out  of  Iraq  by  the  June  30 
date  to  hand  over  power  to  Iraqis.  With  the 
bad  news  showing  little  sign  of  abating, 
Blair  may  find  himself  considering  a  hand- 
over date  of  his  own.  ■ 

-By  Kerry  Capell  in  London 


GLOBAL 
WRAPUP 

JAPAN'S  SPREADING 
PENSION  FUND  SCANDAL 

EXPECT  TO  see  a  lot  of  red- 
faced  Japanese  lawmakers 
making  deep  bows  of  contrition 
before  the  television  cameras 
soon,  when  Prime  Minister 
Junichiro  Koizumi  releases  the 
names  of  all  top  government 
and  Cabinet  officials  implicated 
in  a  wide-ranging  pension  fund 
scandal.  Already,  Koizumi 
adviser  and  LDP  Chief  Cabinet 
Secretary  Yasuo  Fukuda  and 
Naoto  Kan,  leader  of  the 
opposition  Democratic  Party  of 
Japan,  have  resigned  in  the 
wake  of  revelations  that  they 
had  missed  making 
mandatory  payments  into 
Japan's  public  pension  system. 
Despite  the  public  uproar, 
Koizumi  is  not  implicated,  and 
his  Liberal  Democratic  Party  is 
expected  to  hold  its  own  in  July 
elections  for  the  Upper  House 
of  the  Diet. 

A  BREAKTHROUGH  IN 
TRADE  TALKS? 

EFFORTS  TO  unblock  stalled 
multilateral  trade  talks  received 
a  boost  with  a  surprise  May  10 
offer  by  the  European  Union  to 
do  away  with  billions  of  dollars 
in  agricultural  export  subsidies. 
The  offer,  made  in  a  letter  from 
top  eu  trade  official  Pascal  Lamy 
to  the  147  members  of  the 
World  Trade  Organization, 
could  pave  the  way  for  a  WTO 
deal  on  ag  subsidies  in  July.  US. 
Trade  Representative  Robert  B. 
Zoellick  has  been  pushing  for 
such  an  agreement. 

Sharp  differences  over 
agricultural  subsidies,  which 
developing  countries  argue  do 
their  economies  enormous 
damage,  were  behind  the 
breakdown  of  WTO  talks  in 
Cancun  last  September.  But 
Lamy  will  have  to  win  over 
France,  which  is  a  big 
beneficiary  of  EU  farm  aid  and 
fiercely  opposes  his  proposal. 
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(T)  Uranium  mining 

@  Uranium  enrichment  and  nuclear  fuel  fabrication 

(3)  Reactor  design  and  construction 

(4)  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 

(6)  Transmission 
(£  Distribution 


The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit  ajs 

AREVA,  with  75,000  employees  in  over  100  countries,  offers  its  clients  technological 
solutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 
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Finance  The  Stock  Market 


A  Little  Privacy, 
Please 

More  small  outfits  are  deciding  that  being 
a  public  company  isn't  worth  the  hassle 


RISING  TIDE 


More  U.S.  companies 
are  going  private 


JOHN  A.  CATSIMATIDIS, 
chairman  and  chief  execu- 
tive of  New  York-based  su- 
permarket chain  Gristede's 
Foods  Inc.,  is  fed  up  with  the 
headaches  of  running  a  list- 
ed company  valued  at  a 
mere  $16  million.  He  is  sick  of  begging 
for  attention  from  investors  and  bankers 
interested  only  in  the  market's  big  boys. 
And  he's  tired  of  the  soaring  cost  of  com- 
plying with  all  the  new  regulations  gov- 
erning public  companies.  "We'll  just  take 
the  company  private,"  he  says. 

Just  when  investors  and 
bankers  are  counting  on 
Google  Inc.  to  bring  the 
good  times  back  to  the  mar- 
ket for  initial  public  offer- 
ings, a  slew  of  small  fry 
have  decided  that  being  a 
public  company  isn't  really 
worth  it.  Bankers  expect  a 
record  number  of  U.S.  com- 
panies to  go  private  this 
year,  topping  last  year's  86. 
Three  years  ago,  only  53 
did.  Some  outfits  aren't 
even  bothering  to  go  public  in  the  first 
place.  Says  Mark  A.  Filippell,  a  senior 
managing  director  in  investment  banking 
at  Cleveland -based  KeyCorp:  "Many  en- 
trepreneurs no  longer  dream  of  going 
public  because  they  see  the  hassle  out- 
weighing the  potential  benefit." 

ROUGH  FOR  THE  LITTLE  GUYS 

LIFE  HAS  BECOME  a  lot  rougher  for  the 
listed  little  guys.  Many  are  ending  up  in 
the  stock-market  version  of  a  no-man's- 
land:  out  of  sight  of  most  investors  but 
forced  to  shoulder  the  same  expensive 
regulatory  burdens  as  big  companies 
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(page  120).  As  recently  as  the  mid-'90s, 
when  individual  investors  still  owned  the 
majority  of  stocks,  it  was  easier  to  catch 
the  eye  of  a  bargain  hunter  sifting  for 
gems  on  NASDAQ  or  over-the-counter 
markets.  But  now  pension  funds,  hedge 
funds,  and  other  institutional  investors 
carry  much  more  weight  in  the  market 
than  individual  buyers— and  they're  not 
interested  in  companies  with  small  mar- 
ket capitalizations  because  it's  too  diffi- 
cult to  trade  big  blocks  of  their  shares. 

The  result:  Small  companies  are  trad- 
ing at  a  steep  discount  to  larger  ones. 
Even  after  a  sharp  rise  in 
small-cap  stocks  over  the 
past  two  years,  the  small 
and  midsize  companies 
making  up  the  Russell  2000 
index  are  still  trading  at  just 
2.16  times  their  book  value. 
By  contrast,  the  large  com- 
panies in  the  Dow  Jones  in- 
dustrial average  are  trading 
at  3.44  times  their  book  val- 
ue. Until  1998,  there  was 
hardly  any  gap. 

As  institutional  investors 
increasingly  call  the  shots,  investment 
banks  see  much  less  of  a  need  to  provide 
research  on  small  caps,  depressing  their 
share  prices  even  more.  "If  you  have  a 
market  cap  of  under  $200  million,  no  one 
will  watch  you,"  says  Dan  T.  Moore  III, 
who  decided  to  sell  his  company,  Ad- 
vanced Ceramics,  to  General  Electric  Co. 
in  November,  2002,  rather  than  take  it 
public.  Generally,  only  two  analysts  follow 
any  company  with  a  market  cap  of  $170 
million  to  $200  million,  while  14  analysts 
issue  research  reports  on  companies  val- 
ued at  more  than  $7.5  billion,  according 
to  a  study  by  KeyCorp.  For  many  small 
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companies,  the  situation  is  worse:  No  an- 
alysts cover  them,  and  in  some  cases,  they 
even  pay  research  firms  to  issue  reports 
on  them. 

At  the  same  time,  the  rising  cost  of 
staying  public  makes  going  private  seem 
even  more  attractive.  Chicago  law  firm 
Foley  &  Lardner  LLP  estimates  that  the 
requirements  imposed  by  the  2002  Sar- 
banes-Oxley  corporate-governance  law, 
new  Securities  &  Exchange  Commission 
rules,  and  stock- exchange  listing 
requirements  have  doubled  regulatory 
outlays  since  2002,  to  an  average  of  $2.3 
million  for  companies  with  market  caps 
under  $900  million.  And  "there  are 
more  costs  coming  down  the  pipeline," 
says  Ian  Cookson,  a  corporate  finance 
director  at  Chicago-based  consultant 
Grant  Thornton  LLP,  as  new  regulations 
are  phased  in.  These  include  requiring 
companies  to  document  their  internal- 
control  procedures  for  everything  that 


Reversing  Course 


Many  small 
and  midsize 
companies 
are  being 
pushed  out 
of  the  stock 
market 
because: 


■  New  legislation  such  as  Sarbanes-Oxley  is  sharply 
raising  the  cost  of  being  a  public  company 

■  Investment  banks  are  cutting  back  research  on 
smaller  companies,  which  limits  their  trading  and 
depresses  their  value 


■  Stock  markets  are  increasingly  dominated  by 
institutional  investors,  who  shun  smaller  companies 
because  it's  hard  to  trade  big  blocks  of  shares 

■  A  growing  amount  of  capital  is  now  available  from 
private  sources 
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mds     up     in     their     financial 
statements. 

The  trend  is  spreading  across 
sectors  and  states.  Shareholders  of 
Mew  Roads  (La.)-based  Peoples 
Bancshares  of  Pointe  Coupee 
Parish  Inc.  voted  to  take  the  small 
:ommunity  bank  private  last  De- 
:ember,  once  it  became  clear  that  it 
would  be  paying  10  times  as  much 
ro  comply  with  regulations  as  it 
did  several  years  earlier.  "The  fi- 
nancial burden  and  man-hours 
had  become  unbearable,"  says 
Stephen  P.  David.  Adds  William  E 
tioff,  an  audit  director  at  Baton  Rouge 
[La.)  accounting  and  business-advisory 
firm  Postlethwaite  &  Netterville:  "The 
consequence  of  the  legislation  is  that  it 
will  limit  the  number  of  companies  that 
people  will  have  access  to  buy." 

Here's  the  twist:  While  small  busi- 
nesses feel  they're  being  pushed  out  of 


CEO 
Bal- 


the  stock  market  by  pen- 
sion funds  and  other  insti- 
tutional investors,  they're 
being   welcomed   by   pri- 
vate-equity firms  standing 
ready  with  financing  raised 
from    many   of  the   very 
same    institutional    in- 
vestors. The  buyout  firms 
are  flush  with  cash,  having 
raised   an   unprecedented 
$100  billion  to  invest  in  the 
past  several  years  on  top  of 
easily  available  debt  financ- 
ing. "You  have  a  combina- 
tion of  more  private  money 
than  ever  and  more  compa- 
nies that  don't  see  the  value 
of  being  public  anymore," 
says  Steven  M.  Bernard,  di- 
rector  of  merger-and-ac- 
quisition   market  analysis 
at  Milwaukee  investment 
bank  Robert  W.  Baird  &  Co. 
More      than      two- 
thirds  of  the  deals 
involving  companies 
going  private  since 
mid-2002  were  man- 
agement     buyouts, 
generally  funded  by 
private-equity  firms, 
according  to  Grant 
Thornton.  In  many 
cases,    the    buyout 
crowd  plans  to  dress 
the  companies  up  for 
deals,    or    perhaps 
eventually  take  them  public  again. 

Armed  with  plenty  of  financing  op- 
tions, some  smaller  private  companies  are 
resisting  the  lure  of  raising  quick  and 
cheap  money  by  going  public.  As  a  result, 
the  average  size  of  an  IPO  is  mushroom- 
ing. And  over  the  past  two  years,  the  me- 
dian annual  sales  of  a  company  going 
public  have  reached  $164  million,  up 
from  $15  million  in  1999  and  2000,  ac- 


Now>  small 
companies 
are  trading 
atasteep 
discount  to 
larger  ones 


cording  to  Jay  R.  Ritter,  a  finance  profes- 
sor at  the  University  of  Florida.  Compa- 
nies such  as  Xcel  Pharmaceuticals  Inc. 
want  to  bulk  up  their  product  lines  and 
operations  before  making  a  debut. 
"While  we  desire  to  be  public,  it's  not  an 
absolute  necessity,"  says  Michael  T  Borer, 
CEO  of  Xcel,  which  pulled  its  IPO  in  April. 
Even  bigger  companies  are  staying 
away  from  the  IPO  route.  Arthur  F.  Anton, 
president  and  CEO  of  component  manu- 
facturer Swagelok  Co.,  a  Cleveland  com- 
pany that  boasts  roughly  $1  billion  in  an- 
nual sales,  says  he  gets  pitches  from 
investment  bankers  all  the  time,  but  an 
IPO  doesn't  appeal  to  him,  especially  as 
regulatory  costs  rise.  "Our  whole  philoso- 
phy is  built  around  doing  things  for  the 
long  term,"  he  says.  "It  just  becomes  a  lot 
harder  to  manage  [if  you  are  public].  You 
can't  pick  your  shareholders." 

BACK  TO  NORMAL 

OF  COURSE,  THERE'S  little  doubt  that 
many  of  the  companies  taken  public  in 
the  late  '90s  should  probably  not  have 
gone  that  route,  given  that  many  were  not 
even  profitable.  And  investors  are  certain- 
ly better  off  not  getting  trapped  in  pub- 
licly traded  zombies.  "We've  gone  from 
one  extreme  to  another,  and  we're  getting 
back  to  normal,"  says  the  University  of 
Florida's  Ritter. 

Still,  what's  normal  looks  to  be  differ- 
ent as  more  small  companies  find  happi- 
ness by  remaining  or  becoming  private 
outfits.  Gristede's,  whose  stock  has 
steadily  slipped  from  around  $3.50  to 
85<t  a  share  on  the  American  Stock  Ex- 
change since  1999,  is  in  the  midst  of  an 
offering  to  buy  back  its  shares.  Only  a 
chance  to  make  a  huge  acquisition  that 
would  catapult  his  company  into  the  big 
leagues  would  tempt  CEO  Catsimatidis 
to  reconsider.  But  then  he  would  be  a  big 
guy,  and  that  offers  little  comfort  to 
small  outfits.  ■ 

-By  Emily  Thornton  in  New  York 
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Finance  Bankin. 


Before  You  Sell 
Your  Bank  Stocks. 

Many  financial  institutions  are  now 
insulated  against  higher  interest  rates 


w 


HEN  INTEREST 
rates  go  up,  in- 
vestors traditional- 
ly flee  bank  stocks. 
Their  logic  seems 
ironclad:  As  rates 
move  higher,  banks 
must  offer  higher  rates  to  depositors  to 
stay  competitive.  But  if  they  can't  quickly 
charge  borrowers  more  as  well,  their 
profit  margins  get  squeezed.  True  to 
form,  as  expectations  of  a  rate  hike  have 
gained  momentum,  bank  stocks  have  tak- 
en a  beating,  falling  nearly  8%  from  a 
peak  in  March,  vs.  a  5%  decline  for  the 
market  as  a  whole. 

This  time  around,  investors  may 
come  to  regret  their  time-tested  reaction. 
In  recent  years,  many  banks  have  ex- 
panded into  businesses  that  are  less  sen- 
sitive to  interest  rates.  Others,  in  antici- 
pation of  higher  rates,  have  begun  to 
grant  fewer  fixed-rate  mortgages  and 
hedge  existing  loans  against  rate  rises. 
The  stronger  economy,  meanwhile, 
should  lead  to  both  greater  loan  demand 
and  fewer  write-offs  for  bad  loans.  So 
analysts  expect  that  the  36  banks  in  the 
Standard  &  Poor's  500-stock  index  will 
earn  a  combined  $91  billion  this  year,  up 
9.6%  from  2003,  according  to  Reuters 
Research.  "What  you're  seeing  on  Wall 
Street  is  just  a  knee-jerk  reaction,"  says 
Russell  Goldsmith,  chairman  and  chief 
executive  of  the  Beverly  Hills-based  City 
National  Corp.,  which  has  $13  billion  in 
assets.  "The  truth  is,  at  some  institutions 
earnings  will  go  up  if  rates  rise." 

Diversification  explains  a  big  part  of 
why  the  impact  of  higher  rates  could  be 
less  dramatic  than  before.  The  50  largest 
U.S.  banks  now  get  40%  of  their  revenues 
from  fees  generated  by  the  likes  of  invest- 
ment banking,  asset  management,  and 
insurance,  up  from  26%  in  1990,  accord- 
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Rising  Rates? 
Who  Cares? 

Not  all  banks  will  suffer  when  interest 
rates  start  rising.  Here's  why: 


STEADY  INCOME  Banks  such  as 
Mellon  and  State  Street  earn  a  big 
portion  of  their  profits  from  fees, 
making  them  less  reliant  on  interest 
income 


FREE  MONEY  UnionBanCal,  Franklin 
Bancorp  and  others  have  'arge 
amounts  of  deposits  on  which  they  pay 
no  interest,  so  profits  from  lending 
them  out  will  rise  as  rates  climb 


KEEPING  PACE  By  lending  mainly  at 
variable  rates,  banks  such  as  Sterling 
Bancorp  and  Comerica  will  earn  more 
as  rates  rise 


Data:  Ryan  Beck  &  Co 


ing  to  Ryan  Beck  &  Co.,  a  bank-stock  re- 
search firm.  At  many  large  financial  insti- 
tutions—Northern Trust,  Bank  of  New 
York,  First  Horizon  National  (formerly 
First  Tennessee  National),  PNC  Financial 
Services,  and  State  Street— such  activities 
account  for  more  than  half  of  total  rev- 
enues. Changes  in  interest  rates  don't 
have  any  direct  influence  on  fee-earning 
businesses.  Investment  banking  and  bro- 
kerage earnings,  for  example,  are  expect- 
ed to  climb  as  the  market  for  mergers  and 
initial  public  offerings  heats  up. 

TIGHTEN  AWAY,  ALAN 

TO  BE  SURE,  the  biggest  factor  influenc- 
ing bank  earnings  is  still  the  difference 
between  the  rates  they  pay  depositors  and 
those  they  charge  borrowers— a  spread 
that's  now  at  a  10-year  low.  Still,  many 
banks  are  protected  because  they  gather 
deposits  through  noninterest-bearing  ac- 
counts. At  Commerce  Bancorp  Inc.,  a  fast- 
growing  outfit  based  in  Cherry  Hill,  N.J., 
that  keeps  branches  open  seven  days  a 
week,  such  accounts  make  up  nearly  a 
quarter  of  its  $22  billion  in  deposits  be- 
cause clients  seem  to  value  good  service 
over  earning  interest.  Says  Vernon  Hill  II, 
the  bank's  chairman  and  president:  "Our 
cost  of  money  is  very,  very  low." 

Many  bankers  have  commercial  loan 
portfolios  that  benefit  from  higher  rates 
by  lending  to  businesses  at  floating  rates. 
At  Sovereign  Bancorp  Inc.,  a  large  com- 
munity bank  in  Philadelphia,  some  $10.8 
billion  of  its  loans  float  in  tandem  with 
market  rates  while  only  $8.8  billion  of  its 
liabilities  do  so.  Jay  S.  Sidhu,  the  compa- 
ny's chairman  and  chief  executive  officer, 
figures  that  a  two-percentage-point  in- 
crease in  rates  will  lift  Sovereign's  interest 
income  by  $70  million.  "We  can't  wait  for 
rates  to  start  rising,"  he  says.  "We've  been 
waiting  for  two  years." 

Rates,  of  course,  usually  rise  when  the 
economy  starts  rebounding— another 
plus  for  banks.  While  that  has  yet  to 
translate  into  a  raft  of  new  business  loans, 
it  has  improved  the  quality  of  existing 
ones:  Net  charge-offs  have  sunk  to 
0.38%  of  average  loans— half  of  what 
they  were  two  years  ago.  Smith  Barney 
bank  analyst  Ruchi  Madan  forecasts  an 
8%  rise  in  business  loans  over  the  next  12 
months,  boosting  bank  earnings  by  about 
2%  on  average  and  offsetting  much  of  the 
downside  of  higher  rates. 

Federal  Reserve  Chairman  Alan 
Greenspan  should  take  heart.  He'll  still 
have  some  fans  out  there  once  he  starts  to 
tighten  the  screws.  ■ 

-By  Christopher  Palmeri  in  Los  Angeles 

and  Mara  Der  Hovanesian  in  New  York 
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Regulators 


COMMENTARY 


BY  AMY  BORRUS 


Stick  to  Your  Guns,  Mr.  Donaldson 

The  SEC's  top  cop  must  resist  intense  pressure  to  back  down  from  his  reforms 


SILVER-HAIRED  AND  soft-spoken, 
William  H.  Donaldson  doesn't  look 
like  a  wild-eyed  radical.  But  to 
many  corporate  chiefs,  the  Securi- 
ties &  Exchange  Commission 
chairman's  agenda  smacks  of  an  extremist 
manifesto.  Business  is  furious  with  his 
push  to  make  it  easier  for  shareholders  to 
nominate  directors  to  corporate  boards,  his 
plan  to  change  the  way  mutual  funds  are 

governed,  and  his  determination  to 
3versee  hedge  funds.  And  Corporate 
\merica  is  going  all  out,  lobbying  Con- 
gress, the  Administration,  and  other 
SEC  commissioners  to  force  the  chair- 
man to  back  down. 

The  nation's  top  securities  cop 
should  stick  to  his  guns.  The  reforms  the 
SEC  has  suggested  aren't  radical; 
mey're  modest  steps  to  make  markets 
:leaner  and  companies  more  account- 
able. And  the  time  to  act  is  now.  As  the 
memory  of  the  scandals  recedes,  busi- 
ness will  only  dig  in  deeper  against  re- 
form. A  Republican  victory  in  November 
:ould  strengthen  Corporate  America's 
tiand:  A  reelected  President  George  W. 
Bush,  no  longer  worried  about  riling  In- 
vestor Class  voters,  would  be  more  like- 
ly to  yield  to  his  laissez-faire  instincts.  A 
win  by  Senator  John  F.  Kerry  (D-Mass.) 
would  almost  certainly  put  another  re- 
former at  the  SEC's  helm,  but  confirma- 
tion could  drag  on  for  months. 

Under  Donaldson,  the  SEC  has  re- 
gained much  of  the  credibility  lost  dur- 
ing the  turbulent  18-month  reign  of  for- 
mer  Chairman    Harvey   L.    Pitt.    If 
Donaldson  pulls  his  punches  on  his  own  reforms,  he  will  dis- 
credit the  agency  again  in  the  eyes  of  investor  advocates.  "If  we 
go  the  wrong  way,  it  will  tarnish  everything  he's  done,"  worries 
one  SEC  insider. 

Donaldson  insists  he  feels  "no  pressure"  from  the  Adminis- 
tration to  back  off.  "I'm  going  to  try  to  do  what's  right,"  he  told 
BusinessWeek.  But  his  proposals  have  set  off  a  firestorm  inside 


The SEC 
has  won 
back  the 
credibility  it 
lost  under 
Harvey  Pitt 


and  outside  the  agency.  The  commission's  two  other  Republi- 
cans are  questioning  the  contentious  measures.  Some  critics 
even  challenge  the  SEC's  authority  to  fiddle  with  director  elec- 
tions or  keep  tabs  on  hedge  funds.  The  SEC  "is  reaching  beyond 
what  it  is  supposed  to  be  doing,"  fumes  Peter  J.  Wallison,  a  res- 
ident scholar  at  the  conservative  American  Enterprise  Institute. 
"That's  creating  a  sense  that  the  agency  is  out  of  control." 

The  most  incendiary  issue:  letting  shareholders  nominate  a  few 
directors  on  a  company's  proxy  ballot  under  limited  circumstances. 
In  the  face  of  fierce  opposition  by  the  Business  Roundtable,  Don- 
aldson is  seeking  a  compromise  on  how  much  shareholder  sup- 
port is  needed  to  force  contested  elections.  But  the  only  idea  the 
Roundtable  will  accept  is  one  that  guts  the  concept  of  sharehold- 
er nominations.  Under  its  plan,  a  board's  nominating  committee 

could  choose  a  new  candidate  if  a  ma- 
jority of  shareholders  gives  a  thumbs- 
down  to  the  company's  choice.  But 
that's  unlikely  to  fire  up  underper- 
forming  boards.  "The  way  to  fix  a 
dead  board  isn't  by  shifting  the  dead- 
wood,"  scoffs  AFL-CIO  associate  gen- 
eral counsel  Damon  A  Silvers. 

Mutual  funds  are  fighting  Don- 
aldson's proposal  to  force  most 
funds  to  replace  their  chairmen  with 
outsiders  independent  of  the  fund- 
management  company.  It's  hardly  a 
radical  idea:  A  fund  chairman  can't 
be  expected  to  get  the  best  deal  on 
fees  for  investors  if  he  also  works  for  the  fund  manager. 

The  SEC  has  a  long  record  of  ignoring  problems  until  they 
explode  in  investors'  pocketbooks.  So  many  of  Donaldson's 
ideas,  such  as  his  plan  to  require  hedge-fund  advisers  to  regis- 
ter with  the  SEC,  represent  a  welcome  change.  The  fast-grow- 
ing, $750  billion  industry  increasingly  attracts  cash  from  pen- 
sion funds  holding  the  savings  of  millions  of  ordinary 
Americans.  "We've  got  to  take  this  first  step  lest  we  be  accused 
of  not  being  out  ahead  of  the  curve,"  Donaldson  warns. 

In  the  past,  the  commission  has  often  bowed  to  the  wishes  of 
the  business  and  political  Establishment— and  regretted  it. 
Even  feisty  former  SEC  chief  Arthur  Levitt  Jr.  was  forced  to  back 
off  in  2000,  when  his  campaign  to  bar  accounting  firms  from 
doing  consulting  work  for  audit  clients  was  hit  by  a  tsunami  of 
opposition  from  the  Big  Five  and  their  allies  on  Capitol  Hill. 
Opposition  to  Levitt's  four-year  drive  to  restore  auditors'  inde- 
pendence may  have  contributed  to  the  Enron  and  WorldCom 
disasters.  Investors  can  only  hope  that  the  legacy  of  that  en- 
counter will  stiffen  Donaldson's  spine  and  help  him  resist  the 
pressure  to  dilute  his  reforms.  ■ 
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Craig  McCaw's     4 
Secret  Plan 

His  deals  in  wireless  broadband 
have  the  telecom  world  buzzing 


VER  SINCE  HE  WAS  A  BOY 
growing  up  near  Seattle, 
Craig  O.  McCaw  saw  the 
moneymaking  potential  of 
the  public  airwaves.  His  fa- 
ther, J.  Elroy  McCaw,  built 
one  of  the  first  rock  'n'  roll 
radio  stations  in  the  country,  New  York's 
WINS-AM,  and  netted  about  $20  million 
when  he  sold  it  in  1962.  An  inveterate 
practical  joker,  Elroy  sent  his  then-12- 
year-old  son  into  a  New  York  bank  to  de- 
posit the  mmtimillion-dollar  check  from 
the  deal.  Years  later,  Craig  scooped  up  li- 
censes for  radio  spectrum  and  cobbled 
together  the  first  nationwide  cellular  em- 
pire, which  he  sold  to  AT&T  for  a  neat 
$11.5  billion  in  1994. 

Now,  McCaw  is  trying  to  get  back  on 
the  air.  After  losing  billions  on  several 
ventures  in  recent  years,  the  reclusive  en- 
trepreneur is  quietly  making  wireless  in- 
vestments that  could  be  the  start  of  a  new 
empire  that  once  again  upsets  the  balance 
of  power  in  the  telecom  industry.  In 
March  he  acquired  Clearwire  Holdings 
Inc.,  a  Texas  company  that  provides  wire- 
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less  broadband  service  in 
Jacksonville,  Fla.,  and  holds 
the  exclusive  rights  to  radio 
spectrum  in  about  100  other 
U.S.  cities.  In  April  he 
snapped  up  NextNet  Wireless  Inc.,  a  Min- 
neapolis startup  that  makes  gear  for  de- 
livering high-speed  Internet  access 
through  the  air.  And  on  May  3,  he  invest- 
ed $36  million  in  Microcell  Telecommu- 
nications Inc.,  a  Montreal-based  cellular 
provider  that  plans  to  introduce  wireless 
broadband  throughout  Canada. 

DISRUPTIVE  FORCE 

ALTHOUGH  McCAW  won't  say  what  he's 
up  to,  the  deals  have  again  made  him  the 
talk  of  telecom.  The  wireless  broadband 
technology  he's  investing  in  has  the  po- 
tential to  be  one  of  the  most  disruptive 
forces  in  the  communications  industry  in 
years.  Cable  and  phone  companies  have 
dominated  the  broadband  business  so  far 
because  offering  speedy  Net  access  has 
required  multibillion-dollar  investments 
in  a  sophisticated  communications  net- 
work. Now,  however,  the  economics  of 


AIR  RIGHTS  McCaw's 

investments  give  him 
both  hardware  and 
radio  spectrum 


wireless  broadband  could 
shatter  that  duopoly.  For  less 
than  $10,000,  an  entrepre- 
neur can  start  offering  broad- 
band within  a  limited  area, 
typically  an  eight-  to  10-mile  radius.  Al- 
ready, that  has  made  the  technology  at- 
tractive in  lightly  populated  regions, 
where  it  can  cost  phone  and  cable  rivals 
four  times  as  much  to  offer  service.  Over 
the  next  two  years,  the  costs  of  wireless 
broadband  are  expected  to  drop  to  the 
point  where  it  can  be  competitive  with 
traditional  wired  service  anyplace  in  the 
country.  "We  think  this  is  a  tremendous 
opportunity  for  the  telecom  industry  toj 
change  the  paradigm,"  says  John  Marin- 
ho,  a  vice-president  at  equipment  maker 
Lucent  Technologies  Inc. 

McCaw  may  be  just  the  right  person  to 
grasp  that  opportunity.  While  small  com- 
panies have  been  using  the  wireless  tech- 
nology in  isolated  markets,  McCaw  is  the 
first  person  who  has  the  money,  reputa- 
tion, and  skill  to  take  on  the  current 
broadband  players  across  the  country  on 
a  large  scale.  With  the  Clearwire  radio  li- 
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McCoys  Broadband  Blueprint 


The  cellular  pioneer  is 
quietly  assembling  the 
assets  to  deliver  high- 
speed Internet  access  with 
new  wireless  technology. 
If  he  succeeds,  he  could 
break  the  duopoly  of  cable 
and  telephone  companies 
and  spark  a  broadband 
renaissance.  Here  are 
the  pieces  he  has 
gathered  so  far: 


EQUIPMENT:  McCaw  last  month  bought  NextNet 
Wireless,  which  makes  the  equipment  for  delivering 
wireless  service. 

SPECTRUM:  In  March,  McCaw  acquired  the  upstart 
Clearwire  Holdings,  providing  him  with  the  exclusive 
right  to  use  the  airwaves  in  100  markets  in  the  U.S. 
He's  negotiating  for  licenses  in  more  markets. 

INTERNATIONAL  McCaw  just  invested  in  Microcell, 
a  wireless  carrier  that  is  offering  wireless  Net  service 
to  homes  and  businesses  in  Canada. 

MANAGEMENT:  Backing  McCaw  are  many  deputies 
from  previous  ventures,  such  as  McCaw  Cellular, 
Nextel,  and  XO  Communications.  Gerald  Salemme, 
a  former  XO  exec,  now  serves  as  president  of 
Clearwire. 


censes,  he  could  offer  coast-to-coast  Net 
service  at  speeds  roughly  the  same  as  to- 
day's broadband.  Although  he  may  try  to 
build  his  own  national  brand,  he  could 
just  as  easily  offer  wholesale  service  to  ex- 
isting players.  One  person  involved  in 
McCaw's  new  venture  says  the  entrepre- 
neur is  trying  to  persuade  Microsoft 
Corp.  and  Time  Warner  Inc.  to  offer  their 
MSN  and  AOL  Net  services  over  his  net- 
work. Two  insiders  say  he  is  trying  to 
raise  about  $400  million,  preferably  in 
debt,  to  seed  the  venture.  "He  has  a  fairly 
grand  strategy,"  says  Dixon  Doll,  an  early 
investor  in  NextNet  who  now  has  a  stake 
in  McCaw's  venture. 

What  kind  of  price  will  the  service  car- 
ry? Although  McCaw  isn't  saying,  indus- 
try insiders  think  consumers  will  end  up 
paying  $40  to  $50  a  month.  And  that'll 
likely  include  free  local  and  long-distance 
service,  the  insiders  say,  since  adding 
voice  service  based  on  Net  technology 
doesn't  cost  anything  extra.  The  price  tag 
for  the  same  bundle  from  the  phone  com- 
pany runs  about  $100.  "He's  going  to  get 
a  lot  of  takers,"  says  Steve  Stroh,  editor  of 
Focus,  an  industry  newsletter. 

TROUBLING  COMPETITION 

THE  BIG  TELECOM  companies  downplay 
the  threat.  They  point  out  that  wireless 
broadband  has  flopped  in  the  past,  de- 
spite massive  investments  from  MCI 
Communications  and  upstarts  such  as 
Winstar  Communications,  because  of 
high  costs  and  technological  problems. 
Wireless  broadband  "may  turn  out  to  be 
an  effective  technology  in  some  rural  ar- 
eas, but  we're  not  focused  on  it  as  a  big 
threat,"  says  Eric  Rabe,  spokesman  for 
Verizon  Communications  Inc.  Instead, 
Verizon  is  dishing  up  cable-television 
service  to  compete  with  its  cable  rivals 
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and  is  boosting  the  speed  of  its  Net  serv- 
ices. It's  rolling  out  fiber-optic  lines  capa- 
ble of  hitting  30  megabits  per  second, 
well  above  the  1.5  megs  expected  from 
wireless  broadband  (page  81). 

Still,  wireless  broadband  may  prove  to 
be  troubling  competition  for  Verizon  and 
its  ilk.  Already,  thousands  of  small  wire- 
less Internet  service  providers  are  deliv- 
ering different  flavors  of  the  technology  to 
pockets  of  homes  and  businesses.  "We're 
kicking  sand  in  their  face,  but  on  the  edge 
of  the  beach,"  says  Carlton  O'Neal,  vice- 


sities  and  schools'  educational  programs, 
and  McCaw  is  buying  up  additional 
rights  elsewhere,  says  Stroh. 

McCaw  will  have  easy  access  to  equip- 
ment since  he's  getting  into  the  hardware 
business,  too.  It's  an  unusual  move,  likely 
made  to  ensure  he  can  hit  the  market 
quickly.  Last  summer,  his  aides  traipsed 
to  Mexico  City  to  examine  a  service  built 
with  NextNet  equipment.  The  gear  beams 
-  broadband  from  base  stations  mounted 
on  cell-phone  towers  to  small  modems 
that  sit  on  users'  desks  as  far  away  as 
three  miles. 

McCaw's  venture-capital  arm  was  im- 
pressed and  took  a  stake  in  NextNet  That 
opened  the  door  to  McCaw's  buying 
NextNet  outright  last  month  for  an 
undisclosed  sum.  On  May  5,  McCaw 
joined  in  on  MicrocelTs  quarterly  earn- 
ings call  with  investors  and  said  he  was 
particularly  interested  in  how  Microcell 
could  offer  a  combination  of  wireless 
broadband  and  wireless  voice  service  that 
bypasses  phone  companies  completely. 
That  is  "probably  a  global  phenomenon 
we're  going  to  see  a  lot  more  of,"  he  said. 

McCaw  needs  a  hit  after  two  disap- 
pointing ventures.  In  the  late  1990s  he 
helped  finance  upstart  XO  Communica- 
tions Inc.  to  take  on  the  Bells  in  the  lo- 
cal-phone business,  and  the  value  of  his 
stake  peaked  at  $5  billion.  XO  ended  up 
in  bankruptcy  in  2002  after 
the  telecom  meltdown, 
leaving  McCaw's  holdings 
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less    broadband    standard 

known  as  WiMax,  which  is 

expected    to   lower   costs, 

drive  demand,  and  extend 

the  technology's  reach.  The 

first  WiMax  equipment  hits 

the  market  next  year,  and  by 

2007  industry  revenues  could  exceed  $5 

billion,  according  to  researcher  Visant 

Strategies  Inc. 

McCaw  isn't  waiting  on  WiMax,  al- 
though he's  likely  to  adopt  the  equipment 
when  it  becomes  available.  He's  snapping 
up  as  much  spectrum  now  is  he  can,  just 
as  he  did  when  he  started  McCaw  Cellular 
Communications  in  the  1980s.  He's  stay- 
ing true  to  his  roots,  too.  While  most 
small  wireless  broadband  providers  in  the 
U.S.  are  using  unregulated  airwaves  for 
free,  McCaw  is  investing  in  licensed  spec- 
trum that's  less  vulnerable  to  interference 
from  other  radio  signals.  Clearwire,  for 
example,  holds  exclusive  rights  to  air- 
waves that  had  been  set  aside  for  univer- 


for  just  $50 
a  month? 


venture,  Teledesic  LLC, 
promised  to  put  hundreds 
of  satellites  into  orbit  that 
would  drape  the  globe  with 
fast  Internet  access,  but 
technological  and  financ- 
ing problems  have  delayed 
those  plans  for  years. 

With  McCaw's  latest 
venture  now  coming  into 
public  view,  he  could  attract  more  com- 
petition from  companies  using  the  same 
wireless  technology.  Sprint  Corp.  owns 
swaths  of  spectrum  suitable  for  wireless 
broadband  and  could  use  it  to  roll  out 
service.  Nextel  Communications  Inc.  re- 
cently bought  MCl's  spectrum  and  is 
testing  its  own  service.  Still,  no  other 
company  is  making  the  kind  of  financial 
commitment  to  the  cutting- edge  tech- 
nology that  McCaw  is.  Says  one  close  as- 
sociate: "It's  typical  of  Craig  to  go  fishing 
in  unfished  waters."  If  his  instincts  are 
right,  he  may  finally  come  up  with  an- 
other big  catch.  ■ 

-By  Andrew  Park,  with 
Steve  Rosenbush,  in  New  York 


80  j  BusinessWeek 


May  24.  2004 
BD&E 


Broadband 


Verizon:  Take 
That,  Cable 

It  seeks  to  reclaim  lost  ground  with  a 
gutsy  plunge  into  pay-TV  services 


EALITY  TV  DOESN'T  GET 
any  more  painful  than 
this.  The  cable-television 
companies  have  smacked 
around  their  telecom  ri- 
vals in  broadband  over 
the  past  few  years,  grab- 
Ding  most  of  the  fast-growing  market. 
Even  worse,  the  cable  players  have 
started  to  swipe  customers  in  the  tradi- 
:ional  voice  market  in  recent  months. 
'Cable  companies  have  emerged  as 
:elecom's  fastest-growing  threat,"  says 
Brian  Adamik,  chief  executive  officer  of 
•esearcher  the  Yankee  Group. 

Now,  Verizon  Communications  Inc.  is 
striking  back.  BusinessWeek  has  learned 
hat  the  nation's  largest  telecom  provider 
s  preparing  to  seek  cable-TV  franchises 
n  parts  of  Texas  and  eight  other  states  so 
iiat  it  can  offer  video  in  head-to -head 
competition  with  cable  companies.  The 
service  would  provide  a  powerful  new 
source  of  competition  in  the  pay-TV  mar- 
ket, where  most  consumers  have  a  choice 
}f  one  local  cable-TV  company  and  two 
satellite  operators. 
Although  Verizon  won't  comment  on 


specific  TV  plans,  it  has  con- 
firmed that  if  s  building  a  system 
capable  of  carrying  the  service 
this  year.  The  company  will  deliv- 
er signals  over  fiber-optic  lines 
that  if  s  connecting  directly  to 
homes  and  offices.  It  plans  to  of- 
fer digital  TV,  videoconferencing, 
and  movies-on-demand  either 
this  year  or  next.  Says  Paul  A.  La- 
couture,  who  oversees  Verizon's 
network  and  is  in  charge  of  the 
project:  "The  battle  is  going  to  get  a  lot 
more  intense." 

$1  BILLION  ROLLOUT 

MORE  INTENSE  AND  more  expensive. 
Verizon  expects  to  spend  about  $1  billion 
on  the  first  phase  of  its  rollout,  making 
fiber  lines  available  to  1  million  homes  by 
this  fall.  The  Texas  markets  will  include 
Keller,  a  suburb  of  Dallas.  Although  the 
identities  of  the  other  eight  states  could 
not  be  learned,  one  is  likely  to  be  Califor- 
nia, a  person  familiar  with  the  strategy 
says.  Verizon  plans  to  offer  the  service  to  1 
million  more  homes  next  year  and  a  total 
of  12  million  by  2008.  Over  the  next  15 


Your  New  Cable  Company 
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Phone  giant  Verizon  is 
rolling  out  speedy 
fiber-optic  lines  to 
homes  in  several  key 
markets  and  laying 
plans  to  deliver  new 
services,  including 
pay  television.  Here 
are  the  highlights: 


CABLE  COMPETITION  Verizon  is  preparing  to  seek  pay-TV  franchises  in 
Texas  and  eight  other  states.  That  will  allow  the  company  to  offer  cable- 
television  service  this  year  or  next  in  direct  competition  with  the  cable-TV 
operators  that  are  attacking  Verizon's  local  phone  business. 


BLAZING  BROADBAND  The  high-capacity  optical  connections  will  be 
available  this  year  to  carry  Internet  data  at  speeds  of  30  megabits  per 
second,  more  than  10  times  as  fast  as  today's  broadband.  Verizon 
eventually  may  offer  Net  access  of  100  megs  per  second. 


THE  ROLLOUT  Verizon  will  offer  the  network  to  1  million  customers  in  the 
nine  states  by  the  end  of  this  year.  That  addressable  customer  base  will 
rise  to  2  million  in  2004  and  10  million  by  2008. 


years,  Verizon  expects  to  spend  $20  bil- 
lion to  $30  billion  to  extend  service  to 
nearly  all  35  million  customers. 

Television  is  only  part  of  the  strategy. 
The  new  fiber-optic  lines  also  will  allow 
Verizon  to  offer  the  most  advanced  con- 
sumer broadband  service  the  U.S.  has 
ever  seen.  Internet  connections  of  up  to 
30  megabits  per  second,  more  than  10 
times  faster  than  a  state-of-the-art  cable 
modem  or  digital  subscriber  line  (DSL), 
will  be  possible,  Verizon  executives  say. 
Five-  and  15-megabit  versions  will  be 
available  for  customers  who  don't  re- 
quire all  that  juice.  Although  specific 
pricing  hasn't  been  decided,  the  5-meg 
version  will  be  competitive 
with  cable  modem  service, 
which  typically  costs  $40  to 
$45  a  month.  Eventually,  if 
there's  demand  for  it,  Veri- 
zon intends  to  offer  con- 
sumers Net  connections  of 
100  megs  or  more. 

Cable  rivals  in  Texas  insist 
they're  not  quaking  in  their 
cowboy  boots.  For  one  thing, 
Verizon  has  tried  this  before. 
Its  corporate  predecessor, 
Bell  Adantic  Corp.,  unveiled 
grand  plans  to  offer  pay  TV  to 
its  customers  on  the  East 
Coast  during  the  1990s,  but 
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plenty  of  headroom  to  grow. 


Enterprise  performance.  The  Intel® 

Itanium"  2  processor  offers 
industry-leading  performance  and 

mission-critical  reliability  to 

handle  your  most  data-intensive, 

business-critical  applications. 


The  Corporation 


the  project  failed  because  of  high  costs 
and  technological  problems.  Even  if 
Verizon  can  make  the  economics  work 
this  time,  it  has  no  experience  in  enter- 
tainment, where  it  will  have  to  face  off 
against  Time  Warner  Inc.,  Comcast 
Corp.,  and  other  powerful  rivals.  "We 
are  already  in  a  highly  competitive 
marketplace.  We  face  satellite  in  every 
market  we  are  in,"  says  David  Mack,  a 
spokesman  for  Charter  Communica- 
tions Inc.,  which  provides  cable  service 
in  Keller.  "We  believe  we  will  do  just  fine 
because  we  offer  superior  choice,  price, 
and  quality  of  customer  care." 

RAW  FEAR 

VERIZON'S  TV  SEQUEL  may  fare  better 
than  the  original  production,  however. 
For  one,  equipment  has  gotten  cheaper 
and  more  reliable  in  the  past  10  years, 
even  as  the  market  has  grown.  Digital 
set-top  boxes,  for  example,  cost  about 
50%  less  than  they  used  to.  And  new 
network  designs  have  lowered  the  ex- 
pense of  construction  by  more  than 
50%.  A  fiber  connection  now  costs 
$1,100  to  $1,700,  depending  on 
whether  the  cable  is  buried  or  strung 
from  an  easily  accessible  telephone 
pole.  That  is  only  10%  more  than  the 
cost  of  installing  a  regular  copper 
phone  connection. 

Just  as  important  is  the  motivational 
force  of  raw  fear.  Without  an  effective 
video  strategy,  the  Bells  likely  will  lose 
30%  of  their  telephone  market  to  cable 
companies  over  10  years,  estimates  ana- 
lyst John  C.  Hodulik  of  UBS.  He  believes 
losses  could  be  limited  to  15%  if  telecom 
companies  can  provide  video— because 
consumers  are  more  likely  to  remain 
with  a  carrier  when  they  purchase  a 
bundle  of  services. 

Verizon's  peers  are  more  cautious. 
BellSouth  Corp.  is  testing  fiber  tech- 
nology, and  SBC  Communications  Inc. 
is  planning  to  offer  video  service  over 
fiber  optics  in  some  new  housing  de- 
velopments this  year.  But  no  mass  de- 
ployments are  planned.  "I'm  not  sure 
it's  going  to  make  sense  to  take  fiber  all 
the  way  to  the  home  in  existing  neigh- 
borhoods," says  Jeffrey  G.  Weber,  vice 
president  of  corporate  planning  at 
SBC.  So  far,  Verizon  is  on  its  own  in  its 
aggressive  response  to  the  cable  threat. 
But  if  this  gamble  succeeds,  it  could 
prove  to  be  the  catalyst  for  a  new 
generation  of  communications  in 
the  U.S.  ■ 

-By  Steve  Rosenbush  with  Tom  Lowry 

in  New  York,  Roger  0.  Crockett  in 

Chicago,  and  Brian  Grow  in  Atlanta 
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SO  MANY  HATS  On  different  days, 
AirTran's  Zakiya  Cheris  loads  bags. 


.checks  tickets. 


Don't  Discount 
This  Discounter 

AirTran  may  be  in  the  shadow  of  JetBlue 
and  Southwest,  but  it's  gaining  altitude 


AIRTRAN  AIRWAYS 
CEO  Joseph  B.  Leonard 
has  every  reason  to 
gloat.  When  he  took 
over  the  Orlando -based 
discount  carrier  five 
years  ago,  it  was  on  its 
deathbed,  with  just  $10  million  in  cash 
to  keep  it  running.  Leonard  pushed  Air- 
Tran into  the  ranks  of  upstart  low-cost 
airlines  by  chopping  costs  and  focusing 
on  lucrative  short-haul  flights  to  under- 
served  markets.  Then,  when  the  terrorist 
attacks  of  September  11,  2001,  sent  a 
shudder  through  the  U.S.  airline  indus- 
try, Leonard  kicked  in  the  afterburners. 
AirTran  stole  market  share  from  big  car- 
riers by  pushing  into  13  new  cities, 
adding  43  routes,  and  inking  a  huge  or- 
der for  100  fuel-efficient  737s. 

So  why  is  the  61-year-old  former 
Northwest  Airlines  executive  planning  to 
throttle  back?  With  AirTran's  network 
beefed  up  to  include  huge  markets  such 
as  Los  Angeles  and  Dallas,  Leonard  be- 
lieves that  it's  time  to  consolidate  gains 
and  gather  strength  before  his  compa- 
ny's next  challenge:  bumping  heads 
with  its  low-cost  rivals,  including  a  pos- 


sible confrontation  with  Southwest  Air- 
lines Co.  on  that  company's  home  turf. 

Leonard's  strategy  is  to  take  2004  to  fill 
in  the  dots  on  its  now-sprawling  route 
map,  while  keeping  low-fare  pressure  on 
his  larger,  wounded  rivals,  which  have  al- 
ready cut  capacity  by  about  12%  since 
September  11.  One  reason  most  other  car- 
riers have  trouble  keeping  pace  with  Air- 
Tran is  its  low  labor  costs,  a  result  of  its 
highly  flexible  labor  force.  When  Zakiya 
Cheris,  for  example,  a  newly  hired  crew 
member  in  Philadelphia,  moves  from 
counter  to  conveyor  belt  to  runway  at  the 
airport— she  can  switch  jobs  two  or  three 
times  a  week— she  is  helping  the  compa- 
ny keep  a  lid  on  its  labor  costs.  Indeed, 
those  costs  were  only  26%  of  revenues  in 
the  first  quarter,  the  lowest  figure  in  the 
industry  and  key  to  AirTran's  success. 

But  the  airline's  expansion  has  also 
exposed  it  to  more  competition:  Delta 
Air  Lines  Inc.,  which,  like  AirTran,  has  its 
biggest  hub  in  Atlanta,  could  soon  file  for 
Chapter  11  and  emerge  a  more  formida- 
ble competitor  with  sharply  lower  labor 
costs.  And  in  Dallas,  American  Airlines 
Inc.  has  responded  to  AirTran's  intrusion 
and  will  beef  up  flights  this  summer  by  at 
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east  15%  on  routes  where  the  two  com- 
>ete,  such  as  those  to  Atlanta  and  Balti- 
nore,  according  to  Lehman  Brothers  an- 
Jyst  Gary  L.  Chase.  Meanwhile,  AirTran 
vill  face  increased  competition  from  Jet- 
Jlue  Airways  Corp.  in  the  lucrative 
>Jortheast-to-Florida  corridor.  Says 
.eonard,  sketching  out  his  strategy  on 
iny  sheets  of  paper  at  AirTran's  head- 
[uarters  near  Orlando  International  Air- 
Mart:  "We  still  run  scared  every  day." 

5ATTLES  AHEAD 

*UT  AIRTRAN  is  well  equipped  for  this 
iext  stage  of  the  airline  battle.  While  lega- 
y  carriers  such  as  Delta  and  US  Airways 
jroup  Inc.  struggle  with  high  costs  and 
)loated  labor  forces,  doing  the  most  jobs 
vith  the  fewest  bodies  is  a  mantra  at  Air- 
man, a  unit  of  AirTran  Holdings  Inc.  Air- 
man earned  $100  million  on  revenues  of 
learly  $1  billion  in  2003.  Most  analysts 
xpect  profits  to  come  in  strong  again  this 
rear,  even  as  rising  fuel  costs  dampen 
:arnings  for  all  carriers.  The  result:  Wall 
itreet  is  waking  up  to  the  fact  that  Air- 
[ran,  whose  shares  have  risen  about  75% 
n  the  past  year,  is  quietly  becoming  a 
ow-cost  juggernaut  like  JetBlue  and 
Southwest.  "They  are  the  hidden  gem  of 
he  airline  industry,"  says  Vaughn  Cordle, 
:hief  analyst  at  Airlineforecasts  LLC,  an 


investment      research 
firm  in  Washington. 

Leonard  and  his  lieu- 
tenants play  it  close  to 
the  vest  when  it  comes 
to  detailing  the  carrier's 
next  big  push,  which 
will  come  in  late  2005. 
But  they  hint  that  it  is 
likely  to  include  several 
major  new  cities,  and 
could  involve  Phoenix 
and  other  points  now 
served  by  Southwest. 
Analysts  believe  that 
when  that  discount  bat- 
tle comes,  AirTran's 
unique  route  structure 
will  give  it  an  advantage  by  driving  traffic 
to  its  flights.  By  flying  point-to-point,  be- 
tween New  York  City  and  Akron,  for  in- 
stance, AirTran  can  mine  new  customers 
in  smaller  markets.  But  with  a  hub-and- 
spoke  system,  it  can  also  take  those  Akro- 
nites  directly  into  its  Atlanta  hub  and  on  to 
other  points.  That  differentiates 
AirTran  from  Southwest,  which 
flies  point-to-point  routes  be- 
tween some  big  and  many 
smaller  cities,  or  JetBlue,  which 
mainly  flies  long-haul  flights 
from  major  markets  like  New 
York  and  Los  Angeles.  It  is  "a 
model  of  the  future,"  says  Alan 
P.  Sbarra,  vice-president  at  air- 
line consultants  Unisys  R2A 
TMC  in  Oakland,  Calif. 

AirTran's  new  fleet  should 
drive  down  costs  even  further. 
AirTran's  cost  per  available  seat  mile  is 
now  6.42<t,  second  only  to  JetBlue.  And 
each  new  737  should  lower  the  cost  per 
available  seat  mile  to  12.4%  below  that  of 
the  less  efficient  717s,  according  to 
Lehman  Brothers'  Chase.  "The  growth  pa- 
rameters at  AirTran  are  are  as  good  as,  if 
not  better  than,  Jet-  Blue,"  says  Thomas  P. 
Norton,  a  portfolio  manager  at  John  Han- 
cock Advisors  LLC  in  Boston,  which  holds 
1.2  million  shares. 


"They 
are  the 
hidden 
gem  of 
the  airline 
industry" 


AirTran's  biggest  competitor,  Delta, 
could  cut  its  labor  costs  sharply  if  it  enters 
bankruptcy,  as  management  has  threat- 
ened. At  the  same  time,  Delta  is  still  adding 
capacity  on  some  competitive  routes  such 
as  Atlanta  to  Los  Angeles.  That  pressure 
has  already  forced  AirTran  to  reduce 
prices  by  as  much  as  $25  one-way  on  some 
Atlanta  routes,  according  to  J.P.  Morgan 
Chase  &  Co.  analyst  Jamie  Baker.  More 
ominous,  if  Delta  does  suffer  the  ig- 
nominy of  Chapter  11  and  shrinks  radical- 
ly, it  would  open  up  the  Atlanta  market. 
Southwest  could  even  decide  to  take  the 
low-cost  battle  straight  to  AirTran  on  its 
home  turf,  says  an  industry  consultant. 

Still,  Leonard's  biggest  challenge  now  is 
to  fill  in  his  own  system.  Consider  that  sev- 
en years  ago,  AirTran  had  three  flights  dai- 
ly to  Akron.  Today  it  has  11.  When  flights 
between  Akron  and  New  York  City  began 
last  year,  AirTran  had  studied  the  market 
carefully:  Those  flights  were  prof- 
itable from  Day  One.  But  now  it 
doesn't  have  seven  years  to  get  its  new 
markets  right.  With  cities  such 
as  Los  Angeles  and  Las  Vegas 
going  active  this  summer,  eight 
new  737s  arriving  this  year,  and 
13  more  in  2005,  AirTran  must 
ensure  that  the  right  planes  are 
on  the  right  routes  with  com- 
petitively priced  seats— or  risk 
botching  its  cost  structure. 

Leonard  is  in  good  shape  fi- 
nancially to  meet  these  chal- 
lenges. AirTran  raised  $270 
million  in  equity  and  convert- 
ible debt  last  year,  and  boasts  a 
balance  sheet  with  about  $348  million  in 
cash.  And  it's  willing  to  spend  on  up- 
grades: To  attract  more  leisure  travelers, 
for  instance,  AirTran  is  outfitting  every 
plane  with  no-extra-charge  service  from 
XM  Satellite  Radio  Inc.  Passengers,  no 
doubt,  will  enjoy  the  tunes.  But  to  Air- 
Tran's managers,  the  sweetest  sound  will 
be  the  whoosh  of  jets  filled  with  passengers 
who  used  to  fly  Southwest  and  JetBlue.  II 
-By  Brian  Grow  in  Orlando 


AirTran's  Window  of  Opportunity 


With  its  low  labor 
costs  and  new 
planes  coming, 
AirTran  is  soaring. 
But  it  still  faces 
significant  risks: 


EXPANSION 

Since  September,  2001,  AirTran 
has  added  13  cities  and  43 
routes,  the  most  of  any  U.S. 
airline.  Competing  in  all  those 
markets  will  be  tough  and 
exposes  the  company  to  the 
possibility  of  more  price  wars. 


INTEGRATION 

With  110  new  Boeing  737s 
and  717s  on  order,  AirTran 
has  to  make  sure  the  type  of 
plane  it  flies  on  various 
routes  is  correct,  or  face  the 
prospect  of  underutilized  or  mis- 
priced  seats. 


PROTECTING  ATLANTA 

After  taking  a  pounding  from 
AirTran,  Delta  is  hurting.  But  if 
Delta  files  for  Chapter  11  and 
emerges  as  a  low-cost  carrier, 
AirTran  could  face  a  more 
formidable  competitor  at  its 
largest  hub. 
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Leeal  Affairs  Trials 


Are  Qwest  Honchos 
Off  the  Hook? 

Doubts  grow  about  whether  a  case  can  be 
made  against  Nacchio  and  others 


IT  SEEMED  LIKE  AN  OPEN-AND- 
shut  case.  In  February,  2003,  the 
U.S.  Attorney  in  Denver  charged 
four  former  midlevel  executives  of 
telecom  giant  Qwest  Communica- 
tions International  Inc.  with  con- 
spiracy, securities  fraud,  and  mak- 
ing false  statements  to  accountants.  The 
government  claimed  that  the  cabal  accel- 
erated anticipated  revenues  from  a  major 
deal  to  meet  excessively  aggressive  sales 
forecasts.  Attorney  General  John  Ashcroft 
announced  the  indictment  himself,  while 
Securities  &  Exchange  Commission 
Chairman  William  H.  Donaldson  hinted 
at  more  to  come.  "Today's  action  marks 
the  beginning  of  our  public  efforts  to  hold 
accountable  those  at  Qwest  who  abuse 
the  public  trust,"  Donaldson  declared. 

Easier  said  than  done.  On  Apr.  16,  an 
embarrassed  Justice  Dept.  struck  out,  fail- 
ing to  win  a  single  conviction  against  any 
of  the  defendants.  Two  of  the  execs  were 
found  innocent  on  all  charges.  Jurors  could 
not  reach  verdicts  on  all  counts  on  the  oth- 
er two,  forcing  U.S.  District  Judge  Robert 
E.  Blackburn  to  declare  mistrials  in  their 
cases.  At  press  time,  the  government 
hadn't  announced  if  it  would  retry  them. 

Despite  the  government' s  recent  victo- 
ries against  Martha  Stewart  and  invest- 
ment banker  Frank  Quattrone,  the  little- 
noticed  trial  underscores  the  difficulties 
prosecutors  often  have  proving  criminal 
intent  in  white-collar  cases.  What's  more, 
it  calls  into  question  whether  Qwesfs  two 
former  co-chairmen,  Philip  F.  Anschutz 
and  Joseph  P.  Nacchio,  and  other  toop  ex- 
ecutives who  have  been  accused  of  fraud 
and  insider  trading  in  civil  shareholder 
suits,  will  ever  be  charged  by  the  govern- 
ment. "Here's  a  company  that  had  finan- 
cials  restated  by  $2.5  billion,"  says  Lynn  E. 
Turner,  a  former  chief  accountant  at  the 
SEC  who  now  teaches  at  Colorado  State 
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University.  "Somewhere,  someone  did 
something  wrong.  The  question  is 
whether  the  federal  prosecutors  are  going 
to  be  able  to  get  the  case  across  to  12  peo- 
ple." Spokespeople  for  Anschutz  and  Nac- 
chio say  the  men  maintain  that  they  have 
done  no  wrong.  Qwest  says  it  is  cooperat- 


The  Qwest 

Fiasco 

In  the  first  criminal 
case  against 
managers  at  the 
telecom  giant, 
prosecutors  failed  to 
win  any  convictions. 
What  went  wrong? 

TOO  MANY  DEFENDANTS 

The  Justice  Dept.  charged  four 
midlevel  managers.  In  post- 
trial  interviews,  jurors  said  so 
many  defendants  in  one  case 
made  it  hard  to  reach  a  guilty 
verdict  on  any  of  them. 

TOO  MUCH  TESTIMONY 

Prosecutors  called  many 
tangential  witnesses.  The 
judge  got  upset  during  the 
seven-week  trial,  imposing  a 
tighter  schedule. 

TOO  MUCH  AMBIGUITY 

One  of  the  hardest  hurdles  for 
prosecutors  facing  white- 
collar  defendants  is  proving 
criminal  intent.  In  this  case, 
they  couldn't  convince  jurors 
beyond  a  reasonable  doubt 
that  the  defendants  knew  they 
were  breaking  the  law. 

Data  BusinessWeek 


ing  fully  with  government  investigators. 
The  case  revolved  around  a  deal  that 
seemed  to  typify  accounting  shenanigans 
so  popular  in  the  bubble  years.  In  the  sec- 
ond quarter  of  2001,  Qwest  booked  a 
high-profile  contract  to  supply  high- 
speed Internet  access  to  public  schools  in 
Arizona.  According  to  the  indictment, 
revenues  for  the  $100  million  Arizona 
School  Facilities  Board  contract  were  sup- 
posed to  have  been  booked  after  Qwest 
installed  the  computer  equipment- 
something  that  was  scheduled  to  take 
place  over  18  months.  Instead,  the  com- 
pany separated  the  hardware  portion  of 
the  sale  from  the  installation,  claimed  the 
equipment  was  shipped  by  June,  and 
booked  $33  million  in  revenues  and  $6.5 
million  in  profits  before  the  installation 
had  been  done. 

HEAVY  BLOWS 

DURING  A  GRUELING  and  often  tedious 
seven-week  trial,  prosecutors  landed 
some  heavy  blows.  One  key  witness,  for 
instance,  was  Mark  Iwan,  the  former 
Arthur  Andersen  LLP  partner  in 
charge  of  the  Qwest  account.  He 
testified  that  he  told  defendants 
Grant  P.  Graham  and  Bryan  K. 
Treadway  that  to  book  the  equip- 
ment sales  early,  the  company 
would  have  to  meet  several  tests, 
including  having  the  customer 
request  the  change.  Iwan  said  he 
wanted  confirmation  of  that  in  a 
letter  from  the  client. 

Philip  E.  Geiger,  the  former 
head  of  the  Arizona  School  Facil- 
ities Board,  testified  that  Qwest 
representatives,  including  defen- 
dant Thomas  W.  Hall,  a  senior 
vice-president  of  sales,  drafted  let- 
ters on  School  Facilities  Board 
stationery  that  made  it  look  like 
the  state  had  asked  for  the 
change.  Geiger  testified  that  he 
hastily  signed  the  letters  at  an  air- 
port after  being  assured  that  the 
state  wouldn't  actually  have  to 
pay  Qwest  until  the  equipment 
was  installed.  "There  was  kind  of 
a  veiled  threat,"  he  said,  "that  if 
we  did  not  execute  these  orders, 
the  equipment  would  not  be 
available." 

Despite  such  seemingly  clear 
evidence  of  fraud,  jurors  could  not 
convict  anyone.  George  Gerstle,  a 
46-year-old  manager  at  the  Col- 
orado Transportation  Dept  who 
served  as  foreman,  says  he  and 
nine  other  jurors  voted  to  convict 
Graham  and  Hall  on  some  of  the 
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charges,  but  in  each  case  two  jurors  found 
them  not  guilty.  "Certain  members 
couldn't  see  beyond  a  reasonable  doubt 
that  there  was  bad  intent,"  Gerstle  said. 
"Our  understanding  of  the  law  was  that 
they  had  to  intend  to  commit  a  crime. 
People  don't  put  that  in  e-mails." 

Getting  over  the  hurdle  of  criminal  in- 
tent has  become  a  serious  problem  for 
prosecutors  in  cases  involving  sophisti- 
cated business  issues.  Former  Tyco  Inter- 
national Ltd.  Chairman  L.  Dennis 
Kozlowski  is  still  a  free  man  because  one 
juror  in  his  criminal  trial  had  doubts 
about  his  intent  to  steal  from  his  company. 

EXTRANEOUS  INFORMATION 

IN  THE  QWEST  CASE,  though,  proving 
criminal  intent  was  not  the  govern- 
ment's only  problem.  Juror  Barbara 
Carmichael,  a  55-year-old  housewife, 
told  BusinessWeek  that  she  and  other  ju- 
rors felt  the  government  presented  too 
much  extraneous  information.  Prosecu- 
tors called  eight  witnesses  from  Cisco 
Systems  Inc.,  which  supplied  equipment 
to  Qwest,  for  example,  even  though 
their  contribution  was  minimal.  Two 
witnesses,  says  Carmichael,  would  have 
done  the  job.  "We  felt  there  was  a  whole 
lot  of  information,  [but]  nothing  we 
could  grab  hold  of,"  she  says. 

The  U.S.  Attorney's  Office  in  Denver 
says  it's  continuing  its  investigation  into 
other  criminal  activity  at  Qwest.  Many 
longtime  Qwest  watchers  believe  the 
government's  ultimate  goal  is  to  find  a 
link  to  Nacchio,  if  one  exists.  Next  to  for- 
mer Enron  Corp.  Chairman  Kenneth  L. 
Lay,  Nacchio  is  one  of  the  most  impor- 
tant icons  of  the  recent  corporate  scan- 
dal wave  who  has  yet  to  be  indicted. 

The  recent  trial  loss  bodes  poorly, 
though,  for  any  criminal  case  against 
Nacchio.  The  prosecutors  won't  be  able 
to  flip  any  witnesses  to  testify  against  the 
ex-CEO.  Worse,  no  smoking-gun  docu- 
ments or  testimony  emerged  during  the 
trial  linking  Nacchio  to  any  criminal  ac- 
tivities at  the  company.  Anschutz'  name 
never  came  up  at  the  trial. 

Still,  there's  no  shortage  of  dirty 
laundry  at  Qwest,  including  many  oth- 
er instances  of  apparent  fraud.  So  Nac- 
chio, Anschutz,  and  other  former  exec- 
utives aren't  necessarily  in  the  clear. 
But  so  far  they  seem  to  have  eluded  the 
grasp  of  government  lawyers.  Last  De- 
cember, for  instance,  the  SEC  notified  a 
dozen  former  Qwest  employees  that  it 
was  considering  bringing  charges 
against  them.  Neither  Nacchio  nor  An- 
schutz was  among  them.  ■ 

-By  Christopher  Palmeri  in  Los  Angeles 
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The  Class  Action 
That  Wouldn't  Quit 

The  cost  ofWyeth's  diet-drug  disaster: 
$16.6  billion.  And  the  claims  keep  coming 


IT'S  A  HEADACHE  NO  PILL  CAN 
cure.  For  Wyeth  Corp.  investors,  the 
company's  diet-drug  woes  are  pro- 
ducing one  surprise  after  another— 
and  none  of  them  positive.  First,  its 
two  diet  drugs,  Pondimin  (the  fen 
in  the  diet-drug  cocktail  fen-phen) 
and  Redux,  were  withdrawn  from  the 
market  in  1997  after  they  were  linked  to 
valvular  heart  disease.  Then,  over  the  en- 
suing years,  the  cost  of  the  problem  con- 
tinued to  escalate— with  the  company  tak- 
ing big  charges  for  the  mess  ever  since. 

Now  it  looks  like  the  final  tab  is  likely 
to  go  higher  still.  A  $3.75  billion  settle- 
ment trust  designed  in  2000  to  compen- 
sate those  who  suffered  valve  damage  af- 
ter taking  the  drugs  is  near  collapse,  as  a 
flood  of  claims  threatens  to  overwhelm  it. 
In  early  May,  the  court  agreed  to  tem- 
porarily halt  payouts  from  the  trust  to 
people  with  the  least  serious  injuries 
while  a  new  deal  gets  worked  out.  Many 
plaintiffs'  attorneys  believe  the  odds  are 


good  that  enough  diet-drug  users  will, 
agree  to  go  along  with  a  new  arrange- 
ment—which in  turn  would  drastically 
lower  payments  to  some  claimants.  But  if 
a  new  accord  can't  be  reached,  the  trust 
would  likely  go  bust,  forcing  some  plain- 
tiffs to  go  after  Wyeth  in  federal  court. 

Meanwhile,  Wyeth's  estimate  of  the 
ultimate  cost  of  the  debacle  keeps  ris- 
ing—to $16.6  billion  and  counting. 
While  much  of  that  was  paid  out  to  settle 
earlier  cases,  billions  more  in  potential 
liability  are  piling  up.  If  s  no  surprise  that 
the  stock,  now  at  around  $38,  is  down 
about  15%  since  a  mid-January  peak. 
"The  world  has  underestimated  the 
magnitude  of  liability  here,"  says  Pru- 
dential Equity  Group  analyst  Dr.  Timo- 
thy M.  Anderson. 

The  diet-drug  disaster  serves  as  a  cau- 
tionary tale  for  any  company  trying  to  dig 
its  way  out  from  under  an  avalanche  of 
product-liability  cases.  The  terms  of  the 
settlement  Wyeth  agreed  to  may  have,  in 


Wyeth's  Tortured  Tale 


The  diet 
drugmaker  has 
a  huge  liability 
from  its 
withdrawn 
diet  drugs  even 
after  aggressive 
efforts  to  limit 
the  liability. 
Highlights  of 
the  struggle: 


SEPTEMBER,  1997  Wyeth  takes  its  diet  drugs  Redux  and 
Pondimin  (the  fen  in  the  fen-phen  combination)  off  the  market. 

AUGUST,  2000  U.S.  District  Court  approves  Wyeth's  $3.75 
billion  settlement  to  resolve  many  diet-drug  claims. 

NOVEMBER,  2002  Overwhelmed  by  a  flood  of  claims,  the  trust 
set  up  to  run  the  settlement  wins  the  right  to  subject  each  claim 
to  a  review. 

APRIL,  2003  The  trust  hires  former  federal  prosecutor  Richard 
L.  Scheff  to  investigate  what  it  believes  are  thousands  of 
fraudulent  claims  that  threaten  to  bust  the  trust. 

MAY,  2004  Wyeth  and  the  plaintiff  attorneys  battling  the  trust 
over  claims  strike  a  tentative  deal  to  create  a  new  fund  that 
would  prevent  the  original  settlement  from  going  bust.  But 
many  diet-drug  users  will  get  payouts  that  are  a  fraction  of  the 
dollar  amount  under  the  original  deal. 
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act,  increased  the  ultimate 
jill.  That's  because  the 
leal  spawned  an  army  of 
awyers,  doctors,  and  oth- 
ers who  spread  out  to  re- 
:ruit  as  many  patients  as 
wssible  who  might  have 
iuffered  the  heart-valve 
lamage  associated  with 
he  drugs. 

That  can  be  true  of  any 
lumber  of  large  class  ac- 
ions.  But  the  nature  of  the 
njury  associated  with 
Afyeth's  diet  drugs— in- 
volving leakage  of  certain 
leart  valves— can  be  diffi- 
rult  to  pinpoint  with  a 
ugh  degree  of  accuracy, 
kid  that  makes  eligibility 
particularly  tricky  and 
;asy  to  game.  The  result: 
Hie  number  of  claims  has 
ar  outrun  anticipated  lev- 
:1s.  On  top  of  that,  there 
ire  50,000  individual  law- 
;uits— cases  filed  by  peo- 
)le  who  got  tested  under 
he  original  settlement 
ind  then  decided  to  opt 
nit  of  the  deal  and  sue  di- 
ectly.  Prudential's  Ander- 
;on  figures  Wyeth  may  be 
acing  as  much  as  $75  bil- 
ion  more  to  resolve  the 
natter.  "Wyeth  underesti- 
nated  the  ability  of  the  le- 
;al  profession  to  mobilize 
or  this  sort  of  major  tort 
ssue,"  says  CIBC  Oppen- 
leimer  analyst  Mara 
joldstein. 

The  original  settlement 
vas  aimed  at  getting  money  to  victims 
juickly  and  without  a  big  fight.  In  fact, 
he  opposite  has  happened.  After  being 
nundated  with  claims,  the  trust  contend- 
ed that  thousands  appeared  questionable, 
generated  by  attorneys  who  created  as- 
sembly-line claims-processing  services 
vith  the  help  of  well-paid  physicians  and 
nedical-testing  firms.  So  the  trust  hired 
Richard  L.  Scheff,  a  former  federal  prose- 
:utor,  in  April,  2003,  to  ferret  out  the  al- 
eged  frauds.  The  trust  has  since  sued  two 
:ardiologists  it  says  signed  off  on  bogus 
ilings— one  of  whom  vouched  for  about 
2,500  claims  alone.  In  the  process,  pay- 
nents  have  nearly  ground  to  a  halt.  "I've 
net  all  the  deadlines  and  have  done 
everything  they  told  me  to  do,"  says  April 
Linder,  a  36-year-old  mother  of  two  who 
iwaits  a  $500,000  claim  review. 

How  did  Wyeth's  plan  go  so  wrong?  Un- 


ON HOLD  Claimant 
Linder  is  still  waiting 
as  payments  have 
ground  to  a  near-halt 


der  the  2000  settlement,  patients 
would  get  echocardiograms— 
which  use  sound  waves  to  study 
the  heart— to  determine  whether 
they  had  heart-valve  damage  after 
having  used  the  drugs.  Depending  on  the 
level  of  damage— as  well  as  other  factors 
such  as  age  and  other  health  problems— 
they  would  get  payments  ranging  from 
$25,000  to  $1.5  million. 

AMBIGUOUS  SCIENCE 

BUT  AS  CLAIMS  STARTED  flowing  in, 
Wyeth  and  the  trust  realized  the  cases  and 
bills  far  exceeded  what  had  been  project- 
ed. Facing  what  it  described  in  court  pa- 
pers as  a  "process  hijacked  by  lawyers 
stamping  out  tens  of  thousands  of  base- 
less claims,"  the  trust  went  on  the  offen- 
sive and  hired  Scheff.  His  investigation  ze- 
roed in  on  more  than  a  dozen  doctors  who 
signed  off  on  thousands  of  claims  and 
earned  millions  of  dollars  from  plaintiffs' 
lawyers.  In  some  cases,  the  attorneys  paid 
them  higher  fees  if  their  reviews  found  a 
patient  qualified  for  a  claim. 


Scheff  s  team  has  now  sued  two  doctors, 
New  York  cardiologist  Dr.  Richard  L. 
Mueller  and  Dr.  Linda  J.  Crouse,  a  physi- 
cian in  Kansas  City,  Mo.,  for  allegedly  de- 
frauding the  trust.  Crouse  has  denied  do- 
ing anything  improper  and  has  filed  a 
counterclaim,  charging,  among  other 
things,  that  the  trust  has  "engaged  in 
an... effort  to  discredit  and  ruin"  her  and 
has  created  an  atmosphere  "akin  to  the 
Salem  Witch  Trials."  Wayne  E.  Cousin, 
Mueller's  attorney,  says  his  client  is  seek- 
ing to  dismiss  the  charges  and  that 
Mueller  "performed  and  interpreted  the 
echocardiograms  properly  at  all  times." 
The  trust  is  also  trying  to  block  test  results 
from  one  so-called  echo  mill,  which  con- 
ducted more  than  70,000  echocardio- 
grams on  diet-drug  users. 

Fraud  may  be  one  of  Wyeth's  problems, 
but  so  is  the  ambiguous  science  involved 
in  the  allegedly  related  disease.  Dr.  Cather- 
ine M.  Otto,  a  professor  of  medicine  at  the 
University  of  Washington  who  has  con- 
sulted for  the  trust,  says  a  small  amount  of 
heart-valve  leakage  is  common,  though 
most  people  won't  develop  a  heart  prob- 
lem as  a  result.  Determining  from  an 
echocardiogram  what  leakage  is  normal 
and  what's  dangerous  is  tricky.  The  stan- 
dard Wyeth  uses  may  be  capturing  those 
with  normal  leakage.  "The  definition  they 
used  included  a  lot  of  people  where  the 
valve  leaks,  but  it  won't  cause  a  problem," 
Otto  notes. 

Given  that  reality,  even  if  blatantly 
fraudulent  claims  were  stripped  out,  the 
diet-drug  trust  could  still  be  in  danger  of 
running  out  of  money.  So  Wyeth  is  trying 
to  create  a  fund  to  pay  out  the  bulk  of  the 
claims— 40,000  at  last  count— that  involve 
people  with  relatively  minor  valve  leakage. 
Patients  would  only  get  a  fraction  of  what 
was  promised  in  the  original  settlement, 
but  they  would  be  guaranteed  something. 
People  with  more  serious  injuries,  includ- 
ing those  who  need  valves  replaced,  will 
still  get  the  more  generous  sums  laid  out  in 
the  2000  deal. 

That  would  still  leave  about  50,000 
people  who  have  taken  a  pass  on  the  set- 
tlement and  are  suing  Wyeth  in  court. 
And  while  the  judge  overseeing  all  the 
diet-drug  litigation  has  limited  some  of 
the  allowable  evidence,  that  restriction 
could  be  eliminated  on  appeal  by  the 
trial  lawyers— and  Wyeth's  tab  could 
balloon.  "That  is  an  iceberg  floating 
toward  Wyeth  right  now,"  says  George 
M.  Fleming,  an  attorney  representing 
9,000  such  diet-drug  users.  And  yet 
another  potential  nasty  surprise  for 
Wyeth  investors.  ■ 

-By  Amy  Barrett  in  Philadelphia 
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Social  Issues  Health  Care 


Whose  Plan 
Is  Healthier? 

Bush  and  Kerry  offer  voters  starkly 
contrasting  ideas  on  health  insurance 


OP  QUIZ:  ON  WHAT  ISSUE 
do  President  Bush  and 
|  Senator  John  F.  Kerry  (D- 
Mass.),  his  likely  Democra- 
tic challenger,  differ  most 
sharply?  Nope,  it's  not 
Iraq.  And  it  isn't  even  the 
economy.  The  real  contrast  between 
them:  health  care. 

The  two  candidates  offer  voters  a  stark 
choice.  Kerry  would  spend  more  than 
$900  billion  over  the  next  decade  to  shore 
up  the  current  health  insurance  system 
(table).  Nearly  all  Americans,  including 
most  of  the  44  million  who  are  uninsured, 
would  get  coverage  either  through  their 
job  or  through  government  programs. 
Says  Emory  University  health  economist 
Kenneth  E.  Thorpe:  "Kerry  takes  the  ex- 
isting structure  and  builds  on  it." 

By  contrast,  Bush  is  proposing  an 
agenda  that,  at  first  glance,  seems  far 
more  modest.  The  centerpiece:  Some  $90 
billion  in  tax  breaks  over  10  years  to  en- 
courage people  to  buy  individual  insur- 
ance. This  would  only  slice  the  ranks  of 
the  uninsured  by  less  than  4  million.  But 
it  could  be  the  first  step  toward  a  dramat- 
ic shift  in  the  way  Americans  buy  insur- 
ance, sharply  reducing  the  role  of  em- 
ployers as  their  source  of  coverage. 
"We've  got  to  fundamentally  change  the 
way  health  care  is  delivered,"  says  Bush 
campaign  aide  Megan  Hauck. 

Both  campaigns  are  trying  to  tap  into 
Americans'  deep  concern  about  the  cost 
and  availability  of  health  insurance.  Nei- 
ther candidate  actually  has  much  of  a 
plan  for  tackling  runaway  medical  costs. 
Instead,  each  focuses  primarily  on  help- 
ing the  uninsured,  who  make  up  more 
than  15%  of  the  population.  Roughly  half 
go  without  insurance  for  18  months  or 
more.  Yet  many  more  Americans  fear  los- 
ing coverage:  Fully  64%  worry  about  be- 
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ing  able  to  afford  care,  more  than  fear  a 
terrorist  attack  or  losing  their  job,  accord- 
ing to  a  poll  completed  on  May  4  by  the 
Henry  J.  Kaiser  Family  Foundation. 

The  candidates'  sharply  differing  ap- 
proaches mirror  a  long-standing  debate 
in  Washington.  While  companies, 
unions,  health-care  providers,  and  con- 
sumers joined  forces  for  Cover  the  Un- 
insured Week  on  May  10-16,  they  have 


been  unable  to  agree  on  how  to  solve  the 
problem.  An  airing  in  the  November  elec- 
tion could  force  a  compromise  in  2005, 
but  for  now  "the  prospects  for  doing  any- 
thing are  foul,"  says  Brookings  Institu- 
tion economist  Henry  J.  Aaron. 

COVERAGE  BLITZ 

The  biggest  downside  to  the  Kerry  plan  is 
its  massive  cost.  He  would  spend  more 
than  $500  billion  to  boost  state-run 
health  programs  for  the  poor,  including 
Medicaid  and  the  State  Children's  Health 
Insurance  Program.  An  additional  $250 
billion  would  shore  up  the  employer  sys- 
tem by  insuring  companies  against  indi- 
vidual workers'  catastrophic  health  ex- 
penses. The  remaining  $150  billion 
would  help  small  businesses  and  workers 
between  jobs  by  providing  tax  subsidies 
to  help  pay  for  individual  coverage  and 
for  insurance  through  the  Federal  Em- 
ployees Health  Benefit  Program.  These 
steps  would  cover  about  27  million  unin- 
sured, figures  Thorpe. 

To  pay  for  all  this,  Kerry  would  roll 
back  Bush's  tax  cuts  for  those  earning 
more  than  $200,000  a  year.  He  also 
claims  he  would  save  $300  billion  over  10 


$9  billion  a  year  in  tax  incentives  to 
encourage  individuals  to  buy  their 
own  insurance. 
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PLAN 
f 


Up  to  $90  billion  a  year  to  subsidize 
employer  plans  and  expand  federal 
coverage  for  low-income  families. 


Helps  workers  who  aren't  offered  or 
can't  afford  employer-based  insurance. 
Allows  individuals  to  tailor  coverage  to 
their  own  needs. 

The  individual  insurance  market  barely 
exists  today.  And  the  sick  are  often 
uninsurable  outside  of  a  group  plan.  Also, 
the  $9  billion  would  only  cover  a  few. 


PROS 
CONS 


Builds  on  existing  employer  system, 
covers  most  of  uninsured,  and  would 
make  insurance  available  through  a 
purchasing  pool. 

Complex,  very  costly.  Makes 
questionable  assumption  that  its 
$900  billion  price  tag  would  be  partially 
offset  by  $300  billion  in  savings. 
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A  Passion  to  Perform 


Pulling  together. 


Here's  to  strength  in  depth.  To  many,  working  as  one. 

At  Deutsche  Bank  we  share  your  passion  for  working  in 
synch,  for  the  power  of  teamwork,  for  delivering  the  firm. 

It's  what  makes  us  one  of  the  world's  leading  financial 
institutions.  And  it's  why  the  most  demanding  clients  in 
the  US,  and  around  the  world,  trust  us  to  perform. 

Across  regions,  across  multiple  competencies.  Delivering 
intellectual  leadership,  far-reaching  insights,  outstanding 
solutions. 

Are  you  ready? 
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Deutsche  Bank 


Deutsche  Bank  Securities  Inc  .  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States. 


ADVERTISEMENT 

OSRAM  SYLVANIA 

Improves  Sales 
Effectiveness 
with  Centra 


For  OSRAM  SYLVANIA,  one  of 
the  largest  lighting  and  materials 
companies  in  North  America, 
sales  training  had  become  a 
costly  and  time-consuming 
endeavor.  The  company  turned 
to  Centra  to  increase  the 
speed  and  effectiveness  of 
employee  and  customer  training 
programs,  saving  hundreds  of 
thousands  of  dollars  in  travel- 
related  training  costs. 

"With  Centra,  we  can  easily 
connect  our  dispersed 
workforce  online  for  real-time 
training,  using  fully  integrated 
voice-over-IP,  for  fast  delivery  of 
knowledge,  product  infor- 
mation and  skills."  said  Laurie 
Hemmings,  Manager  of 
eLearning,  OSRAM  SYLVANIA. 
"Centra  is  helping  us  improve 
communications,  reduce 
operational  costs  and 
increase  productivity." 

Centra  proved  invaluable  for 
the  launch  of  Daylight™  last 
February.  A  breakthrough 
product  that  offers  consumers 
"the  next  best  thing  to  natural 
sunlight,"  the  company  had  only 
three  weeks  to  get  its  sales  force 
up-to-speed  before  Daylight  hit 
the  market. 

"By  integrating  Centra  software 
into  the  overall  marketing 
program,  we  were  able  to 
provide  just-in-time  product  and 
market  training  to  sales  by  the 
launch  date,"  said  Hemmings. 
'This  was  a  real  win  for  us  in  that 
we  could  accelerate  producx 
time  to  market  and  maintain  our 
competitive  edge." 


Social  Issues 


m  Centra* 

Get  work  done  like  never  before' 
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years  by  deploying  both  information 
technology  and  disease  management 
programs,  in  which  people  at  risk  for 
chronic  illness  are  identified  early  and  put 
on  aggressive  prevention  programs. 

RADICAL  CHANGE? 

SOUNDS  GOOD  on  paper,  but  there  are 
major  hurdles  even  if  the  staggering 
price  tag  is  politically  acceptable.  To 
start,  Harvard  University  health  econo- 
mist David  M.  Cutler  questions  whether 
Kerry's  plan  would  achieve  all  the  sav- 
ings he  promises,  even  though  Cutler 
strongly  backs  the  use  of  disease  man- 
agement programs. 

More  fundamentally,  a  large  expansion 
of  public  programs  could  end  up  threat- 
ening the  employer-based  system  Kerry 
wants  to  bolster.  If  too  many  employees 
become  eligible  for  government  insur- 
ance, companies  may  simply  drop  their 
coverage,  throwing  still  more  workers 
onto  the  public  rolls.  Already,  three-quar- 
ters of  the  uninsured  have  jobs.  Some 
work  at  companies  that  don't  offer  insur- 
ance; barely  half  of  small  businesses  have 
a  health  plan,  according  to  the  Kaiser 
Foundation.  Other  workers  are  eligible 
but  can't  or  won't  pay  the  premiums. 

Bush  takes  a  more  modest  approach 
that  may  lead  to  far  more  radical  change. 
His  $90  billion  would  pay  for  tax  credits 
and  new  deductions  for  health  insurance 
premiums  for  those  who  don't  have  cov- 
erage at  work.  By  giving  Americans  an  in- 
centive to  shop  for  and  buy  their  own 
health  coverage,  say  Heritage  Foundation 
economist  Stuart  M.  Butler  and  other  con- 
servative advocates,  individualized  insur- 
ance would  lead  to  more  choice  and  inject 
market     discipline     into     the     indus- 
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UNCOVERED  try,  ultimately  hold- 
Seeking  answers  ing    down    medical 
at  a  health  fair  in  inflation 
Albuquerque  As    it    stands5 

Bush's  plan  for  tax 
credits  of  up  to  $1,000  won't  entice  many 
workers  to  abandon  the  employer-based 
system.  But  many  conservatives  hope— 
and  liberals  fear— that  encouraging  such 
a  decision  is  exactly  what  Bush  is  plan- 
ning for  a  second  term.  "You  should  look 
at  your  place  of  work  as  where  you  sign 
up  for  insurance  rather  than  determining 
what  insurance  you  buy,"  says  Butler. 

Such  a  dramatic  change  would  require 
a  bigger  policy  shift  than  Bush  is  willing 
to  endorse  today.  Currently,  employer- 
sponsored  insurance  enjoys  two  massive 
tax  benefits.  Companies  get  a  tax  deduc- 
tion for  the  premiums  they  pay,  and 
workers  receive  those  company-paid  ben- 
efits tax-free— a  break  worth  as  much  as 
$180  billion  a  year,  according  to  congres- 
sional estimates.  To  truly  level  the  playing 
field  between  individual  and  company  in- 
surance, conservatives  would  require 
workers  to  pay  taxes  on  some  of  the  value 
of  employer-provided  insurance  but  give 
them  tax  breaks  for  buying  insurance  on 
their  own.  Companies  would  continue  to 
enjoy  their  tax  break. 

That's  a  far  more  controversial  step 
than  Bush  is  likely  to  propose  in  a  tight 
reelection  campaign.  Even  many  busi- 
nesses, whose  employees  would  lose  a 
generous  tax  break,  are  wary  of  such  a 
step.  Nonetheless,  even  his  far  more 
modest  tack  for  the  short  term— and  its 
contrast  with  Kerry's  ambitious  defense 
of  the  existing  system— may  help  kick  off 
an  important  debate  this  year.  ■ 

-By  Howard  Gleckman  in  Washington 
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U.S.  Factories: 
Falling  Behind 

Why  America's  old-line  industries  are 
trailing  in  the  global  productivity  stakes 


- 


IN  MANY  WAYS,  THE  LAST  FEW 
years  should  have  been  a  golden  era 
for  American  manufacturers.  Since 
1997,  the  productivity  of  U.S.  facto- 
ries has  soared,  rising  at  a  4.6%  an- 
nual average  rate.  That's  the  fastest 
sustained  rise  in  manufacturing 
productivity  in  at  least  40  years,  and  well 
ahead  of  the  1960s  heyday  of  U.S.  indus- 
trial prowess. 

Yet  despite  these  gains,  the  U.S.  factory 
sector  all  but  imploded.  Domestic  factory 
output  is  still  down  2%  from  its  2000 
peak,  while  imported  goods  are  up  8%. 
Some    3    million    factory 
jobs— one  in  every  six— have    RpvOff  H 
been  lost  since  the  last  peak    1J*~j*Jm-* 
in  mid-2000.  And  while  the    3.Ut0S  and 
manufacturing  sector  is  fi-    •■•    •* 
nally  expanding  and  hiring    illgll  tCCll} 
again— up  37,000  jobs  since 
January— no    one    expects 
domestic  manufacturers  to 
ever  recover  the  ground  lost 
to  overseas  competitors. 

Economists,       business 
leaders,  and  politicians  give 
all  sorts  of  reasons  for  the 
dire  state  of  U.S.  manufacturing:  Compe- 
tition from  low-wage  offshore  factories, 
an  excessively  strong  U.S.  dollar,  high 
corporate  taxes,  and  the  rising  bill  for  em- 
ployee and  retiree  benefits. 

But  there's  a  more  surprising  explana- 
tion for  why  U.S.  manufacturers  have 
fared  so  poorly.  Fact  is,  as  fast  as  Ameri- 


efficiency 

fains  have 
eenweak 


can  factories  have  improved  productivity 
and  cut  costs,  foreign  competitors  in  Asia 
and  Europe  have  charged  ahead  even 
faster.  Especially  outside  of  the  high-tech 
and  auto  sectors,  investment  and  innova- 
tion has  languished  in  many  old-line  in- 
dustries, turning  much  of  manufacturing 
into  a  technological  backwater.  "Every- 
body's talking  about  high  rates  of  growth 
in  productivity,''  says  Barry  P.  Bosworth, 
a  senior  fellow  in  economic  studies  at  the 
Brookings  Institution.  "But  it's  in  two  ar- 
eas: high  technology  and  services.  The 
rest  of  the  goods-producing  industries 
have  not  shared  in  this." 

Instead,  many  manufac- 
turers shifted  to  an  end- 
game strategy  in  the  second 
half  of  the  1990s.  Rightly  or 
wrongly,  they  skimped  on 
capital  spending  and  inno- 
vation, assessing  that  the 
payoffjust  wasn't  there.  Be- 
tween 1995  and  2001,  when 
the  most  recent  data  ends, 
the  stock  of  equipment  and 
software  used  by  manufac- 
turers  increased  by  only 
19%.  That's  far  smaller  than  the  43%  in- 
crease in  the  rest  of  the  private  sector. 
And  while  manufacturers  spent  $109  bil- 
lion of  their  own  funds  on  research  and 
development  in  2001,  some  67%  of  that 
was  in  high  tech,  pharmaceuticals,  med- 
ical equipment,  or  autos.  On  average, 
other  manufacturing  industries  devoted 
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less  than  2%  of  domestic  sales  to  R&D. 

As  a  result,  U.S.  factories  haven't  kept 
up  with  foreign  rivals.  The  labor  cost  of  a 
unit  of  factory  output  fell  at  a  0.4%  annu- 
al rate  from  1997  to  2002  (the  most  recent 
year  for  comparative  data).  That's  an  ex- 
cellent number,  historically— but  unfortu- 
nately, production  costs  were  falling  even 
faster  in  countries  such  as  Japan,  Korea, 
Taiwan,  and  even  France  (chart,  page  96). 
And  while  the  Bureau  of  Labor  Statistics 
doesn't  track  Chinese  manufacturing,  the 
odds  are  that  factory  costs  are  falling 
faster  in  that  country  as  well. 

Innovation  has  enabled  some  parts  of 
U.S.  manufacturing  to  boost  productivi- 
ty and  continue  expanding  their  output 
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n  the  face  of  foreign  competition.  Man- 
ifacturers  of  info-tech  equipment— such 
is  computers  and  networking  gear— 
lave  turned  out  average  annual  produc- 
ivity  gains  in  excess  of  30%  since  1997. 
told  in  the  auto  industry— which  has 
naintained  its  heavy  investment  in 
t&D— output  per  worker  rose  at  a  more 
han  4%  annual  rate  from  1997  to  2003. 

NNOVATIONRUT 

JUT  THESE  TWO  high-productivity  sec- 
ors— high  tech  and  automobiles— ac- 
:ount  for  pretty  much  the  entire  increase 
n  U.S.  manufacturing  output  since  the 
niddle  of  the  1990s.  For  example,  since 
.997  total  manufacturing  output  is  up  by 
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19%,  according  to  the  Federal  Reserve. 
Take  out  autos  and  high-tech,  and  output 
in  the  rest  of  manufacturing  has  only 
grown  by  less  than  1%  over  the  past  seven 
years— a  paltry  gain. 

The  problem  is  that  many  of  the 
biggest  old-line  industries  still  suffer  from 
slow  productivity  growth.  From  1997  to 
2003,  output  per  worker  grew  at  less  than 
2.5%  per  year  in  such  industries  as  furni- 
ture, food  processing,  paper  products, 
printing,  primary  metals,  and  machinery. 

After  100  years  of  technological  refine- 
ment, it  may  be  that  all  the  innovation  has 
been  wrung  out  of  many  industries. 
"With  19th  and  20th  century  technolo- 
gies, almost  by  definition,  most  of  the  in- 
novative sources  of  productivity— the  use 
of  technology  to  improve  the  inherent  per- 
formance of  the  products— have  been  dis- 
covered," observes  Adrian  T.  Dillon,  for- 
merly CFO  of  Eaton  Corp.,  a  large 
manufacturer  of  industrial  and  automo- 
tive components,  and  now  CFO  of  Agilent 


SMURFIT-STONE  Chinese  rivals 
are  outspending  it  on  machirM 


Technologies  Inc.,  a  maker  of  testing  gear. 

The  aluminum  industry  offers  but  one 
example  of  this  innovation  rut.  Since  alu- 
minum was  first  refined  in  1886,  metal- 
lurgists have  slashed  the  amount  of  elec- 
tricity needed  to  turn  bauxite  into  the 
lightweight  metal,  yet  "the  process  is  ba- 
sically the  same  today  as  they  developed  in 
the  late  1800s,"  says  Richard  B.  Evans,  ex- 
ecutive vice-president  of  Alcan  Inc.,  the 
world's  No.  2  producer.  That  helps  explain 
why  productivity  in  the  industry  was  vir- 
tually flat  throughout  the  1990s. 

In  addition,  some  U.S.  companies  have 
chosen  not  to  develop  fully  new  technolo- 
gies that  might  have  the  potential  to  cut  la- 
bor costs.  For  example,  robotics  was  once 
hailed  as  a  way  of  replacing  expensive  fac- 
tory workers  with  machines.  In  fact,  the 
auto  industry  invested  heavily  in  robots  to 
do  welding  and  spray-paint  vehicles. 

However,  the  spread  of  robots  slowed  in 
the  1980s  because  they  were  judged  too 
unreliable  and  too  expensive  for  more  dex- 
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terous  tasks,  such  as  installing  wiring. 
"Humans  do  it  better,"  says  John  Paul 
MacDuffie,  a  management  professor  at 
the  Wharton  Business  School  at  the 
University  of  Pennsylvania. 

Nor  has  information  technology 
turned  out  to  be  a  panacea.  Certainly, 
computers  can  help  manufacturers 
gready  cut  inventories  and  tighten  sup- 
ply chains.  But  the  gains  they  achieve 
are  matched— and  sometimes  even 
topped— by  foreign  factories  that  have 
access  to  the  same  state-of-the-art 
hardware  and  software. 

Consider  Banta  Corp.,  a  $1.4-billion 
printing  company  in  Menasha,  Wis.  In 
2000, 70  employees  produced  by  hand 
360,000  page  plates  a  year  at 
its    book-printing    plant.    By 
2003,  all  the  input  material  was 
received  in  digital  form  and  as- 
sembled   on    Macintosh    G3 
computers,  enabling  50  em- 
ployees to  produce  454,000 
plates.  That's  an  80%  increase 
in  output  per  worker,  or  about 
25%  per  year. 

Yet  when  it  comes  to  the  all- 
important,  capital-intensive 
step  of  actually  printing  the 
book,  Banta  has  been  able  to 
boost  productivity  by  5%  a  year  by  in- 
stalling new  faster  and  wider  presses.  The 
rub?  Chinese  printers  are  buying  the  same 
$12-miUion  machines,  blunting  any  com- 
petitive edge  Banta  had  hoped  to  achieve. 

Or  look  at  Smurfit-Stone  Container 
Corp.'s  mill  in  Uncasville,  Conn.  General 
Manager  Paul  Hayes  is  proud  of  his 
cramped  factory,  which  dates  back  to  1910 
and  employs  107  people  to  spin  out  450 
tons  of  brawny  brown  paper  every  day. 
That's  12.5%  more  than  it  made  15  years 
ago,  with  the  same  headcount. 

But  the  heart  of  the  factory— the 
mulching,  rolling,  and  drying  machines 
that  turn  a  liquid  mash  of  old  boxes  into 
material  for  new  ones— is  growing  out- 
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dated  largely  because  the 
Chicago-based  company  has- 
n't installed  new  processing 
equipment  in  Uncasville  in 
those  15  years.  Indeed,  capi- 
tal investment  at  the  mill 
came  to  only  $1  million  last 
year.  Meanwhile,  over  the 
past  few  years,  papermakers 
overseas  have  invested  gen- 
erously in  the  latest  automat- 
ed machinery. 

It  becomes  a  vicious  cycle. 
With  few  prospects  for  big  returns,  it's 
hard  for  many  manufacturers  to  justify 
money  for  new  equipment.  That,  of 
course,  means  they're  hamstrung  as  they 
try  to  lift  productivity,  which  makes 
them  an  even  poorer  prospect  for  further 
investment. 

Instead,  many  factory-sector  execu- 
tives say  their  best  hope  is  to  hunt  for 
nickel-and-dime  savings.  For  example, 
Wilbur  L.  Ross  Jr.,  chairman  and  CEO  of 
WL  Ross  &  Co.,  a  private  investment  bank 
in  New  York,  assembled  International 
Steel  Group  Inc.,  now  the  nation's  second- 
biggest  integrated  steelmaker,  from  bank- 
rupt mills.  After  its  initial  public  offering 
last  December,  ISG  earned  $70.9  million 
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in  the  first  quarter,  on  sales  of  $1.8  billion 
Ross's  secret?  By  picking  out  the  best] 
factories  and  squeezing  out  labor  costs. 
Ross  hopes  ISG  can  compete  with  over- 
seas steelmakers— without  much  new 
equipment  "The  lack  of  capital  hinders 
productivity,"  says  Ross.  "But  the  capital 
markets  are  doing  their  job,  sorting  out 
where  to  get  the  best  rate  of  return." 

SYMPTOMATIC  RELIEF 

FOR  NOW,  the  cyclical  revival  in  U.S.  man- 
ufacturing is  relieving  some  gloom.  "We 
are  on  the  way  to  a  much  better  supply-de- 
mand balance,"  says  J.  Pedro  Reinhard. 
CFO  at  Dow  Chemical  Co.  Thanks  goes  in 
part  to  the  slumping  dollar,  which  makes 
imports  more  costly  and  U.S.  goods 
cheaper  overseas.  Jobs  are  returning,  too. 
The  National  Association  of  Manufactur- 
ers (NAM)  predicts  that  factory  payrolls 
will  grow  by  250,000  by  yearend. 

Over  the  long  haul,  though,  this  upturn 
looks  more  like  an  anesthetic  than  a  cure. 
The  sector's  share  of  gross  domestic  prod- 
uct slipped  to  13.9%  in  2002,  from  16.6% 
in  1997  and  18.7%  in  1987  And  while  the 
data  isn't  yet  available,  it  was  undoubted- 
ly lower  in  2003,  says  NAM  Chief  Econo- 
mist David  Huether. 

Still,  it's  far  too  pessimistic  to  write  off 
American  manufacturing.  As  the  high- 
tech  industry  showed  in  the  1990s,  a  burst 
of  innovation  can  keep  U.S.  manufactur- 
ers at  the  forefront  of  the  global  economy. 
And  as  the  auto  industry  has  proven,  sus- 
tained spending  on  R&D  and  capital 
equipment— along  with  a  willingness  to 
learn  from  foreign  rivals— can  help  U.S. 
manufacturers  compete.  But  the  progno- 
sis for  most  manufacturers  is  not  encour- 
aging. In  a  world  where  productivity  and 
investment  are  key,  many  of  the  country's 
oldest  factories  just  can't  measure  up.  ■ 
-By  Michael  Arndt  in  Chicago  and 
Adam  Aston  in  New  York 
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Now  It's  a  Girl  Thing 

Why  Hollywood  is  flipping  over  female  teens 


HOLLYWOOD  IS  SMITTEN 
with  teen  girls— and  not 
just  as  perky  daughters  or 
cute  girlfriends  on  the 
big  screen.  From  near-ob- 
scurity a  decade  ago,  they 
have  become  the  audi- 
nce  of  choice  for  many  filmmakers. 

Witness  the  explosion  of  girl-power 
riovies,  from  sappy  romantic  fantasies  to 
nappy  comedies.  Among  the  top  10  box 
iffice  draws  over  the  May  8  weekend: 
dean  Girls,  starring  17-year-old  Lindsay 
x)han  as  a  home-schooled  innocent  who 
•ecomes  queen  bee  of  a  high  school 
lique;  New  York  Minute,  with  teen  stars 
/lary-Kate  and  Ashley 
)lsen  as  bickering  twins 
>n  a  madcap  Manhattan 
dventure;  and  13  Going 
n  30,  with  Jennifer  Gar- 
ter as  a  girl  thrust  into 
he  body  and  life  of  her 
lder,  successful  self. 

The  sight  of  10- to  18- 
ear-old  females  queue- 
rig  up  at  the  ticket  win- 


SCREEN 
PRINCESSES 

(clockwise 
from  the  top) 
Jennifer 
Garner, 
a  scene  from 
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and  the 
Olsen  twins 


low  is  certainly  good  news  for  studios, 
yhich  have  watched  other  parts  of  their 
udience  fragment  or  drift  away  to  the 
Veb.  The  success  of  2001's  The  Princess 
diaries  and  2003's  Freaky  Friday,  which 
;rossed  more  than  $100  million  apiece  in 
he  U.S.,  took  many  by  surprise.  But  it 
houldn't  have— this  is  a  generation 
aised  on  seeing  girl  stars  in  music  and 
V,  such  as  Mandy  Moore  and  Hillary 
)uff,  migrate  to  the  big  screen.  It's  a 


group  that  enters  puberty  younger  than 
previous  generations,  gets  independence 
early  because  of  dual- career  households, 
and  is  gaining  in  equality  with  boys  in 
sports.  The  result:  confident  consumers 
who  want  to  see  images  of  themselves 
and  their  aspirations  in  movies,  says  Barb 
Martino,  who  runs  G  Whiz,  a  youth  mar- 
keting agency.  "They're  enjoying  teen- 
hood,"  says  Martino.  "The  girl  teen  and 


tween   marketplace  is   probably  more 
powerful  than  boys." 

That  said,  it's  also  a  group  that  can  be 
tough  to  please.  New  York  Minute  has  so 
far  wooed  mostly  girls  under  11,  grossing 
a  disappointing  $6.2  million  in  its  open- 
ing weekend.  The  Olsens'  cutesy  image 
may  not  play  well  with  an  older  crowd. 
And  The  Princess  Diaries'  success  has  yet 
to  be  replicated  in  modern-day  fairy 
tales,  from  Ella  Enchanted  to  The 
Prince  &  Me.  Maybe  the  formula 
just  gets  tired.  Jarrod  Moses,  CEO 
of  Alliance,  an  entertainment  de- 
velopment company,  figures  that 
teen  girls  are  "smart  and  cynical 
viewers  [who]  want  aspirational, 
empowering,  and  funny  stories." 
Mean  Girls  and  13  Going  on  30  fit 
the  bill.  Ensemble  casts,  edgy 
scripts,  and  heartthrobs  like  Ash- 
ton  Kutcher  don't  hurt,  either. 

B0YZ2MEN 

TEEN  BOYS  CERTAINLY  have 
their  particular  tastes  as  well,  but 
they  tend  to  blend  in  with  older 
male  audiences.  Action  movies 
and  video  games  attract  a  male 
fan  base  that  ranges  far  beyond 
the  teen  years.  Gross-out  humor 
or  featherbrained  scripts— what 
Julie  Friedlander  of  Zenith  Media 
refers  to  as  the  "Dumb  and  Dumb- 
er franchise"— also  have  appeal 
for  men  beyond  the  teen  years. 

Cynics  predict  that  Holly- 
wood's fixation  on  teen  girls  could 
fade  faster  than  a  high  school 
crush.  Still,  at  a  time  when  other 
groups  seem  tough  to  catch,  aim- 
ing for  a  large,  well-defined  target 
audience  has  appeal.  "Girls  are  at 
the  forefront  of  everyone's  mind 
these  days,"  says  Rachel  Geller, 
chief  strategic  officer  of  youth 
marketer  Geppetto  Group.  Even 
the  odd  frosty  reception  won't  de- 
ter moviemakers  from  wooing 
this  fickle  audience.  I 

By  Diane  Brady  in  New  York 
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Biotech  Frontier 


Repairing 
the  Engines 

of  life 


Can  research  into 
stem  cells  and  other 
advanced  techniques 
heal  ailing  hearts 
and  brains? 

BYARLENEWEINTRAUB 


DAVID  AMES  WAS  PADDLING 
out  to  sea  on  his  surfboard  in 
Cabo  San  Lucas  in  2002,  hop- 
ing to  catch  a  huge  wave  when 
he  realized  that  something 
was  terribly  wrong.  The  hard- 
core surfer,  cyclist,  and  weight 
lifter,  who  was  then  40,  didn't  have  the  muscle  to  even 
get  out  to  the  wave.  Several  months  later,  he  was  hand- 
ed a  cruel  diagnosis:  amyotrophic  lateral  sclerosis,  bet- 
ter known  as  Lou  Gehrig's  disease.  The  illness  destroys 
motor  neurons  in  the  brain  and  spinal  cord,  gradually 
robbing  victims  of  their  ability  to  move— and  ultimate- 
ly to  swallow  or  breathe.  There  is  no  cure,  and  patients 
are  unlikely  to  survive  more  than  five  years. 

Since  receiving  the  news,  Ames  has  tried  everything 
from  anti-inflammatory  drugs  to  Chinese  herbs.  Still, 
he  knows  his  best  hope  lies  in  something  that  has  yet 
to  be  discovered:  a  way  to  regrow  the  lost  nerve  cells  in 
his  brain.  Scientists  are  certain  it's  possible.  But  the  ef- 


fort to  turn  conviction  into  therapy  has  been  stymied 
by  research  setbacks,  funding  shortages,  and  a  politi- 
cal storm  surrounding  stem  cells.  These  cells  can  be  a 
universal  source  for  growing  the  body's  many  tissues, 
and  the  most  versatile  ones  are  harvested  from  human 
embryos,  drawing  censure  from  some  religious 
groups.  "It's  frustrating  when  you  have  a  disease  with 
a  fast  clock  on  it,"  says  Ames,  a  San  Francisco  lawyer. 
"We'll  get  there.  It's  just  a  matter  of  when." 

Ames's  story  captures  the  tragic  collision  of  hope 
and  promise  that  defines  the  nascent  field  known  as 
"regenerative  medicine."  A  growing  cadre  of  scientists 
in  academic  and  biotech  labs  across  the  world  are  pi- 
oneering a  new  approach  to  curing  disease.  Their  goal 
isn't  to  develop  drugs  that  slow  down  the  brain's  de- 
cline or  to  fight  heart  failure  by  formulating  copycat 
cholesterol-lowering  pills  and  telling  people  to  eat 
fewer  potato  chips.  Scientists  on  this  frontier  hope  to 
reprogram  the  human  body  to  heal  itself. 

Regeneration  is  biotech's  Holy  Grail— and  the  ulti- 
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mate  scientific  conundrum.  Most  living  creatures  are  hard- 
wired for  healing.  But  when  it  comes  to  regrowing  entire  body 
parts,  humans  are  curiously  deficient.  Sure,  if  we  scrape  a  knee, 
we  sprout  new  skin.  Our  livers  also  can  regenerate  to  some  de- 
gree. Even  a  severed  fingertip  will  grow  back  under  the  right 
circumstances.  But  that  pales  in  comparison  to,  say,  a  lowly 
newt,  which  can  regrow  a  leg,  tail,  jaw,  intestine,  spine— even 
parts  of  an  eye.  Scientists  wish  humans  could  do  the  same. 

Progress  Abroad 

MANY  RESEARCHERS,  AS  WELL  AS  patients  and  their  relatives, 
are  certain  that  stem  cells  offer  one  route  to  regeneration.  That's 
why  so  many  are  coming  forward  to  protest  tough  funding  re- 
strictions that  the  Bush  Administration  has  slapped  on  research 
into  stem  cells  derived  from  embryos.  "I  just  don't  see  how  we 
can  turn  our  backs  on  this,"  said  Nancy  Reagan  at  a  gala  event  on 
May  8  to  raise  money  for  stem-cell  research.  "We've  lost  so  much 
time  already,  and  I  can't  bear  to  lose  any  more." 

Therapies  flowing  from  such  research  might  one  day  help 
victims  of  Alzheimer's  disease— though  it's  unlikely  any  will  ar- 
rive in  time  to  help  the  former  President,  who  was  diagnosed  a 


decade  ago.  What's  noteworthy  is  the  groundswell  of  bipartisan  ■ 
support  for  stem-cell  work.  Nancy  Reagan's  comments  came  t 
just  days  after  206  members  of  the  House  of  Representatives  i 
signed  a  letter  to  George  W.  Bush  beseeching  him  to  ease  re- 
strictions, which  withhold  federal  grants  from  projects  involv-t 
ing  any  but  a  very  limited  set  of  cells  that  were  isolated  before  i. 
the  government  imposed  the  ban.  g 

Academic  activists  have  another  reason  to  press  for  lifting  f 
the  ban:  Embryonic  stem-cell  research  is  progressing  quickly  in  % 
Europe  and  Asia,  which  means  hamstrung  U.S.  labs  could  findjt. 
themselves  upstaged  in  an  important  branch  of  an  emerging 
science.  "The  federal  government  walked  away  from  a  great  op- 
portunity. The  U.S.  could  lose  its  competitive  edge,"  says  David 
T  Scadden,  professor  of  medicine  at  Harvard  University  and  co- 
director  of  a  new  stem-cell  research  institute  there. 

Much  of  the  regeneration  crusade  is  focused  on  the  twin  en-fev 
gines  of  life:  the  brain  and  the  heart.  Nowhere  is  the  need  forfc 
new  treatments  more  urgent.  Heart  disease  kills  more  thank 
700,000  Americans  each  year,  making  it  the  leading  cause  of& 
death  in  the  U.S.  An  additional  200,000  people  die  of  stroke,* 
Alzheimer's,  Parkinson's,  and  other  brain  disorders.  The  cost  ot 
these  scourges  is  a  crippling  $400  billion  annually,  at  least  $15  \ 
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llion  of  which  is  spent  on  drugs  that  do  little  more  than  treat 
mptoms.  That's  all  today's  drugs  can  do.  After  all,  when  a 
vath  of  heart  muscle  is  starved  of  oxygen  during  a  heart  at- 
ck,  it  dies.  Nothing  can  revive  it. 

As  the  battle  over  embryonic  stem  cells  rages  on,  several 
otechs  are  uncovering  promising  regenerative  therapies  from 
uch  less  controversial  materials.  Some  companies  are  study- 
g  adult  cells  that  can  be  plucked  from  muscle  or  bone  mar- 
iw,  then  planted  into  patients  to  stimulate  repair.  Others  are 
:arching  for  proteins  that  might  harness  the  body's  innate 
)ility  to  regenerate  itself.  The  first  such  treatments  could  hit 
ie  market  within  five  years. 

Big  Pharma  is  slowly  realizing  that  regeneration  is  no  longer 
pipe  dream.  Johnson  &  Johnson,  Wyeth,  and  Eli  Lilly  are 
nong  the  companies  making  major  investments  in  the  field 
able).  "We  believe  there  is  great  potential  for  innovative  new 
edicines,"  says  Rosamund  C.  Smith,  a  scientist  at  Eli  Lilly  & 
d.  Not  to  mention  a  grand  opportunity  to  regenerate  sales  and 
•ofits:  The  market  for  treatments  targeting  heart  and  brain 
seases  could  more  than  double,  to  $35.8  billion,  in  the  next 
?cade,  estimates  consultant  Decision  Resources  Inc. 

Adhere  Are  the  VCs? 

ESPITE  SUCH  TANTALIZING  prospects,  the  struggle  to  re- 
ow  hearts  and  brains  is  sure  to  be  long  and  agonizing.  Near- 
every  advance  so  far  has  come  with  a  battery  of  setbacks, 
om  contradictory  test  results  to  dangerous  side  effects  suf- 
red  by  patients  in  early  trials.  These  sobering  developments, 
mpled  with  the  outcry  over  embryonic  stem  cells,  has  fright- 
led  off  some  investors.  "We  know  this  is  going  to  be  big,"  says 
Ian  G.  Walton,  a  senior  general  partner  in  the  Westport 
]onn.)  office  of  venture  capital  firm  Oxford  Bioscience  Part- 
es. "But  we're  waiting  for  someone  to  make  a  major  break- 
irough  before  we  pile  on." 

Are  breakthroughs  on  the  horizon?  Nature  provides  reason 
•r  optimism.  In  a  tiny  lab  at  Children's  Hospital  Boston,  3,000 
ibrafish  are  charting  a  course  to  the  future  of  cardiac  medicine, 
vo  years  ago,  the  Harvard  scientists  who  work  here  made  a 
artling  discovery:  Unlike  mammals,  zebrafish  can  regrow 
leir  hearts.  After  slicing  out  20%  of  the  heart  tissue  from  each 
»h  in  the  study,  the  scientists  were  amazed  to  see  that  heart 
;lls  multiplied  around  the  wounds  and  began  generating  re- 
acement  muscle.  Soon  the  fish  had  new  hearts  that  worked 
st  as  well  as  those  they  were  born  with.  The  next  step  is  to 
entify  all  the  genes  and  proteins  that  touch  off  this  automat- 
repair  process. 

While  scientists  labor  to  translate  the  zebrafish  phenomenon 
to  something  useful  for  humans,  many  biotechs  are  searching 
>r  other  ways  to  fix  a  broken  heart.  Two  miles  away  from  Har- 
ird's  zebrafish  lab  is  Genzyme  Corp.— the  world's  fourth- 
rgest  biotech,  with  $1.7  billion  in  annual  sales,  and  one  of  the 
oneers  of  regenerative  medicine.  Genzyme's  experimental 
rocess  involves  removing  hunks  of  thigh  tissue,  each  roughly 
ie  size  of  a  small  rubber  ball,  from  patients  who  have  had 
sart  attacks.  Muscle  cells  called  "myoblasts"  are  teased  out, 
rown,  and  injected  right  into  the  damaged  areas  of  those  pa- 
ents'  hearts.  These  aren't  stem  cells,  so  they  can't  morph  into 
lyriad  types  of  tissue.  But  Genzyme  scientists  believe  the  cells 
revent  the  heart's  wall  from  thinning  out  over  time— a  devas- 
iting  aftereffect  of  a  heart  attack  that  inevitably  leads  to  con- 
astive  heart  failure.  In  early  trials  in  France,  10  patients  saw  an 
/erage  35%  improvement  in  their  hearts'  pumping  efficiency. 
Myoblasts  aren't  quite  ready  to  debut  in  cardiac-care  wards, 
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...AND  IS  DRAWING  BIG  PHARMA  TO 
REGENERATIVE  RESEARCH 

Working  with  Neuronyx  to  develop 
therapies  for  heart  disease  using  adult  stem  cells,  and  with 
GenVec  on  an  experimental  process  of  injecting  a 
regenerative  protein  into  the  heart. 

Funding  research  at  Indiana  and  Purdue 
Universities  that  uses  adult  stem  cells  to  repair  damaged 
heart  and  brain  tissue,  and  working  with  the  Defense  Dept. 
on  exotic  approaches  to  regrowing  lost  limbs. 

Developing  drugs  that  may  prompt 
damaged  brain  cells  to  repair  themselves,  with  special 
attention  to  a  nerve-destroying  protein  called  Nogo. 

Formed  a  $26  million  partnership  with  Titan 
Pharmaceuticals,  which  is  testing  transplanted  adult  cells  to 
deliver  dopamine  to  the  brains  of  Parkinson's  victims. 

Will  pay  as  much  as  $170  million  in  licensing  fees  to 
Curis,  which  is  developing  drugs  to  stimulate  proteins  that 
may  prompt  the  repair  of  damaged  brain  cells. 

Data:  Alzheimer's  Assn..  American  Heart  Assn .  American  Society  of  Health  System 
Pharmacists.  Centers  for  Disease  Control,  Decision  Resources  Inc.  and  company  reports 
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though.  Some  of  the  patients  in  Genzyme's 
trials  suffered  irregular  heartbeats,  and  the 
cells  might  have  been  to  blame.  Furthermore, 
all  the  patients  received  the  myoblasts  during 
bypass  surgery,  so  no  one  knows  how  much 
of  the  patients'  improvement  can  be  credited 
to  the  cells  vs.  the  operation.  "We  can't  make 
too  much  of  any  of  this  yet,"  says  Earl  M. 
"Duke"  Collier  Jr.,  a  Genzyme  executive  vice- 
president  who  heads  its  cardiovascular  re- 
search. "Does  this  prolong  life?  We're  anx- 
ious to  know."  Genzyme  has  launched  a  large 
study  to  find  out. 

What  is  clear  is  that  myoblasts  are  just  the 
first  step  toward  biotech's  grandest  ambition: 
real  regeneration,  a  la  zebrafish.  Thigh  cells 
don't  give  birth  to  heart  muscle  and  thus  will 
never  be  more  than  mere  imposters.  That's 
why  scientists  at  Genzyme  and  elsewhere  are 
experimenting  with  stem  cells,  which  haven't 
yet  formed  their  final  identities.  Many  scien- 
tists hope  they'll  be  able  to  prompt  them  to 
evolve  into  heart  muscle— or  something  with 
equal  potential.  And  a  growing  stack  of  evi- 
dence suggests  that  the  adult  stem  cells  our 
bodies  cradle  throughout  our  lives  might  pro- 
vide rich  raw  material  for  refurbishing  dam- 
aged body  parts. 

Bone  marrow,  the  golden  core  of  the  body's  immune  system, 
could  be  a  wellspring  of  regeneration.  In  a  study  at  the  Univer- 
sity of  Pittsburgh's  McGowan  Institute  for  Regenerative  Medi- 
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cine,  patients  with  congestive  heart  failure  had  two  types  of 
adult  stem  cells  removed  from  their  bone  marrow  and  then 
buried  in  their  hearts  during  bypass  surgery.  On  Apr.  25,  the 
university  announced  that  after  six  months  the  hearts  of  the  pa- 
tients who  got  the  cells  pumped  24%  more  efficiently  than 
those  of  people  who  only  had  surgery.  Tissue  samples  suggest 
that  the  cells  lodged  in  the  patients'  hearts  and  then  churned 
out  a  protein  that  signaled  new  muscle  was  being  produced. 
"Some  of  these  people  couldn't  work,  and  now  they've  gone 
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back  to  work,"  says  Dr.  Amit  Pa- 
tel,  who  led  the  study.  "It's  very 
promising." 

Such  optimism  about  adult 
stem  cells  always  comes  with  a 
side  order  of  worry.  Scientists 
have  yet  to  determine  that  these 
cells  produce  bona  fide  heart  or 
brain  tissue.  And  it's  unclear  if 
the  cells  stick  around  in  the 
body  long  enough  to  do  a  com- 
plete enough  repair  job.  Many 
stem-cell  supporters  remain 
convinced  that  only  embryonic 
stem  cells  will  be  truly  regener- 
ative. They  are,  after  all,  the 
seeds  from  which  the  entire  hu- 
man body  grows.  Conceivably 
they  could  be  harvested  from 
unborn  fetuses,  grown  in  labs, 
and  given  the  signals  they  need 
to  turn  into  heart  muscle,  neu- 
rons, or  any  other  tissue  for  pa- 
tients who  need  them. 

For  now,  a  political  furor  has 
quashed  those  hopes.  The  ban 
on  research  funding  that  Presi- 
dent Bush  imposed  in  2001  was 
designed  to  placate  supporters 
who  abhor  the  destruction  of  embryos  and  others  who  object  to 
techniques  in  which  embryos  are  cloned  for  the  harvesting  of 
stem  cells.  American  scientists  cannot  derive  new  strains  of  such 
cells,  or  even  study  those  found  overseas,  using  grants  from  the 
National  Institutes  of  Health— a  crucial  funding  source.  That  in- 
furiates stem-cell  supporters  such  as  the  actor  Michael  J.  Fox, 
who  suffers  from  Parkinson's  disease.  "This  research  should  not 
be  treated  as  a  political  football.  It's  a  potential  breakthrough  that 
could  have  a  huge  impact  on  people's  lives,"  he  says. 


ACTIVISTS  "I'm  appalled  to 
see  science  governed  by 
religious  beliefs,"  says 
John  Ames,  with  wife 
Genevieve.  Their  son  has 
Lou  Gehrig's  disease 


Filling  a  Gap 


SOME  STEM-CELL  RESEARCHERS  are  fighting  the  law.  In 
March,  Harvard  University  professor  Douglas  A.  Melton  an- 
nounced that  he  had  created  17  new  lines  of  embryonic  stem 
cells  with  privately  donated  money.  Harvard  then  unveiled 
plans  to  raise  $100  million  in  private  funds  to  create  a  stem-cell 
research  institute.  "We're  not  a  political  organization,"  Melton 
says.  "We  don't  have  to  be  concerned  with  election  results.  Our 
only  concern  is  that  scientifically  this  is  the  right  thing  to  do." 

States  will  also  try  to  fill  the  funding  void.  Activists  in  Califor- 
nia collected  more  than  1  million  signatures  in  support  of  a  state 
ballot  initiative  to  allocate  $3  billion  for  stem-cell  research  over 
the  next  10  years.  If  it  passes  in  November,  lobbyists  say  it  will  put 
California  on  par  financially  with  many  countries  that  have  pri- 
oritized such  research,  including  Britain  and  South  Korea. 

Volunteers  such  as  John  Ames  are  working  hard  to  keep  the 
initiative  in  the  public  eye.  The  father  of  Lou  Gehrig's  patient 
David  Ames,  he  spent  many  days  on  street  corners  collecting 
signatures.  His  concern  is  tinged  with  anger  over  the  lack  of 
progress  in  research  that  he  believes  could  cure  his  son.  "I'm 
appalled  to  see  science  governed  by  religious  beliefs,"  says  the 
elder  Ames,  70.  "I'm  an  activist  now.  Fm  in  your  face." 

In  the  San  Francisco  labs  of  biotech  company  Geron  Corp.,  ac- 
tivism takes  a  purely  scientific  form.  Geron  is  working  on  turning 
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embryonic  stem  cells  into  micro- 
scopic factories  of  regeneration 
In  November,  Geron  announced 
that  one  of  its  experimental 
products  helped  partially  para- 
lyzed rats  with  spinal  cord  in 
juries  regain  much  of  their  abili 
ty  to  walk  on  all  four  legs.  The 
trick  involved  forcing  the  embry- 
onic cell  to  "differentiate"  into  an 
adult  cell  that  produces  myelin— 
a  protective  coating  that  blankets 
the  nerve  fibers  and  allows  them 
to  transmit  electrical  signal 
from  the  brain.  The  destruction 
of  myelin  is  the  culprit  in  several 
neurological  disorders. 

While  stem  cells  have  received 
the  most  attention,  many  scien 
lists  are  impressed  with  th< 
restorative  power  of  the  bare 
proteins  such  cells  produce.  The 
key  to  regeneration  could  turn 
out  to  be  as  simple  as  a  protein 
or  perhaps  a  cocktail  of  proteins 
chemicals,  and  cells.  Biotech  gi- 
ant Amgen  Inc.  is  testing  a  mole- 
cule called  GDNF.  It  stimulates 
the  growth  of  neurons  that  make 
dopamine,  a  neurotransmitter 
lacking  in  patients  with  Parkin-  ■ 
son's.  At  a  meeting  for  Wall 
Street  analysts  in  March,  Amgen 
showed  videos  of  patients  who 
struggled  to  get  out  of  a  chair  and 
walk  across  a  room.  After  GDNF 
was  injected  into  their  brains,  their  ability  to  complete  the  simple 
task  improved  dramatically. 

Still,  protein-based  drugs  have  drawbacks  that  could  make 
them  impossible  for  some  patients  to  tolerate.  Because  they're 
large  molecules,  they  don't  easily  penetrate  or  spread  through 
the  brain.  That  means  they  have  to  be  squirted  through  a  sur- 
gically implanted  device  right  into  the  damaged  regions.  And 
the  drugs  don't  remain  in  place  for  long,  so  they  have  to  be  in- 
fused continuously  to  have  any  effect.  "GDNF  is  a  baby  step," 
says  Amgen's  executive  vice-president  for  research  and  devel- 
opment, Roger  M.  Perlmutter.  "We  need  better  ways  to  do  this." 
Biotech  startup  Titan  Pharmaceuticals  Inc.  is  placing  its  bet 
on  cells  that  are  normally  found  in  the  back  of  the  human  eye. 
After  obtaining  the  cells  from  tissue  banks,  the  company  puri- 
fies them,  grows  them  in  a  lab,  and  then  places  them  on  gelatin 
beads.  When  the  beads  are  planted  in  the  brain,  the  cells  stay 
put  and  emit  dopamine  nonstop.  In  early  studies,  Parkinson's 
patients  who  underwent  the  procedure  experienced  a  48%  im- 
provement in  motor  function. 

Many  biotechs  are  pursuing  a  more  controversial  delivery 
method:  gene  therapy.  The  idea  is  to  insert  therapeutic  genes 
directly  into  a  patient's  cells,  using  viruses  or  other  agents  as 
delivery  vehicles.  Research  nearly  ground  to  a  halt  in  1999, 
when  18-year-old  Jesse  Gelsinger  died  while  receiving  gene 
therapy  to  correct  a  rare  metabolic  disorder.  But  many  champi- 
ons of  regeneration  forged  ahead,  convinced  that  genes  may  be 
the  most  effective  carriers  of  repair-promoting  agents  to  the 
brain  and  heart.  Genzyme  is  experimenting  with  a  gene  called 
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HIF— thought  to  spur  cardiac  repair  by  stimulating  robust 
blood  vessels  to  grow  in  a  damaged  heart. 

Still,  the  Gelsinger  tragedy  proves  just  how  dangerous  it  is  to 
mess  with  the  body's  natural  tendencies.  And  even  after  safety 
issues  are  solved,  the  biotech  industry  will  face  yet  another 
daunting  question:  How  will  anyone  perform  such  "cell  thera- 
pies" on  an  industrial  scale?  Working  with  cells  is  extraordi- 
narily difficult  They  must  be  surgically  removed  from  a  patient, 
then  delicately  processed  before  they  can  be  reimplanted.  A 
busy  heart  center  can  do  25,000  procedures  a  year,  estimates 
Dr.  Nicholas  Chronos,  medical  director  and  chief  scientific  offi- 
cer at  American  Cardiovascular  Research  Institute  in  Atlanta.  In 
contrast,  a  bone-marrow  transplant  facility  that  might  double 
as  a  stem-cell  center  typically  can  handle  only  150  patients  a 
year.  "It's  a  different  order  of  magnitude,"  says  Chronos. 

One  workable  solution  might  someday  be  found  in  the  cells 
themselves.  Startups  Osiris  Therapeutics  Inc.  and  Neuronyx 
Inc.  are  experimenting  with  sub-populations  of  adult  stem  cells 
that  may  be  harvested  from  donors  and  administered  to  any  pa- 
tient without  touching  off  an  immune  response.  That,  at  least, 
is  the  hope.  "Every  hospital  pharmacy  would  be  able  to  have 


frozen  bags  of  cells  available  for  every  heart  patient,"  envision! 
Mark  F.  Pittenger,  vice-president  for  research  at  Osiris. 

What  if  regeneration  could  be  achieved  with  a  botde  of  pills- 
That  dream  drives  scientists  at  Curis  Inc.  in  Cambridge,  Mass. 
which  is  studying  "signaling  pathways,"  the  molecular  mastei 
switches  that  produce  a  torrent  of  proteins  vital  to  regeneration 
One  pathway  is  called  Hedgehog,  for  the  bristly  look  of  fruit-flj 
embryos  used  in  early  research.  Curis  is  developing  drugs  de 
signed  to  flip  on  Hedgehog  after,  say,  a  heart  attack  or  stroke.  It 
animals,  the  molecules  mobilize  stem  cells  to  grow  in  damagec 
tissue.  "We're  taking  the  body's  own  ability  to  repair  itself  anc 
enhancing  it  a  little,"  says  Chief  Scientific  Officer  Lee  L.  Rubin 

Such  innovations  will  never  be  risk-free.  And  they  may  no 
come  fast  enough  for  those  in  the  grip  of  degenerative  disease 
But  neither  politics  nor  funding  hurdles  are  likely  to  dam  th< 
swelling  stream  of  knowledge  in  regenerative  medicine.  ■ 

-With  Michael Arndt  in  Chicagi 


For  an  interview  with  Michael  J.  Fox 
and  more  on  regenerative  medicine,  goto 
www.businessweek.com/magazine/extra.htm 


The  Geniuses  of 

Regeneration 


Paid  to  think  out  of  the  box, 
technologists  at  the  Defense 
Dept.  toy  with  an  outlandish 
vision  of  the  future  soldier .  In 
addition  to  being  a  high-tech 
fighting  machine,  this  soldier  has  awesome 
healing  powers.  If  a  foot  is  shot  off,  this 
warrior  simply  pops  a  pill  or  applies  a  spray 
and  voila!-the  wound  seals  over  and  the 
limb  starts  to  grow  back.  The  Defense 
Advanced  Research  Projects  Agency 
(DARPA)  is  now  considering  handing  out 
research  grants  to  scientists  working  on 
regeneration,  in  the  hope  that  someone  will 
turn  this  dream  into  reality. 

With  soldiers  suffering  grievous  wounds 
every  day  in  Iraq,  it's  no  surprise  DARPA  is 
thinking  about  regeneration.  And  at  least  a 
few  slender  scientific  facts  give  them  reason 
for  optimism.  Studies  in  the  1970s  showed 
that  children  who  lose  fingertips  in  accidents 
can  regrow  the  tip  of  the  digit  within  a  month 
provided  their  wounds  are  not  sealed  up  with 
flaps  of  skin-the  de  facto  treatment  in  such 
emergencies. 

Yet  humans  pale  in  comparison  to 
salamanders.  If  a  human  finger  is  sliced  off 
below  the  nail  line,  it  won't  come  back.  But 
when  a  rowdy  8-year-old  pulls  off  a 
salamander's  leg,  an  entirely  new  limb  will 
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Newt  Knowhow 

Salamanders  can  regrow  legs, 
tails,  jaws,  spines-even  parts 
of  their  eyes 

HIT 


Over  10  weeks,  cells  at  an  amputation  site 
revert  to  a  biological  blank  slate,  with  the 
potential  to  become  skin,  bone,  or 
cartilage.  Then  they  proliferate,  form  a 
cone,  specialize,  and  grow  into  a  limb. 


slowly  regrow  right  out  of  the  stump. 

Learning  what  is  behind  this 
incomparable  reengineeringfeat  might  lead 
to  new  ways  of  thinking  about  limb  regrowth 
in  humans.  Scientists  at  Purdue  University, 
for  example,  have  spent  years  studying  and 
manipulating  faint  electrical  currents  in  the 
skin  that  appear  to  regulate  regeneration. 
3y  inhibiting  such  a  current  after 


amputating  a  salamander's  leg,  they  can,  in 
effect,  flip  a  switch  that  shuts  down  the 
process  of  regrowth.  The  researchers  are 
testing  electrical  fields  on  human  tissue, 
hoping  to  switch  on  regeneration  where  it 
doesn't  normally  occur.  Soon  they  will 
publish  results  of  a  study  in  which  weak 
electrical  fields  helped  restore  some 
function  to  patients  with  severe  spinal-cord 
injuries.  Says  Richard  Borgens,  director  of 
Purdue's  Center  for  Paralysis  Research: 
"This  isn't  science  fiction." 

Scientists  at  Scripps  Research  Institute  in 
San  Diego  are  taking  a  different,  cell-based 
approach.  When  a  salamander  ioses  a  leg, 
the  cells  at  the  wound  site  enter  a  molecular 
time  machine:  They  transform  from,  say, 
muscle  or  skeletal  cells  back  to  "progenitor" 
cells-similar  to  stem  cells  in  their  versatility. 
Then  they  multiply  and  differentiate  into  the 
cells  needed  to  grow  a  new  leg.  In  December, 
Scripps  scientists  announced  that  they  have 
created  a  synthetic  molecule,  called 
Reversine,  that  turns  a  mouse's  muscle  cells 
back  into  progenitor  cells. 

The  Scripps  team  is  searching  for 
chemicals  to  induce  these  precursor  cells  to 
grow  into  specific  tissues.  Then  they  must 
figure  out  if  the  results  can  be  applied  to 
humans.  If  so,  at  least  in  principle,  a  soldier 
in  battle  might  swallow  one  pill  that  would 
send  cells  at  the  wound  site  into  time- 
machine  mode  and  another  to  trigger 
regeneration  of  lost  bone,  cartilage,  and  skin. 
"We  think  this  is  the  future,"  says  Sheng  Ding, 
who  is  leading  the  Scripps  research.  If 
soldiers  can  discover  their  inner 
salamanders,  war— and  peace— will  never 
be  the  same. 

-By  Arlene  Weintraub  in  Los  Angeles 
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Beware  of  Fat 
Dividends 

High  payouts  alone  don't  mean  stocks  are  doing  well.  In  fact,  they  could 
signal  just  the  opposite.  BY  JOSEPH  WEBER 


FAST-GROWING  Washington  Mutual  joined  the 
swelling  ranks  of  companies  that  are  hiking  div- 
idends this  year  with  back-to-back  boosts  in  Jan- 
uary and  April.  Bullish  sign?  Actually,  it  should 
set  off  alarm  bells.  The  thrift,  a  big  mortgage 
lender,  is  vulnerable  to  interest-rate  hikes  that 
have  been  casting  a  pall  on  the  refinancing  mar- 
ket. What's  more,  WAMU  is  spending  heavily  on  expansion  to 
open  scores  of  branches  across  the  country.  So,  hiking  its  quar- 
terly dividend  by  first  2<J:  a  share  and  then  by  another 

penny,  to  $1.72  annually,  seems  puzzling,  on  dividends  when  they  hit  rough  patch- 
Sure  enough,  after  rising  about  5  a  share  es.  Moreover,  the  payouts  are  thin  soup  if 
earlier  this  year,  to  around  45,  the  stock  stock  prices  slide.  "Total  return,"  urges 
has  slipped  below  39  as  money  managers 
have  cooled  to  it.  "Volatile,"  warns 
Charles  Carlson,  who  heads  Horizon  In- 
vestment Services  in  Hammond,  Ind. 

For  a  lot  of  good  reasons— soaring  earn- 
ings, a  rise  in  confidence  about  the  econo- 
my—dividend hikes  have  swept  across  a 
broad  swath  of  Corporate  America.  No 
doubt  last  year's  tax  cut,  which  reduced  the 
bite  on  much  dividend  income  to  15%,  has 
combined  with  healthy  cash  flow  at  many 
companies  to  drive  higher  payouts.  Some 
boards  want  to  signal  that  the  good  times 
will  keep  rolling,  and  a  strong  dividend 
seems  like  such  a  promise.  Others,  espe- 
cially in  dividend  havens  such  as  banking, 
don't  want  to  be  the  only  ones  not  raising 
dividends. 

But  investors  who  think  they're  playing 
it  conservatively  by  hewing  to  dividend- 
hikers  need  to  look  beyond  the  an- 
nouncements. Companies  do  scale  back 


Frank  Felicelli,  portfolio  manager  of  the 
Franklin  Equity  Income  Fund.  "We  want 
both  current  income,  and  we  want  to  buy 
stocks  at  bargain  prices." 

So,  amid  the  dividend-hiking  frenzy, 
here  are  guidelines  on  what  to  avoid: 

»  OVERLY  RICH  YIELDS 

When  the  annual  dividend  as  a  percent- 
age of  the  stock  price  climbs  too  high,  in- 
vestors should  steer  clear.  A  rising  yield 
could  mean  the  market  is  down  on  the 
stock  and  may  not  be  confident  the  divi- 
dend is  safe.  How  high  is  too  high?  Yields 
vary  by  sector,  but  a  company  yielding  a 
percentage  point  or  two  higher  than  its 
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Delving  Into  Dividends 

The  yields  and  general  prospects  of  these 
stocks  make  them  attractive  to  investors 
Citigroup  3.52% 

Wells  Fargo  3.29 

HJ.  Heinz  2.90 

General  Electric  2.66 

Kimberly-Clark  2.49 

Kellogg  2.39 

Chubb  2.35 

Campbell  Soup 2.33 

Mattel  2.32 

Harrah's 2^30 

Eli  Lilly  1.91 

Pfizer 


These  yields  are  too  high  for  comfort, 
suggesting  pressures  on  stock  prices 


Equity  Office  Properties 
R.J.  Reynolds  Tobacco 
AT&T 


Procter  &  Gamble 
Sysco 


1.89 
1.89 
1.37 


Nicor 

SBC  Communications 

Altria      

American  Electric  Power 
Nisource 
General  Motors 
Washington  Mutual 
Bristol-Myers  Squibb 
Verizon  Communications 
Eastman  Chemical 
Dow  Chemical 


8.04% 

6.04 

5.76 

5.71 

5.10 

4.96 

4.83 

4.62 

4.54 

4.45 

4.41 

4.24 

4.11 

3.61 


Data:  Yahoo1.  BusinessWeek 
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Yield  Yardsticks 

Is  a  stock's  yield  rich  or  meager? 
Hard  to  say  unless  you  compare  it  with 
those  of  its  peers.  Here  are  average  yields 
for  major  stock  market  sectors 

Real  estate  investment  trusts 

6.70% 

Utilities 

4.55 

Telecommunications 

3.63 

Financials 

2.53 

Materials 

2.15 

Consumer  staples 

2.07 

Energy 

1.85 

Industrials 

1.69 

Consumer  durables 

1.52 

Information  technology 

0.74 

S&P  500  DIVIDEND  PAYERS 

2.05% 

Data:  "tandard  &  Poor's 


best-performing  peers  is  probably  a  bad 
bet.  WAMU's  yield,  for  instance,  is  a  lofty 
4-5%,  while  the  far  more  diversified  Citi- 
group yields  3.5%,  even  though  Citi  has 
more  than  doubled  its  dividend  since  the 
beginning  of  last  year,  to  $1.60  annually. 
"Citi  is  much  more  broad-based,"  says 
Horizon's  Carlson.  WAMU  declined  to 
comment  on  "short-term  fluctuations  in 
our  stock  price." 

Investors  should  be  wary  of  stocks 
whose  yields  are  much  higher  than  their 
industries.  As  a  group,  the  374  stocks  in 
the  Standard  &  Poor's  500-stock  index 
that  pay  dividends  are  yielding  just  2.1%. 
Sectors  whose  yields  are  higher,  such  as 
financials  (2.5%),  are  seen  as  riskier. 
Don't  shun  them,  but  tread  carefully. 
Carlson  suggests  picking  individual 
stocks  that  are  on  the  lower-yielding  ends 
of  their  groups.  Real  estate  investment 
trusts,  with  yields  of  6.7%,  are  an  excep- 
tion, since  they  typically  pay  out  nearly  all 
their  income  in  dividends. 

» INCONSISTENT  YIELDS 

Companies  whose  yields  fluctuate  wildly 
over  time  are  problematic.  Erratic  stock 
prices— and  often  earnings— leave  in- 
vestors unsure  of  what  to  expect.  Gener- 
al Motors  now  yields  about  4.5%  with  its 
$2  annual  dividend,  but  historically  its 
dividend  has  seesawed,  plunging  from 
an  annual  high  of  $3  to  just  80<t  in  as  lit- 
tle as  three  years.  Earnings,  too,  plunged 
from  $8.58  a  share  in  2000  to  $3.23  in 
2001  before  recouping  to  $714  last  year. 
"We  like  to  look  back  at  history  and  see  if 
there  is  a  pattern  over  the  last  three  or 
five  or  10  years,"  says  John  Schmitz, 
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managing  director  of  strategic  income 
for  an  asset  management  unit  of  Fifth 
Third  Bank. 

»  DIVIDENDS  OUTPACE  EARNINGS 

Companies  that  raise  dividends  at  a 
faster  rate  than  their  earnings  growth  will 
soon  run  out  of  steam.  Without  an  ex- 
panding pot  of  cash  to  draw  on,  the  divi- 
dend eventually  must  be  trimmed  or 
eliminated,  no  matter  how  much  boards 
and  managers  balk  for  fear  of  driving  in- 
vestors away.  "Are  they  supporting  the 
dividend  out  of  current  and  expected 
earnings,  or  is  it  coming  out  of  additional 


proceeds?"  asks  Standard  &  Poor's  mar- 
ket equity  analyst  Howard  Silverblatt.  A 
troubling  case  in  point:  Emerson,  which 
raised  its  annual  dividend  3<t  to  $1.60  last 
year  even  though  earnings  from  continu- 
ing operations  fell  5.8%.  A  spokesman 
says  the  company  is  committed  to  long- 
term  dividend  growth  and  looking  at  one 
year  is  "misleading." 

»  OPERATING  UNDER  A  CLOUD 

Companies  facing  legal  woes  sometimes 
pay  generous  dividends  to  keep  investors 
happy.  Altria  Group,  parent  of  cigarette 
maker  Philip  Morris  and  Kraft  Foods,  pays 


$2.72  a  share,  for  a  yield  of  nearly  5% 
while  R.J.  Reynolds  Tobacco  pays  an  even 
better  $3.80,  yielding  6%.  But  tobacco  is  a 
plaintiff  lawyer's  punching  bag,  and  some 
food  companies  face  threats  from  obese  lit- 
igants. "Yields  climb  when  investors  wor- 
ry," says  Jeremy  Siegel,  a  Wharton  School 
finance  professor. 

Ever  since  the  tech  boom  distorted  the 
market,  dividend-paying  stocks  have  re- 
newed respectability.  But  there's  ample 
reason  to  delve  into  the  prospects  for 
even  supersafe  "widows  and  orphans" 
stocks.  A  smart  rule  of  thumb:  Don't  buy 
the  yield,  buy  the  stock.  ■ 


What  Do  You  Do 
For  Fun? 


T's  admissions  dean  talks  about  looking  for 
students  who  daydream 


MARILEE  JONES,  DEAN  OF  ADMISSIONS  at  the  Massachusetts  Insti- 
tute of  Technology,  thinks  kids  are  over-scheduled.  Her  proof? 
Before  MIT  overhauled  its  application  form  two  years  ago,  the 
typical  applicant  listed  12  extracurricular  activities.  To  find  real 
people  rather  than  activity  automatons,  MIT  now  asks  kids 

to  explain  what  they  do  for  fun.  Thanks  to 
the  new  format,  Jones,  52,  estimates  that 
50  of  the  1,665  students  (767  of  whom  are 
women)  admitted  to  MIT  for  the  fall  of 
2004  wouldn't  have  otherwise  made  the 
cut.  It's  not  a  huge  number,  she  concedes, 
but  it's  a  start.  Jones  is  encouraging  other 
elite  universities  to  alter  admissions  crite- 
ria to  put  less  emphasis  on  activities  and 
more  importance  on  personal  character- 
istics. Personal  finance  editor  Lauren 
Young  spoke  to  Jones  abovt  her  crusade. 

Why  are  kids  today  overscheduled? 

It  comes  down  to  the  fact  that  the  parents 
are  so  incredibly  busy.  This  generation  has 
the  highest  percentage  of  kids  who  have 
been  in  day  care  since  they  were  tiny. 
When  they  outgrew  day  care,  they  had  to 
go  someplace,  so  you  had  a  proliferation  of 
enrichment  activities  all  designed  to  keep 

110  I  BusinessWeek  I  May  24.  2004 


students  engaged  and  learning  when  their 
parents  weren't  home. 

Why  is  this  a  problem? 

We  have  a  whole  generation  of  kids  who 
are  being  trained  to  be  workaholics.  And 
what  started  as  a  reaction  to  not  wanting 
to  have  your  kid  home  while  you  are 
working  has  been  reinforced  by  the  col- 
lege admission  process  that  expects  kids 
to  have  lots  of  activities. 

What  prompted  you  to  change  the 
process? 

About  three  years  ago,  I  asked  a  group  of 
students:  "What  do  you  daydream 
about?"  And  one  kid  said  to  me:  "We  don't 
daydream.  There's  no  reward  for  it,  so  we 
don't  do  it."  Boy,  that  hit  me  right  between 
the  eyes. 

You  reduced  the  number  of  spaces  for 
activities  on  MIT's  application.  Why? 

We  had  10  spaces,  and  kids  were  still 
adding  paper  with  extra  activities.  Two 
years  ago  we  shrunk  it  to  six  lines,  and 
this  year  we  are  going  to  five.  The  school 
asks  for  extracurricular  activities  to  see 
how  students  are  spending  their  life.  We 
initially  made  the  assumption  that  if 
they  are  state  winner  at  anything,  they 
must  have  emotional  resilience.  But  now 
everybody  is  the  state's  best  something. 
We  now  ask:  "Tell  us  something  you  do 
for  the  pleasure  of  it."  One  kid  makes 
smoothies  in  a  blender  and  tries  differ- 
ent concoctions  for  friends.  Another 
watches  classic  movies  with  his  mom. 
You  can  be  in  your  basement  grinding  a 
lens  for  your  telescope  because  you  love 
the  stars— that's  a  great  match  for 
us.  There's  no  way  you  can  win  a  prize 
for  that.  ■ 


. . 


We 

want 

you  to 

know 


Aetna  Pharmacy 


Now  you  can  clearly 
see  how  your  plan 
benefits  your  business. 

Aetna  introduces  a  more  open  approach 
to  Pharmacy  benefits  management. 
Understanding  the  costs  and  overall 
value  of  your  prescription  drug  plan,  and 
selecting  the  right  company  to  manage 
it  can  be  difficult  and  confusing.  But  it 
doesn't  have  to  be.  Aetna  shares  individual 
price  elements  as  well  as  other  relevant 
cost  and  revenue  information,  so  you  can 
be  confident  that  what  your  company 
is  getting  is  worth  what  you're  paying.  It's 
another  way  Aetna  is  providing  better 
information  to  improve  the  quality  of  our 
benefits  and  services.  To  find  out  more 
about  what  makes  Aetna  the  clear  choice 
in  Pharmacy  management,  call  your 
broker,  Aetna  representative  or  visit  us 
today  at  Aetna.com. 

We  want  you  to  know* 


■\ 


XAetna: 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.     Plans  are  offered  by  Aetna  Life  Insurance  Company.  Plans  contain 

exclusions  and  limitations. 
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Personal  Business  Travel 


Mexico  City  Gets 
A  Face-Lift 

As  the  capital  spiffs  up  its  historic  center,  visitors  are 
discovering  its  cultural  treasures,  by  gem  smith 


L  Franz  Mayer  Museum 

2.  Betas  Artes  Palace 

3.  Palace  of  Ties 

4.  OW  College  of  San  Hdefonso 
Metropolitan  uatnerai 

6.  TempJo  Mayor 

7.  Zocalo  (main  plaza) 

8.  National  Palace 


MEXICO  CITY  HAS 
traditionally  been  a 
destination  to  get 
into  and  out  of  as 
fast  as  you  can.  Va- 
cationers often  see 
little  more  than  the 
airport  as  they  make  their  connecting 
flights  to  Puerto  Vallarta  or  Cozumel. 
Business  travelers  vie  to  escape  the 
megalopolis  on  weekends,  leaving  behind 
the  pollution,  traffic,  street  crime,  and 
crush  of  its  16  million  inhabitants. 

But  Mexico  City  is  giving  visitors  more 
reasons  to  stick  around.  Sidewalks  along 
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the  majestic  main  avenue,  Paseo  de  la  Re- 
forma,  have  been  rebuilt,  planted  with 
flowers,  and  decorated  with  whimsical 
metal  sculptures  in  an  open-air  exhibit 
called  "Urban  Cacti."  Courteous  police 
officers  in  smart  new  blue  uniforms  have 
tamed  unruly  traffic,  making  it  safe  for 
pedestrians  to  cross  the  six-lane  avenue 
that  separates  the  recently  refurbished 
National  Museum  of  Anthropology  from 
Chapultepec  Castle,  whose  museum 
rooms  reopened  after  a  four-year  restora- 
tion to  their  pre-Revolutionary  splendor. 

By  far,  the  biggest  drawing  card  is  the 
historic  city  center,  which  is  undergoing  a 
face-lift.  First  inhabited  in  1325  by  the 
Aztecs,  who  called  it  Tenochtitlan,  it  was  a 
powerful  center  of  200,000  inhabitants 
before  Emperor  Moctezuma  II  fell  to 
Spanish  conqueror  Hernan  Cortes  in 
1521.  When  the  Aztecs  reigned,  the  area 
was  an  island  in  a  great  lake.  The  Spanish 
drained  the  lake  and  built  what  19th  cen- 
tury German  naturalist 
Alexander  von  Hum- 
boldt called  the  "City  of 
Palaces." 

The  680-block  area 


OLD  AND  NEW 

A  colonial 
building  and 
the  Torre  Mayor 


is  full  of  colonial  treasures,  starting  with 
the  central  plaza,  or  Zocalo.  There,  the  Na- 
tional Palace  has  murals  painted  in  the 
early  1930s  by  Diego  Rivera  depicting 
scenes  of  Mexico's  colonization  and  the 
1910-20  Revolution.  Nearby  is  the  majes- 
tic Metropolitan  Cathedral,  constructed 
between  1573  and  1810,  and  the  excavated 
Templo  Mayor,  the  pyramid  to  Aztec  god 
Huitzilopochtli  that  was  the  site  of  tens  of 
thousands  of  gruesome  ritual  sacrifices. 

Over  many  decades,  the  historic  center 
had  deteriorated,  with  old  colonial  struc- 
tures turned  into  tenements  and  side- 
walks taken  over  by  vendors  and  pick- 
pockets. But  all  that  is  changing  as  the 
area  undergoes  extensive  renovations  by 
the  city  and  federal  governments  in  part- 
nership with  a  business  group  led  by  bil- 


Autos 


lionaire  Carlos  Slim,  who  controls 
Telmex,  the  national  telephone  compa- 
ny. Over  the  past  three  years,  Slim  and 
fellow  investors  have  been  buying  up 
dozens  of  centuries-old  palaces  and  oth- 
er real  estate  and  fixing  them  up. 

SECURITY  CAMERAS 

MEANWHILE,  the  government  has 
buried  electric  and  telephone  cables  and 
replaced  old  asphalt  with  paving  stones. 
It  has  also  relocated  street  vendors  and 
installed  nearly  100  security  cameras  to 
crack  down  on  crime.  Heavy  traffic 
means  pollution  is  still  bad,  but  pedi- 
cabs  make  getting  around  quick  and 
easy.  The  result:  Young  people  are  mov- 
ing into  downtown  lofts,  and  hip  coffee 
shops,  bookstores,  and  restaurants  are 
following.  Yet  the  area  doesn't  risk  be- 
coming overgentrified:  City  officials  are 
working  with  low-income  residents  to 
help  them  refurbish  their  dwellings. 

It's  easy  for  visitors  to  get  downtown: 
For  $10,  they  can  ride  all  day  on  the  new 
red,  double-decker,  hop-on,  hop-off 
tourist  buses  that  shutde  between  the 
most  important  tourist  sites.  These  in- 
clude the  Venetian-style  Post  Office  and 
the  Bellas  Artes  opera  house,  an  art  deco 
gem  featuring  a  22-ton  mosaic-crystal 
curtain  made  by  Tiffany.  Along  the  way, 
passengers  are  given  disposable  head- 
phones to  listen  to  recorded  explana- 
tions in  any  of  five  languages.  They  can 
hop  off  to  visit  art  galleries  around  the 
trendy  Condesa  neighborhood  or  to 
check  out  the  shopping  and  cafe  scene 
on  posh  Avenida  Masaryk.  Old  mixes 
with  new:  The  brand-new  Torre  Mayor, 
the  tallest  building  in  Latin  America,  is 
the  gateway  to  the  historic  downtown. 

New  York  entrepreneur  Marc 
Wynkoop  and  his  partner,  Veeraf  San- 
jana,  a  doctor,  visited  Mexico  City  re- 
cently and  said  they  loved  the  lively  out- 
door cafes,  the  food,  and  the  vast 
cultural  treasures.  "We  were  impressed 
and  surprised  at  how  sophisticated  the 
people  are  and  how  elegant  the  city  is," 
Wynkoop  says.  They  were  "floored"  by 
the  Anthropology  Museum's  vast  collec- 
tion of  30  centuries'  worth  of  artifacts 
from  the  ancient  Maya,  Mexica,  Aztec, 
and  Gulf  cultures,  including  the  famous 
Aztec  calendar  stone.  "Most  Americans, 
when  they  think  of  ancient  culture, 
think  of  Egypt,"  says  Wynkoop.  "They 
never  think  of  Mexico."  As  Mexico  City 
cleans  up  its  act,  more  visitors  may  stop 
there  and  learn  this  for  themselves.  ■ 

For  more  information  on  Mexico  City's 
downtown  restoration,  go  to  www. 
businessweek.com/magazine/extra.htm 


A  Breakthrough 
For  Chrysler? 

The  brashly  styled  300  turns  heads,  and  there's  lots 
ot  muscle  under  the  hood,  by  Kathleen  kerwin 


IT  HAS  BEEN  A  LONG  TIME 
since  an  American  sedan  turned 
heads  the  way  the  2005  Chrysler 
300  does.  Parking  attendants 
gave  it  pride  of  place;  at  a  mall,  it 
was  a  magnet  for  admiring  men. 
It's  clearly  a  guy  thing.  But  even 
I,  not  enthralled  at  having  to  drive  this 
behemoth,  had  so  much  fun  with  it  that  I 
hated  to  give  back  the  keys. 

The  300  is  a  brashly  styled,  unmistak- 
ably American  car— especially  the 
$33,000,  top-of-the-line  300C  equipped 


MACHO  The  grille 
would  beat  home 
on  an  18-wheeler 


both  300s  I  drove  ran  so  rough  at  idle. 
The  Hemi's  big  engine  gets  only  17 
mpg  in  city  driving.  But  a  displacement- 
on-demand  system,  which  automatically 
shuts  down  half  the  V-8's  cylinders 
when  the  extra  power  isn't  needed,  helps 
it  rack  up  a  25  mpg  on  the  highway.  The 
V-6  options  are  more  fuel- efficient  but 
not  nearly  as  fun  to  drive.  Chrysler 
priced  the  2.7-liter,  V-6  base  model  at 
$23,595  to  draw  in  the  bargain-hunters. 
But  the  carmaker  chintzed  out  by  mak- 
ing antilock  brakes— not  to  mention  sta- 


with  a  340-horsepower,  5.7-liter  Hemi  V- 
8.  It  replaces  the  slow-selling,  front- 
wheel-drive  Concorde  and  300M 
sedans.  After  a  couple  of  decades  of  pro- 
moting front-wheel  drive,  Chrysler  re- 
turned to  rear-wheel  drive  on  the  300  to 
improve  performance.  With  traction 
control  and  an  electronic  stability  sys- 
tem, driving  an  RWD  car  in  rain  or  ice 
need  no  longer  be  a  white-knuckle  expe- 
rience, Chrysler  notes. 

A  Mercedes-derived  independent  sus- 
pension and  five-speed  automatic  Benz 
transmission  make  the  300C  a  real  kick 
to  drive.  The  car  shifts  smoothly,  and  the 
ride  is  comfortable  but  not  spongy  like 
the  boulevard-cruisers  of  yore.  Too  bad 


bility  control— optional  on  this  version. 

The  first  thing  you  notice  on  the  300  is 
the  oversized,  egg-crate  front  grille— a 
hunk  of  chrome  that  would  do  an  18- 
wheeler  proud.  Then  there  are  imposing 
slab  sides  that  dwarf  the  windows.  And 
yet,  because  the  proportions  are  right, 
the  overall  appearance  is  dignified. 

The  300C,  which  tops  out  just  under 
$40,000,  abounds  in  textured  leather 
and  brushed  metal  details.  However,  the 
low  windshield  and  skinny  rear  window 
impede  the  driver's  view.  At  one  stop- 
light, I  had  to  crane  my  neck  sideways  to 
see  when  it  changed.  Perhaps  Chrysler  is 
sending  a  message:  The  300  isn't  about 
seeing  but  about  being  seen.  ■ 
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Personal  Business  Bonds 


is  Ride  Just  Got 
Bumpier 

But  many  emerging-market  issuers, 
should  survive  higher  rates. 

BY  GERI  SMITH 


EMERGING-MARKET 
bonds  sizzled  for  the  past 
year,  as  interest  rates  in 
U.S.  Treasuries  dropped  to 
the  lowest  levels  in 
decades.  But  now  U.S. 
rates  are  moving  up,  and 
that  can  have  wide  repercussions  in  the 
emerging  markets.  The  last  time  U.S. 
rates  ran  up  sharply— from  3%  to  6%  in 
1994-95— the  shift  wreaked  havoc.  Worst 
hit  was  Mexico,  where  investors  dumped 
billions  of  dollars  of  risky,  short-term,  dol- 
lar-denominated debt,  triggering  a  disas- 
trous economic  meltdown  that  spread 
throughout  the  developing  world. 

A  recent  sell-off  of  Brazilian  debt  and 
currency  has  investors  concerned  that  a 
similar  scenario  may  unfold  this  year.  "It 
will  be  a  bumpy  ride,"  says  Mohamed  El- 
Erian,  who  oversees  more  than  $14  billion 
as  emerging  markets  chief  at  PIMCO. 

This  time,  though,  the  impact  will 
probably  be  far  less  dramatic  than  a 
decade  ago.  For  starters,  few  experts  be- 
lieve U.S.  rates  will  rise  even  a  full  per- 
centage point  this  year.  More  important  is 
the  fact  that  many  developing  countries 
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have  taken  advantage  of  low  rates  to  refi- 
nance and  reduce  their  debt  burden. 
What's  more,  prices  for  the  oil,  soybeans, 
copper,  iron  ore,  steel,  and  other  com- 
modities these  countries  produce  are 
near  record  highs,  so  borrowers  have 
plenty  of  cash.  "The  market  is  in  better 
shape  than  it  was  in  1994,"  says  Michael 
Conelius,  manager  of  the  $250  million  T. 
Rowe  Price  Emerging  Markets  Bond 
Fund.  "All  of  the  important  countries 
built  up  massive  reserves.  That's  a  nice 
cushion  in  a  higher  rate  environment." 

In  fact,  credit  quality  in  the  emerging 
markets  is  so  strong  that  nearly  half  of  the 


31  countries  in  the  jPMorgan  Emerging 
Market  Bond  Index  carry  a  coveted  invest- 
ment-grade bond  rating.  In  1994,  almost 
98%  of  the  countries  in  the  index  were 
junk  issuers. 

That  doesn't  mean  there  won't  be  any 
pain.  Higher  rates  would  crimp  growth. 
And  a  slowdown  in  China  could  push 
down  commodity  prices,  hitting  parts  of 
Latin  America  and  Russia  especially 
hard.  Timing  emerging  markets  has  nev- 
er been  easy,  but  buying  on  the  dips 
might  be  a  smart  move. 

YELLOW  LIGHT 

ISSUERS  ARE  RACING  to  lock  in  low  rates 
before  the  Federal  Reserve  takes  action.  In 
Russia,  where  the  government  is  issuing 
very  little  debt,  oil  producer  Gazprom  of- 
fered $1.2  billion  of  debt  in  April,  and  in- 
vestor interest  was  high.  But  while  Brazil 
already  has  issued  about  half  of  the  $5.5 
billion  it  needs  to  raise  on  international 
markets  this  year,  it  continues  to  be  the 
country  investors  worry  about  most.  Huge 
public-sector  debt,  equal  to  58%  of  gross 
domestic  product,  would  be  hard-hit  by  a 
gain  in  U.S.  rates.  Brazil  "is  a  yellow  light; 
it  has  to  be  watched  fairly  closely,"  says 
Christian  Stracke,  emerg- 
ing-markets analyst  for 
CreditSights. 

In  addition  to  Brazil,  T. 
Rowe's     Conelius     says 
Turkey   and   the   Philip- 
~~~~~~  pines     are     on     shaky 

ground.  All  three  countries  "have  reason- 
ably large  borrowing  needs,"  he  says. 
PlMCO's  El-Erian  is  equally  concerned 
about  Venezuela.  "Despite  high  oil  prices, 
it's  running  a  deficit,"  he  says.  "That's  not 
good  domestic  policy."  Mexico,  which  has 
overhauled  its  economy,  and  South  Korea 
are  safer  bets.  But  while  these  countries 
are  less  risky,  they  offer  lower  yields. 

The  ride  may  not  be  as  rough  for 

emerging  markets  as  it  was  in  the  '90s. 

But  seat  belts  might  be  useful  anyway.  ■ 

-with  Jason  Bush  in  Moscow, 

Jonathan  Wheatley  in  Sao  Paulo, 

and  Lauren  Young  in  New  York 


GAZPROM 
PLANT  Its 

April  issue 
drew  many 
investors 


Playing  Emerging-Market  Bonds 

FUND/SYMBOL 

TOLL-FREE  NUMBER 

TOTAL  RETURN* 

Fidelity  New  Markets  Income  FNMIX 

800  343-3548 

11.42% 

MFS  Emerging  Markets  Debt  A  MEDAX 

800  225-2606 

16.30 

PIMCO  Emerging  Markets  Bond  A  PAEMX 

888  877-4626 

16.94 

T.  Rowe  Price  Emerging  Markets  Bond  PREMX 

800  638-5660 

10.60 

TCW  Galileo  Emerging  Markets  Income  TGEIX 

800  386-3829 

1646 

•Appreciation  plus  reinvestment  of  dividends  and  ca                    '  m  taxes.  Three  years  ending  May  10. 2004                               Data:  Momingstar 

Whether  it's  around  the  office  or  around  the  world/  Ricoh  gives  you  the  latest  technology  to  scan,  send  and  manage 
ideas  every  step  of  the  way.  Turn  your  inspiration  into  a  colorful  reality  with  Ricoh's  document  management  solutions. 

How  well  do  you  share? 


www.ricoh.com/share 
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Personal  Business  Leisure 


Build  Your  Own 
Wildlife  Sanctuary 

A  few  easy  steps  can  turn  your  backyard  into  a 
garden  of  earthly  delights.  BY  KATE  MURPHY 


*** 


-* 


THE  LATEST  BUZZ  IN 
landscaping?  It's  bees, 
crickets,  and  dragonfHes. 
More  homeowners  are 
choosing  plants  that  at- 
tract insects,  which  in 
turn  bring  the  birds,  tur- 
tles, and  salamanders  that  eat  them.  Cre- 
ating your  own  wildlife  habitat  is  better 
for  the  environment,  easier  to  maintain, 
and  more  entertaining  than  many  tradi- 
tional planting  schemes.  "The  first  thing  I 
do  in  the  morning  is  go  outside  and  look 
at  the  bugs  on  the  leaves  and  the  birds 
hopping  around,"  says  Leisa  Royse,  a  res- 
piratory therapist  who  has  transformed 
her  backyard  in  Lex- 
ington, Ky,  into  a  na- 
ture sanctuary  with  a 
pond  and  wildflowers. 
If  you  want  to  build 
your  own  ecosystem, 
start  by  disavowing 
pesticides.  Sure,  they 
get  rid  of  pests  such  as 
aphids,  but  they  also 
kill  ladybugs,  butter- 
flies, toads,  and  birds. 
And  although  inor- 
ganic fertilizers  pro- 
mote lush-looking 
plants,  they  encour- 
age rapid  cell  division, 
making  the  plants  grow  in  an  unnatural 
way.  "They  have  thin  cell  walls  and  are 
water}',"  so  they  are  less  palatable  to 
wildlife,  says  Howard  Garrett,  known  as 
the  Dirt  Doctor,  who  writes  a  gardening 
column  for  The  Dallas  Morning  News. 

Native  plants  suited  to  your  climate  and 
soil  are  heartier  and  more  appealing  to  the 
creatures  in  your  area.  But  with  all  the  ex- 
otic plants  in  nurseries  :nd  gardens,  find- 
ing out  what's  nam  easy  task. 
A  good  resource  is  th       dy  Bird  John- 
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son  Wildflower  Center's  online  native- 
plant  database  (wildflower2.org).  You 
can  also  find  a  list  of  state  native-plant 
societies  at  the  Michigan  Botanical 
Club's  Web  site  (michbotclub.org/links/ 
native_plant_society.htm)  as  well  as  from 
Wild  Ones  (for-wild.org),  a  native-plants 
advocacy  group. 

LOTS  OF  LAYERS 

What  plants  you  choose  depends  on 
what  you  want  to  attract  If  you  want  tiger 
swallowtail  butterflies,  plant  a  willow  tree. 
If  it's  cedar  waxwings  you're  after,  choose 
an  indigenous  mulberry.  You  can  also  de- 
ter animals  you  don't  want.  "Deer  tend  not 
to  like  evergreens  but  real- 
ly like  rhododendron," 
says  David  Mizejewski, 
manager  of  the  National 
Wildlife  Federation's 
backyard  wildlife  pro- 
gram. Let  nature  be  your 
inspiration  when  coming 
up  with  a  design.  "Think 
multiple  layers:  I  have  tall 
trees,    understory    trees, 


PEST  CONTROL 

Ladybugs  eat 
aphids,  frogs 
like  mosquitoes 


COLOR  SPLASH  shrubs,  and  groundcov- 
Bluebirds  er,"  says  Janet  Allen,  a 

^^^™  retired   software   engi- 

neer from  Syracuse,  N.Y 

Don't  forget  about  water  for  the  crea- 
tures to  drink.  To  dig  a  pond,  you  need 
muscle,  rocks  to  create  a  shoreline,  and  a 
plastic  liner  available  at  most  garden  cen- 
ters. You  can  get  a  solar  pump  or  stock 
your  pond  with  filtering  plants  such  as 
water  hyacinth  to  keep  it  clean.  Don't 
worry,  the  dragonflies  and  frogs  the  pond 
will  attract  will  take  care  of  mosquitoes. 
Drop  in  an  organic  mosquitocidal  dunk  if 
you're  still  wary.  Or  just  get  a  birdbath 
you  can  dump  out  every  two  days  to 
thwart  the  growth  of  larvae. 

Supplemental  feeders  will  attract 
even  more  wildlife.  And  the  U.S.  Fish  & 
Wildlife  Service  has  specifications  at 
www.fws.gov/r5cbfo/school/birdhouse.pdf 
to  help  you  build  birdhouses.  You  can  also 
create  shelters  using  old  flowerpots  or 
scrap  lumber  that  appeal  to  toads,  bees, 
and  bats.  Pretty  soon  you'll  have  critter 
colonies  that  are  a  lot  more  fun  to  watch 
than  a  manicured  lawn.  II 


There  must  be  a  more  intelligent  way 
to  cut  your  operational  costs. 


Business  Intelligence  from  Business  Objects 


These  days,  everyone  wants  to  cut  costs.  But  no  one 
wants  to  cut  the  ability  to  make  a  profit.  So  how  do 
you  find  the  best  ways  to  save?  With  industry  standard 
business  intelligence  software  from  Business  Objects. 
Our  software,  you  see,  mines  all  your  financial  and 
operational  systems  and  gives  you  a  complete,  detailed 
view  of  all  your  costs  all  across  the  enterprise.  You  can 
access  and  create  reports.  Analyze  data.  And  find  ways 
to  make  your  operations  more  cost  effective.  All  based 
on  up-to-the-moment  information. 
All  of  which  enables  you  to  better  track,  understand, 


and  manage  your  business  to  maximize  enterprise 
performance.  You'll  have  the  information  you  need  to 
make  better  decisions,  improve  operational  efficiency 
and  discover  new  sources  of  revenue. 
Every  day,  more  than  24,000  companies  rely  on  our 
software  to  unlock  the  power  of  information.  Perhaps 
you  should,  too.  For  your  free  copy  of  our  business 
paper  "Driving  Organizational  Performance  with  Business 
Intelligence,"  visit  www.businessobjects.com/cost. 
Or  call  Business  Objects  at  1-800-877-2340.  And  let's 
put  away  the  chainsaw  before  your  enterprise  gets  hurt. 


Business  Objects 

The  business  intelligence  standard. 
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RETIREMENT 

TAPPING  AN  IRA, 
SLOWLY 

A  LITTLE-KNOWN 

Internal  Revenue 

Service  regulation 

change  makes  it 

easier  for  IRA 

beneficiaries  to 

extend  the  benefits 

of  such  accounts. 
The  change  applies  to  named  nonspouse 
beneficiaries  when  the  account  owner 
dies  before  the  required  age  to  begin 
distributions  (generally  age  701/!). 
Before,  such  beneficiaries  had  to 
withdraw  all  funds  within  five  years 
unless  they  specifically  opted  for 
payments  based  on  their  own  life 
expectancy.  With  the  rule  change,  the 
beneficiaries  automatically  get  the 
benefit  of  life-expectancy  payouts  unless 
they  choose  the  five-year  rule- 
something  Ed  Slott,  editor  of  Ed  Shu's 
IRA  Advisor  newsletter,  says  you  should 
never  do.  Remember,  he  says,  you  can 
always  take  more  than  the  minimum 
under  life  expectancy— withdrawing 
everything  in  five  years,  or  even  fewer,  if 
that's  what  you  want.  You  just  don't 
have  to.  Instead,  you  can  let  the  money 
continue  to  grow  tax-deferred.  ^^^^^^^^^^^^^^^^^^^^^^^ 

INVESTING 

PABLO  PICASSO'S  Gargon  a  la  Pipe  (Boy  with  a  Pipe)  set  a  new 
art-world  record  when  it  sold  for  $104.2  million  on  May  5.  But  is 
art  a  good  investment  over  time?  To  find  out,  Jianping  Mei  and 
Michael  Moses,  two  professors  at  New  York  University's  Stern 
School  of  Business,  tracked  6,000  objects  auctioned  at  least 
twice  since  1875  (meimosesfineartindex.org).  While  art  has 
performed  roughly  the  same  as  the  S&P  500  over  the  past 

50  years,  the  two 
standard* poor-s soo  A  #  asset  classes 

don't  always  move 
in  sync.  Art  might 
not  make  your 
portfolio  look  more 
beautiful,  but  it  can 


TIME  OFF 

A  Star  Is  Born 

IF  YOU'VE  EVER  DREAMED  of  being  in  the  movies,  here's  your  chance.  Starting  on 
May  28,  Chicago's  Museum  of  Science  &  Industry  will  offer  visitors  a  chance  to  learn 
first-hand  how  movies  are  made.  The  new  exhibit  takes  you  to  a  sound  stage,  where, 
on  a  half-dozen  sets,  you  can  star  in  a  short  adventure  called  Escape  from  Zircon. 
There  are  also  parts  for  extras,  at  a  faux  outdoor  cafe  in  Paris,  for  instance,  as  well  as 
off-stage  roles  for  the  camera-shy.  You  follow  a  script,  but  there  are  no  speaking 
lines:  Sound  and  voice-over  narration  are  dubbed  in. 

The  entire  production,  which  is  directed  by  a  museum  staff  member,  takes  a  half 
hour  and  is  done  in  groups  of  up  to  60.  For  $5,  you  can  buy  a  DVD  of  your 
performance,  or  download  it  later  for  free  at  www.escapefromzircon.org.  You  can  also 
see  movie  memorabilia,  including  Harrison  Ford's  Indiana  Jones  costume.  The 
traveling  exhibit,  which  costs  $750  for  adults,  will  run  through  Jan.  9.    -Michael  Arndt 


, 1=1953 


GARDENING 

TOTE  THAT  HOSE 

GARDENING  WOULD  BE  a  lot  more  fun  if 

your  loaded  wheelbarrow  were  easier  to 

push.  CartCraft  Co.  has  a  solution:  Its 

new  motorized  Lawn  Utility 

Vehicle  (cart-craft.com)  carries 

up  to  200  pounds  at  2  mph, 

propelled  by  a  12-volt  battery 

that  recharges  from  a  standard 

household  outlet.  Available 

for  $299  through  major 

hardware  chains  and 

catalogs,  the 

LUVcart 

requires 

assembly. 
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serve  as  a  nice 
diversification  tool. 
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We've  built  high-tech  apartments  alongside  a  marina,  given  people  the  freedom  to  own  homes  and  to  live  as  they  want.  Now, 
ve've  started  work  on  the  world's  tallest  building  and  the  world's  biggest  mall  within  the  world's  most  spectacular  master- 
)lanned  community.  As  for  tomorrow's  plans  to  further  develop  Dubai,  we're  working  on  them  today. 

We're  changing  Dubai's  future.  Visit  www.emaar.com 


DUBAI 

Shaping  the  Future.  Today. 
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Personal  Business  The  Barker  Portfoli 


BY  ROBERT  BARKER 


When  Companies  'Go 
Dark?  Investors  Can  Lose 


At  37  minutes  past  6  p.m.  on  Apr.  27, 
Niagara  Corp.  filed  its  quarterly  profit 
report.  The  steelmaker,  which  took  in 
revenues  of  $295  million  in  2003,  is  little- 
known  yet  in  some  ways  extraordinary. 
For  one,  Niagara  enjoys  solid  standing 
with  Detroit,  which  uses  its  specialty  bars 
for  such  critical  systems  as  steering  racks. 

For  another,  its  headquarters  can  be  found  within  one  of 
Manhattan's  most  elegant  towers,  667  Madison  Ave.  And,  after 
years  of  tough  industry  conditions,  the  financial  news  from 
Niagara's  home  office  that  day  was  most  special:  First-quarter 
sales  had  risen  24%,  while  earnings  per  share  doubled.  CEO 
Michael  Scharf  pronounced  the  results  "excellent" 

INVESTORS,  WHO  HAVE  TRADED  Niagara  shares  since  Scharf 
took  it  public  in  1993,  had  to  be  delighted.  They  also  had  no 
time  to  celebrate.  Nine  minutes  later,  Niagara  filed  notice  that  it 
would  deregister  its  stock  with  the  Securities  &  Exchange 
Commission,  stop  filing  public  reports  and  proxy  statements, 
and  delist  from  NASDAQ.  Trading  over  the  counter,  the  stock 
plunged  and  lately  rests  about  30%  lower,  near  $3.64  (chart). 

This  nightmare  is  growing.  Two  University  of  Alberta 
economists,  Nadia  Massoud  and  Andras  Marosi,  combed  SEC 
filings  and  counted  135  deregistrations  unrelated  to  mergers 
last  year,  up  from  46  in  2001  and  75  in  2002.  In  a  36-stock 
sample,  they  also  found  that  stocks  lost  an  average  of  more 
than  12%  within  two  trading  days  of  deregistration  news.  "If  s 
a  mystery  to  me  why  the  SEC  is  not  focusing  on  this,"  said 
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Nelson  Obus,  president  of  Wynnefield  Capital,  which  owns  6% 
of  Niagara.  "It's  a  cancer  in  the  confidence  that  has  to  exist 
between  management  and  investors." 

Companies  may  deregister,  or  "go  dark,"  if  they  have  fewer 
than  300  shareholders  of  record  (500  if  assets  fall  below  $10 
million).  With  $186  million  in  assets,  Niagara  had  124 
shareholders  of  record,  but  it  likely  has  more  actual  holders 
because  many  accounts  are  in  brokers'  names.  This  criterion 
for  deregistration  is  being  challenged  by  a  group  of  investors 
who  last  July  petitioned  the  SEC  to  count 
ultimate  shareholders,  not  just  registered 
ones,  in  permitting  companies  to  go  dark. 
SEC  staffers  still  are  studying  the  issue. 

Why  would  Niagara  deregister? 
Scharf  s  critics  see  him  as  an  excellent 
operating  executive  with  a  stellar  record 
of  delivering  big  gains  to  investors  in 
earlier  metals  companies.  But  some 
speculate  that  Scharf  aims  to  depress  its 
value,  buy  a  majority,  and  perhaps  take 
over  the  company  for  a  song.  He  owns 
37%  of  the  stock,  and  a  brother,  Gilbert, 
owns  another  7%.  Others  worry  that 

Scharf,  who  in  2003  received  a  salary  and  bonus  of  $880,000, 
up  from  $680,000  in  2002  and  $480,000  in  2001,  will  enrich 
himself  now  that  Niagara  need  not  disclose  executive  pay. 

Scharf  told  me  none  of  these  worries  is  valid.  "I  create 
shareholder  value— that's  what  I  try  to  do,"  he  said.  Instead, 
driving  Niagara's  decision  were  the  rising  costs  of  staying 
public  under  the  Sarbanes-Oxley  Act  and  other  new  rules. 
Scharf  was  vague,  however,  about  his  estimate  of  the  cost  of 
staying  public,  putting  it  at  "hundreds  of  thousands  of  dollars 
on  an  annual  basis."  This  seems  small  next  to  the  $10  million 
in  market  value  Niagara  lost  the  week  it  quit  NASDAQ.  Scharf 
also  said  he  did  not  know  how  many  investors  own  the  stock, 
even  though  public  companies  use  such  a  count  in  mailing 
proxies.  Finally,  he  would  not  elaborate  on  how  much  weight 
Niagara's  board  gave  a  NASDAQ  rule  that  this  year  would  have 
forced  it  to  have  a  majority  of  independent  directors.  It  has  six 
directors,  with  just  three  independent.  One,  Andrew  Heyer,  did 
not  return  my  calls,  and  Scharf  declined  to  help  me  reach  the 
other  two.  "I  am  the  spokesman,"  he  said. 

What  should  you  make  of  all  this?  First,  small-cap  stocks 
have  had  a  great  run,  but  the  risk  of  sudden  deregistration  is 
growing.  Second,  with  vast  disclosures  and  SEC  scrutiny,  it's  no 
snap  for  a  company  to  issue  stock  and  take  the  public's  money. 
But  once  public,  it  shouldn't  be  a  snap  to  go  dark.  ■ 

E-mail:  rb@businessweek.com 
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SOLUTIONS  FOR  THE  DESIGN  &  MANAGEMENT 

OF  THE  BUILT  ENVIRONMENT 

FEATURING:  Buildings  Show®  •  Office  Expo  By  OFDA  •  TechnoCon™ 
Fine  Design  Residential  Furnishings  Show™  •  NEWHospitality  •  GREEN//fe™ 


DESIGN  IMPACTS.  DESIGN  INFLUENCES.  DESIGN  INSPIRES. 

Design  is  an  integral  part  of  any  environment.  Prepare  yourself  and  your  company  so  that  you  can  take  that  message  to 
your  clients,  armed  with  the  latest  knowledge,  most  innovative  products  and  ideas  from  world-class  leaders,  thinkers  and 
do-ers,  from  both  inside  and  outside  the  design  community.  Find  it  all  at  NeoCon,  North  America's  largest  exposition  and 
conference  for  the  built  environment.  It  is  your  resource  for  corporate,  government,  institutional,  health  care,  hospitality, 
retail  and  residential  design  solutions.  Be  there  to  expand  your  design  perspective  and  uncover  the  hottest  trends  and 
products  that  will  impact  the  industry. 

Featuring: 

IIDA  Keynote  Speaker 

Daniel  Libeskind 

"A  Vision  for  the  Future:  Architecture,  Art  &  Urban  Life" 

Monday,  June  14  •  3  pm 

Already  one  of  the  world's  leading  architects,  Daniel  Libeskind  has  taken  a  dramatic  leap  forward  with 
his  selection  as  the  lead  architect  on  the  rebuilding  of  the  World  Trade  Center  site,  the  most  important 
American  architectural  project  in  decades.  Libeskind  will  bring  audiences  into  a  real  discussion  on  the 
buildings  they  want  to  live  and  work  in,  and  the  kinds  of  cities  they  want  to  inhabit. 


Keynote 
Sponsored  by: 


'[I  PA  Allsteel 


INTERNATIONAL 
INTERIOR  DESIGN 

ASSOCIATION 

www.iida.org 


Keynote 
Media  Sponsor: 


Oesigned  to  work.  Built  to  last. 

www.allsteeloffice.com 
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www.businessweek.com 


For  more  information,  visit  www.merchandisemart.com  (click  on  NeoCon)  or  call  800.677.6278. 


Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

PAIN  MANAGER  ANSI  IS  ON  ITS  BACK,  BUT  FOR  HOW  LONG? 

V 

SUN  IS  SHIFTING  FOCUS,  AND  THAT  MAY  BRING  BACK  THE  HEAT. 
INTERNET  CALLS  COULD  SEND  YAK  BACK  TO  ITS  ALL-TIME  HIGH. 
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ANSI:  Killing  the  Pain? 

ADVANCED  NEUROMODULATION  Systems  (ANSI)  is  in 
the  business  of  managing  chronic  pain,  but  its  stock  was 
itself  a  source  of  heartache  for  many  when  it  tumbled 
from  47  in  February  to  27  by  May  12.  Its  product  is  an 
implantable  pulse  generator  system 
that  stimulates  the  spinal  chord  to  treat 
intractable  chronic  pain.  The  entry  of 
another  company— Advanced  Bionics— 
into  pain  control  provoked  selling  of 
ANSI's  stock.  But  to  Peggy  Farley,  CEO 
of  Ascent  Capital  Management,  which 
owns  shares,  the  sharp  fall  is  a  rare 
buying  opportunity,  as  ANSI's  business 
is  ramping  up.  And  ANSI  could  be  a 
buyout  target  of  Johnson  &  Johnson, 
which,  Farley  says,  is  looking  at 
ANSI  to  broaden  its  stake  in  the 
neuromodulation  market  dominated  by  Medtronic. 
Neuromodulation  is  the  delivery  of  electrical  stimulation  to 
nerve  fibers  to  ease  pain.  ANSI's  2003  earnings  vaulted  97.7% 
to  $13.2  million,  or  64<t  a  share,  and  sales  leaped  59%,  to  a 
record  $91.1  million.  Farley  figures  ANSI  will  earn  90<t  a  share 
in  2004  and  $1.25  in  2005— both  above  consensus  estimates. 
She  says  clinicians  are  assessing  the  potential  of 
neuromodulation  in  treating  other  ailments,  such  as 
depression,  obesity,  Alzheimer's  disease,  and  chronic 
headaches.  Even  without  a  buyout,  Farley  says,  ANSI  could 
double  in  12  months.  David  Turkaly  of  investment  firm  WR 
Hambrecht  says  competition  is  inevitable,  but  he  adds  that 
ANSI  is  well  equipped  in  technology  and  products  to  compete 
ably  over  the  long  term.  Johnson  &  Johnson  declined  comment. 


NOV.  5,  '03  MAY  12,  '04 

Data:  Bloomberg  Financial  Markets 


Sun's  Eclipse 
Can't  Last  Forever 


SUN  MICROSYSTEMS  (SUNW)  has  been  an  investment 
disaster  for  five  years,  with  the  stock  way  down  from  64 
in  2000  to  3.85  now.  "And  most  analysts  are  still  quite 
negative  on  it,"  says  Ken  Perkins  of  Thomson  First  Call. 
Consensus  forecasts,  he  notes,  call  for  a  loss  of  22<t  a  share  in 
fiscal  2004  ending  June  30  and  2<t  in  fiscal  2005.  Sun  was  also 
in  the  red  in  2002  and  2003.  But  Charles  Lemonides  of 
investment  firm  ValueWorks,  who  has  been  buying  shares, 
says  the  Street's  bearishness  is  already  in  the  stock.  He 
believes  Sun  is  headed  higher— to  10  in  a  year— if  it  succeeds 
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in  shifting  focus  from  selling  hardware 

and  software  to  servicing  and  licensing 

that  generate  recurring  revenues. 

Lemonides  says  Sun  is  discounting 

the  price  of  its  hardware  to  users  who 

sign  up  for  services  and  also  offers  free 

hardware  to  developers  who  license  its 

software.  Analysts  are  paying  scant 

attention  to  this  recurring-revenue 

business  model.  George  Elling  of 

Deutsche  Bank,  which  has  done 

banking  for  Sun,  is  also  bullish.  He 

says  Sun  holds  a  "significant  balance  of  cash  and  investments 

($1.67  a  share),  and  its  operating  cash  flow  is  now  positive." 

Why  Tongues  Are  Wagging 
About  Yak 

YAK  COMMUNICATIONS  (YAKC)  may  sound  like  a 
strange  name,  but  it  fits:  The  company  offers  discount 
services  to  people  who  do  a  lot  of  long-distance  yakking 
over  the  phone.  Its  primary  market  is  ethnic  (mainly  Chinese 
and  Indian)  residential  and  small-business  customers.  It's  big 
in  Canada,  where  it  holds  75%  of  the  so-called  dial-around 

market.  Dial-around  allows  callers  to  

bypass  their  pricey  long-distance 
carriers  and  connect  to  a  cheaper  one 
by  dialing  10 10,  followed  by  a  code  of 
three  numbers.  Yak  is  routing  traffic  in 
23  U.S.  states.  Now  it  is  preparing  to 
offer  low-rate  service  over  the  Web, 
which  would  be  launched  by  Sept.  8, 
says  CEO  Charles  Zwebner.  The  so- 
called  Voice  over  Internet  Protocol 
transmits  phone  calls  over  a  data 
network— like  the  many  networks  that 
make  up  the  Internet.  Paul  Sethi  of 
Vertical  Ventures,  which  owns  shares,  says  the  Internet 
ser/ice  should  boost  the  stock,  now  at  730  a  share,  to  its  old 
high  of  20  in  a  year.  He  predicts  earnings  of  50$  to  60<t  a 
share  in  fiscal  2004  ending  June  30,  up  from  2003's  29$.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

Rising  oil  prices  along  with 
growing  doubts  about  Iraq  sent 
stocks  tumbling  sharply  for  most 
of  the  week  despite  the  evidence 
of  a  solid  economic  rebound.  On 
May  12,  the  Dow  dipped  below 
9900  before  reversing  course  to 
close  above  10,000.  Not  all  the 
news  was  bad:  Cisco  beat 
expectations  on  May  11  and  the 
next  day,  Disney  reported  a  71% 
jump  in  earnings. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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S&P  Utilities 
GSTI  Internet 
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GLOBAL  MARKETS  may  12  week 

S&P  Euro  Plus  (U.S.  Dollar)  11142  -6.7 

London  (FT-SE 100)  44123  -3.4 

Paris  (CAC  40)  3564.3  -4.4 

Frankfurt  (DAX)  37762  -6.1 

Tokyo  (NIKKEI  225)  11.153.6  -5.2 

Hong  Kong  (Hang  Seng)  11,528.2  -3.5 

Toronto  (S&P/TSX  Composite)    8187.7  -3.2 

Mexico  Crty  (IPC)  9690.7  -4.2 


%  change 
yearto    last12 
date     months 


-53 
-L4 

0.3 
-4.8 

4.5 
-8.3 
-0.4 
102 


23.5 
10.7 
20.3 
28.6 
362 
26.4 
21.9 
492 


-3.0 
-3.1 

-L6 
62 

19.4 
26.2 

-2.6 

-22 

16.1 

-3.8 

-8.5 

8.9 

FUNDAMENTALS  mayu 

S&P  500  Dividend  Yield  1.64% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  20.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  16.6 

First  Call  Earnings  Revision*  221% 

TECHNICAL  INDICATORS  mayu 
S&P  500  200-day  average                1077.7 

Stocks  above  200-day  average  51.0% 

Options:  Put/call  ratio  030 
Insiders:  Vickers  NYSE  Sell/buy  ratio    3.53 


WEEKAGO  YEARAGO 

1.61%  L72% 

21.4  30.3 

17.0  16.7 

221%  -L53% 

•First  Ca«  Corp 

WEEKAGO  READING 

1074.8  Positive 

67.0%  Neutral 

0.79  Positive 

3.96  Negative 


BEST-PERFORMING 
GROUPS 

Distributors 
Internet  Retail 
Personal  Products 
Health-Care  Distributors 
Drug  Chains 


LAST 
MONTH * 

7.8 
6.1 
5.7 
5.3 
3.3 


Internet  Software 
Wireless  Services 
Fertilizers  &  Ag.  Chems. 
Internet  Retail 
Health  Care  Supplies 


LAST  12 
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106.3 
93.4 
73.2 
70.6 
67.4 


EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN  N 
LEADERS 

Health  -1.5 

Domestic  Hybrid  -3.2 

Miscellaneous  -3.3 

Large-cap  Blend  -3.3 

LAGGARDS 

Precious  Metals  -17.7 

Latin  America  -16.2 

Diversified  Emerg.  Mkts.  -14.6 

Japan  -14.6 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  S 
LEADERS 

Crdt.  Sse.  Inst.  Sm.  C.  Gr.  9.3 

Rydx.  Invse.  Dyn.  Dow  30  H  6.5 

ProFunds  UltSh.  OTC  Inv.  6.4 
ProFunds  Sh.  Sm.  Cap.  Inv.  6.3 

LAGGARDS 

AXP  Precious  Metals  A  -23.0 

ING  Russia  A  -22.9 

Midas  -22.7 

PFds.  P.  Mtls.  Usr.  Inv.  -21.9 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

Pacific/Asia  ex- Japan  42.5 

Japan  41.7 

Diversified  Emerg.  Mkts.  38.7 

Diversified  Pacific/Asia  34.9 

LAGGARDS 

Domestic  Hybrid  11.2 

Utilities  15.4 

Large-cap  Growth  15.6 

Large-cap  Blend  16.3 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFds.  Wrlss.  Ultsr.  Inv.  101.2 

Eaton  Vance  Grtr.  India  A  98.2 

Pacific  Advs.  Sm.  Cap  A  85.5 

American  Heritage  83.3 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -41.9 

Rydex  Dynam.  Vent.  100  -41.8 

Rydex  Dyn.  Tempest  500  -30.9 

ProFunds  UltraBear  Inv.  -30.9 


WORST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 
Gold  Mining 
Steel 

Semiconductor  Equip. 
Forest  Products 


LAST 
MONTH  K 

-21.2 
-19.4 
-18.8 
-15.9 
-14.9 


Airlines 

Photographic  Products 
Broadcasting 
Insurance  Brokers 
Leisure  Products 


LAST  12 
MONTHS'* 

-20.3 

-16.3 

-5.6 
-5.5 
-4.4 


INTEREST  RATES 


KEY  RATES 

WAY  12 

WEEKAGO 
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Money  Market  Funds 

038% 

0.59% 

079% 

90-Day  Treasury  Bills 

L03 

0.98 

L04 

2-Year  Treasury  Notes 

238 

2.32 

L39 

10-Year  Treasury  Notes 

4.80 

4.58 

3.53 

30-Year  Treasury  Bonds 

531 

5.35 

431 

30-Year  Fixed  Mortgage  f 

6.30 

6.13        5.48 
tBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10- YR.  BOND 

30-YRBOND 

General  Obligations 

4.19% 

5.05% 

Taxable  Equivalent 

5.99 

7.21 

Insured  Revenue  Bonds 

4.40 

521 

Taxable  Equivalent 

■  a 

7.44 

THE  WEEK  AHEAD 


RESIDENTIAL  CONSTRUCTION 

Tuesday,  May  18,  8:30  a.m. 
EDT  »  Housing  starts  are  forecast 
to  have  fallen  to  an  annual  rate  of 
1.97  million  during  April.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Action 
Economics.  In  March,  starts  hit  an 
annual  pace  of  2.01  million. 
Mortgage  rates  are  expected  to 
keep  rising,  which  should  gradually 
cool  the  housing  market.  But 
strong  job  and  income  growth  will 


help  to  offset  some  of  the  drag 

from  higher  rates. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  May  20,  8:30  a.m. 
EDT  »  New  filings  for  state 
unemployment  claims  probably 
stood  at  about  320,000  during  the 
week  ending  May  15.  In  the  week 
ended  May  1,  new  jobless  claims 
dropped  to  315,000,  the  lowest 
reading  since  October,  2000.  The 
downward  trend  in  claims 
reinforces  the  monthly  jobs  data, 


which  suggest  businesses  have 
shed  their  fears  of  adding  workers. 
LEADING  INDICATORS  Thursday 
May  20,10  a.m.  EDT  »The 
Conference  Board's  April  index  of 
leading  economic  indicators  most 
likely  improved  by  0.2%,  following 
a  0.3%  gain  for  March.  The  April 
gain  should  come  largely  from  the 
factory  sector,  as  new  orders 
surged.  The  growing  level  of  money 
supply  and  fewer  jobless  claims 
should  also  be  a  plus. 


The  BusinessWeek  production  index 
rose  to  219.1  for  the  week  ended  May 
1,  a  12.7%  jump  from  the  previous 
year.  Before  calculation  of  the  four- 
week  moving  average,  the  index 
moved  up  to  219.8. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/magazine£xtra.ritm 
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Taking  Action, 
Making  Progress 


V. 


The  Oon't-Miss  Even!  (or  Homeland  Security  Strategy 

THE  MCGRAW-HILL  COMPANIES 

HJMELAND 
SECURITY 

SUMMIT    &    EXPOSITION 

June  2-4,  2004 

Washington  Convention  Center,  Washington,  D.C. 

Special  Government  Rotes  Available 

Threats  don't  affect  a  single  city  or  industry.  Solutions  don't  emerge  in  a  vacuum.  They 
cross  boundaries  —  political,  organizational,  and  economic. 

The  Homeland  Security  Summit  and  Exposition  is  the  only  one  of  its  kind, 
singling  out  the  success  stories  of  a  broad  range  of  companies,  agencies,  and  gov- 
ernments and  highlighting  the  best  practices  they  share.  The  Summit  features  in-depth 
sessions  focused  on  information  sharing,  border  security  and  technology.  The 
development  of  this  unique  program  is  in  cooperation  with  senior  officials  from  the 
Department  of  Homeland  Security,  Major  Cities  Police  Chiefs  Association,  the  Memorial 
Institute  for  the  Prevention  of  Terrorism,  and  security  advisors  at  S&P  500  firms. 

INTRODUCING  CRISIS  SIMULATION 

A  crisis  simulation  will  span  the  two-day  conference  and  use  simulated  news  clips, 
intelligence  reports,  and  Homeland  Security  Council  briefings  about  an  unfolding 
security  crisis.  The  audience-interactive  simulation,  set  3-4  years  in  the  future,  will 
demonstrate  the  major  improvements  in  prevention  and  response  that  can  be  made 
if  the  right  organizations,  systems  and  technologies  are  fielded.  Attendees  will  participate 
and  make  actual  decisions  through  the  use  of  real-time,  wireless  polling  devices. 

Register  online  @  www.mcflraw-hill.com/summit 

or  call  Ryan  Leeds  at  +1.212.904/3892  or  800.240.7645  x7 


Jxybernaut     """eywell 


SUPPORTING  SPONSOR: 


NORTHROP  GRUMMAN 


Featured  Speakers: 


The  Hon.  Gary  Hart 

former  U.S.  Senator  (CO); 

Co-chair,  U.S.  Commission  on 

National  Security  for  the 

21st  Century 


The  Hon.  Warren  Rudmai 

former  U.S.  Senator  (NH); 

Senior  Counsel,  Paul,  Weiss, 

Rifkind,  Wharton  & 

Garrison  LLP 


Bill  Cooper 

Senior  Progrom  Manager, 

Worldwide  Operations, 

Microsoft 

Nils  J.  Diaz 

Chairman, 

Nuclear  Regulatory 

Commission 

John  C  Gannon 

Staff  Director,  Select  Committee 

on  Homeland  Security,  U.S. 

House  of  Representatives; 

Former  Deputy  Director  for 

Intelligence,  CIA 


Gov.  James  S.  Gilmore  III 

former  Gov.  of  Virginia  and 
Chairman  of  the  Advisory 
Panel  to  Assess  Domestic 
Response  Capabilities  for 

Terrorism  Involving  Weapons 
of  Mass  Destruction 


McGraw  Hil 
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SUPPORTED  BY: 


AeA  (American  Electronics  Association)  •  American  Society  of  Landscape  Architects  •  AUSA  •  Forecast  International  Inc. 
National  Memorial  Institute  for  the  Prevention  of  Terrorism  •  Professional  Services  Council  •  United  States  Navy  League 


MEDIA  SPONSORS: 


AmeriForce  Publishing  LLC  •  Homeland  Security  &  Defense  Newsletter  •  ST&D  Magazine 
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The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


A 

Absolut  50 
Advanced 

Neuromodulation  (ANSI) 

122 

Agilent  (A)  94 
Airbus  44 

AirTran  Airways  (AAI)  84 
Alcan(AL)94 
Alliance  97 
Altria  (MO)  52. 108 
Alvarion(ALVR)78 
Amazon.com  (AMZN)  24 
AmBev(ABV)68,69 
American  Airlines  (AMR) 

45.84 
American  Express  (AXP) 

45 
America  West  Airlines 

(AWA)45 

Ameritrade(AMTD)16 
Amgen(AMGN)98 
Anheuser-Busch  (BUD) 

68 
Apple  Computer  (AAPL) 

2448,55 
Arthur  Andersen  86 
Ascent  Capital  22 
AT&T  (T)  78 
Aventis69 


B 

Bank  of  America  (BAC)  52 
Bank  of  New  York  (BK)  76 
Banta(BN)94 
BellSouth  (BLS)  46 
Berkshire  Hathaway 
(BRK)55 

Best  Buy  (BBY)  48 
BMW  62 

Boeing  (BA)  44. 84 
Boston  Wedding  Group  50 
BP(BP)58 


C 

CarLab62 
CartCraft  118 


Charles  Schwab  (SCH)  16 
Charter  (CHTR)  81 
CheckFundManager.com 

13 

Chrysler  (DCX)  22. 113 
CIBC  Oppenheimer 

(BCM)88 

Circuit  City  Stores  (CC)  48 
Cisco(CSCO)52,86 
Citigroup  (C)  52. 76 
City  National  (CYN)  76 
CKE  Restaurants  (CKE)  16 
Clearwire  Holdings  78 
CNW  Marketing  Research 

62 

Coach  (COH)  48 
Comcast  (CMCSK)  46, 81 
Commerce  Bancorp 

(CBH)76 
Cox  Communications 

(COX)  46 
CreditSights  U6 
Curis(CRIS)98 


Decision  Resources  98 
Dell  (DELL)  24, 48 
Delta  Air  Lines  (DAL)  84 
Deutsche  Bank  (DB)  122 
DirecTV  (DTV)  46 
Dish  Network  46 
Dow  Chemical  (DOW)  94 
DreamWorks  SKG 13 


Eaton  (ETN)  94 
EchoStar  (DISH)  46 
Eli  Ully  (LLY)  98 

Emerson  Electric  (EMR) 
108 

Enron  14, 77, 86 
E*Trade(ET)16 


Firs'.  Horizon  National 

(FHN)76 
Ford  (F)  14, 22 
Franklin  Equity  Income 

Fund  108 
Frontier  Airlines  (FRNT) 

45 


Gateway  (GTW)  48 
General  Electric  (GE)  16, 

20,74 
General  Motors  (GM)  22, 

108 

Genzyme(GENZ)98 
Geppetto  Group  97 
Geron(GERN)98 
GlaxoSmithKline(GSK)20 
Global  Detection  & 

Reporting  14 
Goldman  Sachs  (GS)  13, 

55,62 
Google  74 
Grant  Thornton  74 
Gristede's  Foods  (GRI)  74 
G  Whiz  97 


H 

Harbin  Brewery  68 
Harris  Interactive  14 
Honda  (HMC)  62 
Horizon  Investment  108 


I 

Intel  (INTC)  52, 78 
Interbrew69 
International  Steel  Group 

(ISG)94 
International  Strategy  & 

Investment  40 
Investec  68 
Iran  Khodro  Diesel  58 


Johnson  &  Johnson  (JNJ) 

98,122 
J.R  Morgan  Chase  (JPM) 

13  52  116 


KeyCorp  (KEY)  74 
Kia  58 

Kraft  Foods  (KFT)  108 


Lehman  Brothers  (LEH) 
39.45,84 

Levi  Strauss  52 
Lucent  (LU)  55, 78 


M 

McDonald's  (MCD)  52 
MCI  Group  (MCI)  78 
Medtronic  (MDT)  122 
Mercedes-Benz  (DCX)  62 
Merrill  Lynch  (MER)  36. 

39,68 

MFS  investment  39 
Microcell 

Telecommunications  78 
Microsoft  (MSFT)  28, 78 
Mizhhuo  Securities  62 
Morgan  Stanley  (MWD)  33 
Motorola  (MOT)  20 


N 

NBC(GE)13 

Ned  Davis  Research  36 

Neuronyx98 

Nextel  Commnications 

(NXTL)78 
NextNet  Wireless  78 
Niagra  120 

Nissan  (NSANY)  58, 62 
Nordstrom  (JWN)  48 
Northern  Trust  76 
Northwest  Airlines 

(NWAC)45 


Osiris  Therapeutics  98 
Oxford  Bioscience  98 


palm0ne(PLM0)48 
Pars  Online  58 
Peoples  Bancshares  of 

Pointe  Coupee  74 
Peroni  Group  68 
PFC  Energy  58 
Pilsner  Urquell  68 
Pimccll6 
PNC  Financial  Services 

(PNC)  76 
Postlethwaite  &  Netterville 

74 


Prudential  Equity  (PRU) 

88 
PSA  Peugeot  Citroen 

(PEUGY)58 
Ptown  Parties  50 


Qwest  Communications 
(0)86 


RainbowWeddingNetwork 
50 

Reuters  (RTRSY)  76 
R.J.  Reynolds  (RJR)  108 
Robert  WBaird  74 
Royal  Dutch/Shell  (RD)  58 
Ryan  Beck  76 


SABMiller(SBMRY)68 
Saipa  Automobile  58 
Sanofi-Synthelabo69 
SBC  Communications 

(SBC)  46. 81 
Smiths  Detection  16 
Smurfit-Stone  (SSCC)  94 
Sony(SNE)48 
Southwest  Airlines  (LUV) 

45.84 
Sovereign  Bancorp  (SOV) 

76 

Spelman  Research  122 
Spnnt(F0N)78 
Standard  &  Poor's  (MHP) 

108 

State  Street  (STT)  76 
Subaru  50, 62 
Sun  Microsystems 

(SUNW)122 

Surfside  Hotel  &  Suites  50 
Swagelok74 


T 

Teal  Group  44 

Teledesic  78 

Telmexll2 

Texas  Instruments  (TXN) 

52 
Thomson  First  Call  (TOC) 

122 

Tiffany  (TIF)  112 
Time  Warner  (TWX)  46. 

78.81 
Titan  Pharmaceuticals 

(TTP)98 


Toy  (TOT)  58 
Toyota  (TM)  20, 22, 62 
Traf58 

Tnckett  Honda  62 
TRowe  Price  (TROW)  116 
Tyco  International  (TYC) 
86 


u 

UBS  (UBS)  46, 55, 81 
United  Airlines  (UALAQ) 
45 
US  Airways  (UAIR)45, 84 


V 

ValueWorksl22 
Verizon  (VZ)  28, 46, 78, 81 
Vertical  Ventures  122 
Volvo  (F)  50 
Vonage24,28 


W 

Walt  Disney  (DIS)  52 
Wal-Mart  Stores  (WMT) 

48 
Washington  Mutual  (WM) 

108 
Wells  Capital  Management 

36 

Wings  West  62 
Winstar  78 
Wrteck  Combs  50 
WL  Ross  94 
WoridCom52.77 
WRHambrechtl22 
Wyeth(WYE)88,98 
Wynnefield  Capital  120 


Xcel  Pharmaceuticals  74 

Xerox  (XRX)  20 

XM  Satellite  Radio  (XMSR) 

84 
XO  Communications 

(X0CM)78 


Yak  Communications 
(YAKQ122 
Yankee  Group  (RTRSY)  81 


Z 

Zenith  Media  97 

Zultys  Technologies  28 


Fifth  Third  Bank  (FITB) 
108 


KarafarinBank58 
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Marketplace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 


Business/Career  Opportunities 


The  current  economy  is  making 
BIG  MONEY  for  loan  ana  leasing  brokers! 

OWN  YOUSi  OY/j  1 
HU3IN255  LOAN  COjWAHY 

Business  loans/Foctoring/Equipment  leasing 

Arrange  business  loans  and  leases 
from  $1 0,000  to  $  1 0  million . 
Work  directly  with  national 
lenders      No     experience 
needed.     We     completely 
train     and     support     you 
Unlimited   earning   potential 
and  residual  income. 

FOR  A  FREE  VIDEO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

www.viewttc.com  (^The  Loan  Consultants,  tnc 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  customer  demand. 

Tel:  +44  (0)  1872  223  000 

Email:  info@somar.co.uk 
for  information  pack 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  S  Int'l  Health  Corp.  from 
Japan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
For  Business  Ownership  details,  call 

877-747-6629 

www.  5pi  liars,  com/mmiller 


Advanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Health/Fitness 


Bodi/Rail 

Weight  Training 
1  Reduced  Stress 
and  Strain  on 
r  Back! 


www.bodyrail.com 


Business/Career  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $400,000 

Own  a  Medical  Diagnostic  Center  in  your  area.  NO  medical 
experience  required.  $150,000  initial  fee  and  $300,000 
of  investment  capital  is  required.  Can  reach  profitability 
in  6  months. 

(866)  862-1222 

info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


For  Ad  Rates  and  Information 

Phone:(312)464-0500 

Fax:(312)464-0512 


Yacht  Charters 


Discover  the 

yachting 

world  of  Greece 

on  a 

VALEF  YACHT 

Since   1  969 


Men's  Footwear 


MEN...L00K  TALLER! 


-«j 


ELEVATORS. ..Shoes  that  make  you  appear 
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Iraq:  How  to  Repair 
America's  Moral  Authority 


AMERICA'S  EFFORT  in  Iraq 
is  verging  on  failure.  The 
horrible  images  of  torture 
from  the  Abu  Ghraib  prison 
are  undermining  the  legiti- 
macy of  the  occupation  not  only  inside 
Iraq,  but  in  the  U.S.  as  well.  President 
George  W.  Bush's  glowing  Wilsonian 
dream  of  establishing  democracy  in  Iraq 
—and  the  Middle  East— is  giving  way  to 

dark  despair  in  Washington  and  a  rising  chorus  of  demands  to 
get  out  as  quickly  as  possible.  No  magic  bullet  can  now  reverse 
the  Administration's  blunders  made  over  the  past  12  months. 
But  there  are  steps  that  can  be  taken  that  might  begin  to  salvage 
some  of  the  effort  to  bring  a  better  life  to  Iraqis  and  restore  some 
of  the  moral  authority  lost  by  America  around  the  world.  If  they 
are  to  work,  the  President  must  focus  on  the  much  longer-term 
mission  of  bringing  stability  and  democracy  to  the  Middle  East. 
This  is  what  should  be  done. 

MOVE  IRAQI  ELECTIONS  UP  TO  SEPTEMBER  FROM  NEXT 
JANUARY.  The  biggest  mistake  the  Bush  Adininistration  has 
made  in  haq  is  resisting  the  transfer  of  sovereignty  to  the 
Iraqis.  Neoconservatives  in  the  Pentagon  initially  talked  of  a  10- 
year  occupation  and  completely  misread  Iraqi  nationalism. 
Calls  for  early  elections  by  one  of  the  most  powerful— and 
moderate— Shiite  clerics,  the  Grand  Ayatolla  Ah  Sistani,  were 
rejected.  The  latest  plan  calls  for  a  June  30  transfer  of 
sovereignty  to  Iraqis  chosen  by  U.N.  envoy  Lakdar  Brahimi, 
with  elections  following  in  January,  2005.  But  a  weak,  interim 
government  is  unlikely  to  get  the  respect  of  Iraqis,  and  eight 
months  is  too  long  to  wait. 

Elections,  and  the  prospect  of  a  truly  sovereign  govern- 
ment in  just  four  months,  could  well  channel  Iraqi  energies 
away  from  resisting  America's  occupation  toward  building 
their  own  political  system.  An  Iraqi  government  elected  in 
September  would  probably  include  Islamist  and  Baathist 
parties  not  to  the  Bush  Administration's  liking.  But  if  freely 
elected,  the  government  in  Baghdad  would  be  supported  by 
most  Iraqis  and  could  provide  the  stability  necessary  for  the 
U.S.  to  cut  back  its  military  presence. 

REMOVE  RUMSFELD.  Defense  Secretary  Donald  H.  Rumsfeld  is 
associated  with  such  a  series  of  bad  management  mistakes  in 
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Iraq  that  had  he  done  anything  similar  as  chief  executive  of  a 
corporation,  his  board  would  have  fired  him.  Rumsfeld  listened 
to  Iraqi  exile  Ahmed  Chalabi  when  he  promised  victory  parades 
and  flowers  in  Baghdad  after  a  U.S.  invasion,  and  not  to  the 
State  Dept.,  which  warned  of  chaos.  Rumsfeld  listened  to  a  few 
radicals  in  the  Defense  Dept.  who  promised  success  from  a 
small  mihtary  strike  force  and  not  Army  General  Eric  K. 
Shinseki,  who  said  up  to  300,000  troops  would  be  needed  to 
occupy  Iraq.  The  result?  Looting  destabilized  Iraq,  FaUujah 
rose  up  in  rebellion,  and  terrible  things  were  done  to  prisoners 
by  overwhelmed  and  undertrained  reservists. 

Polls  show  that  Rumsfeld  remains  popular  in  the  U.S. 
Yet  he  is  clearly  responsible  for  designing  an  occupation 
policy  that  is  falling  apart.  Rumsfeld's  removal  is  a 
necessary  first  step  in  reestablishing  American  credibility  in 
Iraq  and  the  Middle  East. 

RETURN  TO  THE  POWELL  DOCTRINE.  Belatedly,  the  Bush 
Administration  is  turning  to  the  U.N.  and  European  allies  for 
help  in  Iraq.  The  Administration  strategy  of  unilateral 
preemption  lies  in  pieces.  In  the  end,  America's  attempt  to  go 

it  alone  in  Iraq  lacked  the 
mihtary  resources  and 
international  legitimacy  to 
work.  A  return  to  the  Powell 
Doctrine  of  overwhelming  force, 
with  explicit  goals  and  a  clear 
exit  strategy,  would  be  a  step  in 
restoring  America's  legitimacy 
worldwide.  It  requires  the  use  of 
massive  military  might  that  only 
allies  can  provide.  It  reintegrates 
^^^^^^^^  the  U.S.  into  its  alliances  and 

^^^^^^^^^  assures  allies  that  their  voices 

will  be  heard. 
The  fiercest  anti-American  backlash  in  history  may  well 
be  under  way.  The  policy  of  unilateral  preemption  and  its 
inept  execution  has,  in  the  end,  made  the  U.S.  less  secure. 
The  barbaric  beheading  of  Nicholas  Berg  is  a  grim  reminder 
that  America  faces  a  long  war  against  a  savage  enemy.  It 
must  regain  the  respect  of  those  it  needs  to  win  that  war.  To 
do  that,  America  needs  to  change  its  rules  of  engagement 
not  only  in  Iraq  but  in  the  world  at  large.  A  nation  that  relies 
on  its  global  ties  for  economic  growth,  on  immigration  for 
its  dynamism,  and  on  foreign  capital  for  its  finances  cannot 
long  ignore  virulent  anti-Americanism  before  facing  dire 
consequences.  Restoring  America's  respect  in  Iraq  is  but  the 
first  step  in  restoring  America's  leadership  and  moral 
authority  around  the  world. 
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nuch  easy  money?  Some  25% 
)f  hedge  funds  are 
jorrowing  more 
noney  to  make 
rades  than  they 
vere  a  year  ago, 
iccording  to  a 
survey  released 
Vlay  20  by 
mancial-services 
:onsultant  Green- 
wich Associates. 
\nother  20%  of 
\inds  say  brokerages,  eager 
:o  do  business  with  hedge 
\inds,  also  lowered  collateral 
•equirements  on  some 
jades. 

Hedge  funds  aren't 
•equired  to  reveal  the  size  of 
heir  borrowings.  But  with 
he  booming  industry 
brecast  to  hit  $1  trillion  in 


assets  worldwide  this  year, 
that  figure  won't  be  small. 

The  trend  is  alarming. 
Remember  Long-Term 
Capital  Management?  It  used 
its  $140  billion  in  assets  to 
make  trades  worth  $1  trillion 
through  similar  moves.  After 
the  global  bond-market  crisis 
in  1998, 14  investment  banks 
and  the  Federal 
Reserve  needed  to 
come  to  its  rescue. 
The  concern  now 
is  that  hedge 
funds  are 
leveraging  their 
bets  to  the  hilt, 
and  if  something 
does  go  wrong- 
be  it  a  spike  in 
interest  rates  or  a 
major  bond  default— any 
distress  could  quickly 
ripple  through  the  industry. 
Says  Greenwich  consultant 
Tim  Sangston:  "This  market 
may  be  growing  faster 
than  it  should."  Could 
this  be  another  bubble  in 
the  making? 

-Mara  Der  Hovanesian 


THE  BIG  PICTURE 

WINNERS  The  world's  largest  sports 
franchises,  based  on  revenue  from 
the  2002-03  season: 


% 


* 


x. 
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MILLIONS  OF  DOLLARS 


MANCHESTER  UNITED.  English  Premiership  soccer      $303.4 " 


NEW  YORK  YANKEES.  Mjjor  League  Baseball  $294.2 


\ 


JUVENTUS  Italian  Sene  A  soccer 


AC.  MILAN.  Itjlun  Senc  A  soccer 


$263.4 


$241.6 


WEB  WATCH 


Could  Ignite 
Fire  Up  Google? 


WASHINGTON  REDSKINS.  NFL  $238.6 


)ata:  Oeloitte 


•Revenues  converted  from  euros  to  dollars 


CLEARLY,  GOOGLE  WANTS  to  be  more  than  an  Internet  search 
engine.  It  already  is  planning  a  smattering  of  services  in  which 
search  is  often  just  a  peripheral  component,  including  e-mail, 
social  networking,  and  software  to  find  information  stored  on 
PCs.  What's  next?  It  could  provide  software  to  build  Web  sites. 
Briefly  mentioned  deep  in  Google's  SEC  filing  on  Apr.  29  is  the 
acquisition  of  Ignite  Logic,  purchased  just  days  earlier.  The 

search  giant  didn't  describe  Ignite's  business  in 
/    the  documents,  and  execs  aren't  talking.  But  a 

former  Ignite  employee  says  the  El  Dorado  Hills 
(Calif.)  startup  is  building  a  software  tool  that  lets 
small  businesses  and  individuals  create  Web  sites 
much  faster  than  they  can  with  existing  programs. 
Ignite's  business  could  be  a  good  fit.  Key  competitor 
Yahoo!  has  long  offered  its  own  site-building  tools,  creating 
close  ties  between  it  and  online  merchants.  As  Google  pushes 
its  own  shopping  service,  dubbed  Froogle,  such 

relationships  with  merchants  could  prove  valuable. 
"It's  healthy  for  them  to  try  things  out,"  says 
Forrester  Research  analyst  Charlene  Li.  Sure, 
just  as  long  as  Google  doesn't  try  to  juggle  too 
many  new  ideas  at  once.  -Ben  Elgin 
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HEAVY  LOAD  A  pittance 
for  private  college 


SCHOOL  DAZE 

VOUCHERS 
HEAD FOR 
HIGHER  ED 

THE  HOT-BUTTON  debate  over 

vouchers,  which  give 

taxpayer  money  to  private 

schools,  has  focused  only  on 

primary  and 

secondary 

education— until 

now.  On  May  10, 

Colorado  passed 

the  first-ever  law 

giving  vouchers 

to  college 

students. 

Now  private 
colleges  in 
Colorado  are 
eligible  to  receive 
state  funds  through  the 
program.  But  the  vouchers 
are  only  for  students  from 
low-income  families.  Under 
the  new  law,  those  students 
can  get  up  to  $1,200  in  state 
money  to  use  for  tuition  at  in 

GREEN  WATCH 

INVESTORS 
PUT HEAT ON 
OIL  COMPANIES 

THE  UPCOMING  disaster  flick 
The  Day  After  Tomorrow,  due 
out  May  28,  dramatizes  the 
risks  of  climate  change.  May- 
be it  should  be  required  view- 
ing for  energy  execs.  At  their 
annual  meetings,  Apache, 
Anadarko,  and  Marathon  all 
faced  shareholder  resolutions 
calling  for  increased 
disclosure  of  C02  emissions. 
(None  passed.) 

Amid  new  environmental 
constraints  in  Europe  and 
elsewhere,  Valero,  Devon 
Energy,  and  ChevronTexaco  all 
adopted  similar  measures 
before  their  meetings.  That's 
one  way  to  quell  a  storm. 

-Brian  Hindo 
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state  private  colleges.  That 
may  not  go  far:  Tuition  at 
the  private  University  of 
Denver  runs  about 
$20,000  a  year. 

Still,  voucher  advocates  say 
low-income  kids  will  be  more 
likely  to  go  to  college  if  they 
see  that  the  state  has  set  aside 
money  for  them.  "We're 
trying  to  change  the 

psychology 
among  low- 
income  families," 
says  Rick 
O'Donnell, 
executive  director 
of  the  Colorado 
Commission  on 
Higher  Education. 

Colorado's 
example  may  spur 
on  other  states. 
The  Washington 
state  legislature  passed  a 
college-voucher  bill  earlier 
this  year,  but  the  governor 
vetoed  it.  If  the  plan  works  in 
Colorado,  voucher  proponents 
may  have  a  new  model  they 
can  push.      -Aaron  Bernstein 


TRADE  WINDS 
MADE  IN  WHEREVER 

Politicians  may  rail  at  "Benedict 
Arnold  CEOs"  who  ship  work 
abroad,  and  unions  may  bemoan  the  loss 
of  U.S.  factory  jobs.  But  when  it  comes  to 
home-improvement  products,  Americans  don't 
care  where  the  stuff  is  made.  Seven  out  of  10 
people  say  they  don't  look  at  the  country  of 
origin  when  shopping  for  such  items  as  power 
tools  or  wallpaper,  says  pollster  TeleNation.  The 
percentage  is  higher  for  those  age  18-24:  Nearly 
85%  of  1,000  young  adults  polled  in  mid-Marcn 
didn't  know  wnere  various  goods  came  from- 
nor  did  they  care.  This  could  speed  an  offshore 
trend  as  nationalistic  seniors  are  succeeded  by 
laissez-faire  youth.  -Michael  Arndt 


DRAWN  &  QUARTERED 
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It's  hot  and  cool  at  the  same  time. 

The  Xerox  Phaser"  8400  is  the  fastest  color 

printer  in  the  world  for  under  $1000* 

There's  a  new  way  to  look  at  it. 


Sizzling  performance.  Refreshing  price.  Not  only  does 
the  Xerox  Phaser  8400  deliver  24  pages  per  minute 
in  black  and  white,  but  it  produces  brilliant  color  prints 
at  the  same  dazzling  speed.  For  under  $1000!  Color  is 
consistently  clear  and  vivid,  print  after  print.  Your  first 
page  out  is  an  industry-leading  6  seconds.  And  when 


it  comes  to  convenience,  nothing  is  cooler  than  the 
Phaser  8400's  unique  and  reliable  solid-ink  technology 
which  makes  changing  our  ink  simple,  and  clean.  For 
more  about  our  full  line  of  Xerox  network  printers, 
digital  copiers  and  multi-function  systems,  just  call  us 
or  visit  our  website  today.  Our  whole  line  is  cool  and  hot. 


Learn  more:  xerox.com/offffice/1963  Or  call:  1-877-362-6567  ext.  1963 

*  Based  on  manufacturers  rated  speed  and  estimated  retail  pnce 

8  2004  XEROX  CORPORATION  All  rights  reserved  XEROX!"  The  Document  Company"  Phaser  and  There's  a  new  way  to  look  at  it  are  trademarks  ol  XEROX  CORPORATION 


The  document  company 
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WEDDING  BELLS 

GAY  MARRIAGE 
STILL  FACES 
A  LONG  SLOG 


HIGHER  ED: 
ROCKING  THE 
PROXY  VOTE 

Last  summer,  Williams 
College  senior  Mark  Orlowski 
got  a  grant  to  research  how 
universities  vote  the  proxies 
on  stock  they  hold.  He  found 
that  most  don't.  Now  the 
political  science  major  is  on  a 
mission:  By  fall  he  wants  to 
inspire  peers  at  35  colleges 
representing  $100  billion  in 
endowments  to  become 
social  investment  activists. 

On  Apr.  21  Orlowski  and 
four  others  started  Respon- 
sible Endowments  Coalition, 
which  provides  organizing 
guides  to  help  students 
encourage  schools  to  invest 
their  endowments  responsibly. 
"It's  crucial  to  line  up 
university  investment  values 
with  campus  values,"  he  says. 

Entrepreneurial  ventures 
are  old  hat  for  Orlowski,  who 
at  16  left  high  school  to  start  a 
Web  consultancy  in  his 
hometown,  Great  Barrington, 
Mass.  Now  21,  he  stopped 
taking  clients  to  attend 
college.  After  graduation  in 
June,  he  plans  to  make  the 
coalition  a  full-time  nonprofit 
venture,  using  his  startup 
skills — this  time  as  a  social 
entrepreneur.   -Jessi  Hempel 


FOR  MILLIONS  of  gay 

Americans,  May  17,  the  day 
same-sex  marriage  became 
legal  in  Massachusetts,  will 
be  remembered  as  a  mile- 
stone in  their  battle  for 
equality.  But  when  it  comes 
to  health  insurance,  Social 
Security,  and  other  benefits, 
newly  married  gay  couples 
won't  be  treated  as  well  as 
heterosexual  couples— 
because  many  benefits  are 
governed  by  federal  law 
defining  a  spouse  as  a  person 
of  the  opposite  sex. 

Married  gays  won't  be 
eligible  for  Social  Security 
survival  benefits  or  family 
medical-leave  benefits.  Fed- 
eral tax  laws  also  require 
companies  to  report  the  pre- 
miums they  pay  to  insure  the 
spouse  of  a  gay  worker  as 
taxable  income  to  the  emp- 
loyee. With  heterosexual 


IN  VINO  VERITAS 

GALLO 

GOES 

GALLIC 

MUCH  HAS  BEEN  made  of  the 
U.S.  snub  of  French  wine. 
American  sales  fell  13%  in 
2003— with  the  strong  euro 
and  tension  over  Iraq.  Why, 
then,  is  E.  &  J.  Gallo  Winery, 
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I  DO  But  couples,  such 

Uncle  Sam      premiums  are 
doesn't  give    not  considered 
benefii^        taxable  income. 
^^^^™        That  means 
health  insurance  will  be  more 
costly  for  gays.  And  they 
won't  be  able  to  file  a  joint 
federal  tax  return  or  take 
advantage  of  other  married 
benefits,  including  inheriting 
a  spouse's  estate  tax-free. 
Now  that  gays  have  the 
right  to  marry,  some  Massa- 
chusetts employers  won't 


No.  1  in  America,  set  to 
launch  its  first  French  brand 
in  the  U.S.  in  September? 

The  answer  is  simple:  Last 
year,  U.S.  sales  of  vinfrangais 
still  topped  the  import  chart, 
at  $1.1  billion.  And  a  popular 
brand  such  as  Gallo  is  likely  to 
be  a  winner,  says  Marc  Engel 
of  researcher  B/R/S  Group. 

Gallo's  French  label,  Red 
Bicyclette,  will  consist  of 
three  varietals— syrah, 
merlot,  and  chardonnay— 
from  French  producers  in  the 
Languedoc  region.  The 
bottles,  sporting  a  cheerful 
label  depicting  a  beret- 
wearing  Frenchman  and 
his  baguette- carrying 
dog,  will  be  priced 
from  $10  to  $12. 
-Rachel 
Tiplady 


offer  domestic-partner  plans 
that  extend  benefits  to 
unmarried  same-sex  couples. 
As  of  July  1,  Staples  will 
require  same-sex  employees 
in  Massachusetts  to  get 
married  if  they  want  health 
and  life-insurance  benefits  for 
their  partner.  But  gays  in  mos: 
other  states  must  affirm  only 
that  they're  in  a  committed 
relationship.  Massachusetts' 
law  is  just  the  start  of  what's 
likely  to  be  a  long  battle  for 
equality.  -William  C.  SymoncL 


THE  STAT 


32 

The  percentage  rise 
in  cosmetic 
surgeries,  up  from 
6.6  million 
operations  in  2002 
to  8.7  million  in 
2003.  "Nose 
reshaping"  was  the 
most  popular 
procedure. 

Data:  American  Society  of  Plastic  Surgeons 


Of  all  U.S.  managed 
mutual  fund  assets, 


89% 


are  in  the  top  two  Lipper 
quartiles  for  the  1-year  period. 


One  of  only  two  fund 
families  rated  in  the 

top  10 

by  Barron's  for  both  the 
1-  and  10-year  periods. 


Distinguished  client 
list  including 

.  of  the  top 

500  corporations  in 
the  MSCI  World  Index. 


As  of  December  3 


Barron's,  February  9,  2004.' 


Among  the  fastest-growing 
institutional  asset  managers — 

ranked  6th 

out  of  419  firms  in  institutional 
assets  gained  during  2003. 


Money  Management  letter/iisearches, 
February  2,  2004. 


With  a  partner  like  us,  you 
can  be  confident  that  your 
investments  are  being  managed 
by  a  recognized  leader.  That's  why 
more  than  3.5  million  individual 
and  institutional  investors  have 
entrusted  us  to  help  solve  the  real 
challenges  they  face  every  day. 

Put  our  experience  to  work  for 
you.  For  more  information,  visit  us 
online  at  www.mlim.ml.com. 


built  for  success 


Merrill  Lynch    Investment  Managers 


Past  performance  does  not  guarantee  future  results. 

1.  Source:  MLIM/Lipper.  Of  all  U.S.  managed  mutual  fund  assets  under  management,  89%  are  in  the  top  two  quartiles  of  their  respective  Lipper  categories 
for  the  1-year  period  ended  March  31,  2004.  For  the  3-  and  5-year  periods  ended  March  31,  2004,  87%  and  89%  of  MLIM's  U.S.  managed  mutual  fund  assets 
were  ranked  in  the  top  two  Lipper  quartiles,  respectively.  Quartile  rankings  are  based  on  individual  fund  rankings  within  each  fund's  respective  Lipper  category. 
Lipper  rankings  are  based  on  total  return  and  do  not  take  sales  charges  into  consideration.  Net  returns  include  retail,  offshore  and  insurance  funds  managed 
here  in  the  Americas.  2.  Source:  "Barron's"  February  9,  2004.  Rankings  are  asset-weighted  and  are  based  on  selected  individual  fund  Lipper  rankings. 
Lipper  rankings  are  based  on  total  return  and  do  not  take  sales  charges  into  consideration.  "Barron's"  rated  mutual  fund  families  for  performance  ending 
December  31,  2003  for  the  1-,  5-  and  10-year  periods  and  only  included  those  fund  families  qualifying  for  the  survey.  MUM  ranked  9th  out  of  75  firms  for 
the  1-year  period,  20th  out  of  70  firms  for  the  5-year  period  ano  10th  out  of  40  firms  for  the  10-year  period.  "Barron's"  is  a  trademark  of  Dow  Jones  & 
Company,  Inc.  All  rights  reserved.  3.  List  of  115  clients  does  not  include  U.K.  corporations. 

Morgan  Stanley  Capital  International  (MSCI)  is  a  registered  trademark  of  Morgan  Stanley  Capital  International,  Inc.  All  rights  reserved. 

For  more  information  on  any  Merrill  Lynch  mutual  fund,  contact  your  Financial  Advisor  for  a  prospectus  or  visit  our  Web  site  at  www.mlim.ml.com.  Before 
investing,  consider  the  investment  objectives,  risks,  and  charges  and  expenses  of  the  fund.  This  and  other  information  may  be  found  in  the  fund's  prospectus. 
Investors  should  read  the  fund's  prospectus  carefully  before  investing. 

©2004  FAM  Distributors,  Inc. 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 

MANAGING  EDITOR:  Mark  Morrison 

ASSISTANT  MANAGING  EDITORS: 

Joyce  Barnathan,  Frank  J.  Comes,  Robert  J.  Dowling,  Kathy  Rebello 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

PRODUCT  DEVELOPMENT  DIRECTOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J.  Mandel 

SENIOR  EDITORS:  James  C.  Cooper  (Bus.  Outlook).  Peter  Elstrom, 

Neil  Gross,  Mary  Kuntz,  Jeffrey  M.  Laderman,  Christopher  Power, 

Jane  A,  Sasseen,  Ciro  Scott i,  John  Templeman,  Lee  Walczak 

(Washington),  Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arnst,  Stephen  Baker,  Robert  Barker,  Aaron 

Bernstein,  Anthony  Bianco,  Nanette  Byrnes,  Paula  Dwyer,  Mike  France, 

Steve  Hamm,  Gene  G.  Marcial.  Otis  Port,  Marcia  Vickers,  Gary  Weiss 

ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (Bus.  Outlook 

ed.).  James  Mehring.  Seymour  Zucker  (Sr.  contributing  ed.).  Christopher 

Farrell  (Contributing  ed> 

INTERNATIONAL:  Patricia  Kianz  (European  Edition  ed);  Michael  S.  Serrill 

(Sr.  ed);  David  Rocks,  Pete  Engardio,  (Sr  news  eds.):  Rose  Brady  (Sr 

writer);  Cristina  Lindblad  (Europe),  Chester  Dawson  (Finance).  Michael 

Shah  (News  ed.) 

ASSOCIATE  EDITORS:  Robin  Ajello,  Susan  Berfield.  Dan  Beucke,  Diane 

Brady.  Michelle  Conlin,  Amy  Dunkin,  Hardy  Green,  Toddi  Gutner,  David 

Henry,  John  Koppisch,  Robert  McNatt,  Ira  Sager,  Eric  Schine 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 

SMALL  BUSINESS  EDITOR:  Kimberly  Weisul 

DEPARTMENT  EDITORS:  B-Schools:  Jennifer  Merritt.  Computers: 

Spencer  E.  Ante.  E-Business:  Timothy  J.  Mullaney.  Finance  &  Banking: 

Mara  Der  Hovanesian,  Emily  Thornton.  Industries:  Adam  Aston. 

Internet:  Heather  Green.  Management:  Louis  Lavelle.  Media:  Tom  Lowry. 

Personal  Business:  Carol  Marie  Cropper,  Anne  Tergesen,  Lauren  Young. 

Scoreboards:  Frederick  F.  Jespersen.  Telecommunications:  Steve 

Rosenbush. 

CONTRIBUTING  EDITORS:  Mark  Hyman  (Sports  Business) 

STAFF  EDITORS:  Jessi  Hempel,  Brian  Hindo 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 

chiefs);  Jim  Taibi  (Asst.  chief);  Aleta  Davies,  Doug  Royalty  (Sr);  Joy  Katz, 

Barry  Maggs,  Anne  Newman,  David  Pengilly,  Monica  Roman,  Lourdes 

Valeriana  Researchers:  Maria  Chapin,  Gail  Fowler,  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating, 

Robert  J.  Rosenberg  (Deputy  chiefs);  Alethea  Black,  Sarah  B.  Davis, 

Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 

ART:  Don  Besom,  Alice  Cheung,  Gary  Falkenstern  (Assoc,  dirs.);  Jamie 

Elsis,  Edith  Gutierrez,  Ron  Plyman  (Asst.).  Graphics:  Joan  Danaher 

(Director);  Rob  Doyle  (Deputy  dm);  Laurel  Daunis-Allen,  Joe  Calviello. 

Alberto  Mena,  Ray  Vella;  Eric  Hoffmann.  Imaging:  James  Leone  (Mgr.), 

Alan  Bomzer  (Asst).  Neai  Fontana,  Nita  l.e,  Rich  Michiel,  Leo  Nieter, 

JosephRhames 

PHOTO  EDITORS:  Scott  Mlyn,  Ronnie  Weil  (Deputies);  Anne  D  Aprix, 

Kathleen  Moore,  Andrew  Popper,  (Assoc);  Sarah  Greenberg  Morse 

(Asst.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes,  Mindy  Katzman, 

Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Machlin- 

Lockwood  (Mgr).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd, 

Stephen  R.  Lebron,  Peter  K.  Niceberg,  Jane  M.  Perkinson,  Karen  Turok, 

Use  V.  Walton  (Edit  map  mgr),  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Y.  Steve  Ben-An,  Yo-Lynn  Hagood,  Steven 

McCarthy,  Craig  Sturgis,  Mauro  Vaisman 

ONLINE:  Michael  Mercurio  (Managing,  ed.).  Douglas  Harbrecht  (Executive 

ed),  Arthur  Eves  (Creative  dir),  A.  Peter  Clem,  John  A.  Dierdorff,  John 

Johnsrud;  Will  Andrews.  Jaime  Beauchamp,  Beth  Belton  (News  ed),  Jane 

Black,  Joleen  Colpa,  Roger  Franklin.  Olga  Kharif.  B.  Kite,  Matt  Kopit,  James 

Kutz,  Jessica  Loudon,  Karyn  McCormack,  Justin  McLean,  Tzyh  Ng,  Patricia 

O'Connell.  Suzanne  Robitaille,  Alex  Salkever,  Mica  Schneider,  Amey  Stone, 

Joshua  Tanzer,  Amy  Tsao,  Kathy  Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr),  Brian  Grow.  Boston: 

William  C.  Symonds  (Mgr),  Faith  Arner.  Chicago:  Joseph  Weber  (Mgr). 

Roger  0.  Crockett  (Deputy  mgr),  Michael  Arndt  (Sr  correspondent), 

Robert  Berner,  Pallavi  Gogoi.  Dallas:  Wendy  Zellner  (Mgr).  Stephanie 

Anderson  Forest,  Andrew  Park.  Detroit  Kathleen  Kerwin  (Mgr.),  David 

Welch.  Los  Angeles:  Ronald  Graver  (Mgr);  Larry  Armstrong,  Christopher 

Palmeri  (Sr.  correspondents);  Arlene  Weintraub.  Philadelphia:  Amy 

Barrett  (Mgr.).  Seattle:  Jay  Greene  (Mgr),  Stanley  Holmes.  Silicon  Valley: 

Robert  D.  Hof  (Mgr),  Peter  Burrows  (Computer  ed.),  Cliff  Edwards.  Ben 

Elgin,  Jim  Kerstetter,  Louise  Lee.  Washington:  Mike  McNamee  (Deputy 

mgr.),  Richard  S.  Dunham  (Washington  Outlook  ed.);  Rich  Miller  (Sr 

writer);  John  Carey.  Howard  Gleckman  (Sr  correspondents);  Amy  Borrus, 

Stan  Crock,  Paul  Magnusson,  Alexandra  Starr,  Stephen  H.  Wildstrom 

(Tech.  &  You),  Lorraine  Woellert,  Catherine  Yang.  Beijing:  Dexter  Roberts 

(Mgr).  Bombay:  Manieet  Kripalani  (Mgr).  Frankfurt:  Jack  Ewing  (Mgr), 

Gail  Edmondson  (Sr.  correspondent).  David  Fairlamb.  Hong  Kong: 

Frederik  Balfour,  Bruce  Einhorn.  London:  Stanley  Reed  (Mgr),  Kerry 

Capell.  Mexico  City:  Geri  Smith  (Mgr).  Moscow:  Jason  Bush.  Paris:  John 

Rossant  (Mgr),  Carol  Matlack,  Andy  Reinhardt.  Seoul:  Moon  Ihlwan. 

Tokyo:  Brian  Bremner(Mgr) 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 

Barbara  Boynton.  Communications:  Andrew  Palladino  (Director), 

Heather  Carpenter,  Kimberley  Quinn.  Information  Services:  Jamie  B. 

Russell  (Director).  Susann  Rutledge  (Research  mgr),  John  Cady 

(Technology  mgr.).  Fred  Katzenberg,  David  Polek,  Susan  Zegel. 

Office  Managers:  Roselyn  Kopit.  Gloria  Kassabian  (Washington). 

Readers  Report:  Yvette  Hernandez.  Reprint  Permission:  Nancy 

Johnson.  Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


18  I  BusinessWeek  I  May  31.  2004 


Readers  Report 


What  appalls  me  is  that 
many  or  my  friends ...  are 
still  hesitant  to  make 


purchases  or  payments 
over  the  Net 
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-Ravi  Pothukuchy 
Austin,  Tex. 


THREE  CHEERS  FOR  THE 
DEMISE  OF  PAPER  CHECKS 

IT'S  TRUE  THAT  PAPER  checks  are  being 
phased  out,  many  to  be  replaced  in  time 
by  much-improved  secured  digital  im- 
ages ("Checks  check  out,"  Special  Re- 
port: E-Biz  strikes  again!  May  10).  But 
your  article  implied  that  community 
banks  wouldn't  be  prepared.  What  we're 
hearing  from  the  American  Bankers 
Assn.  members  today  is  that  they  want 
their  customers  to  share  in  the  advan- 
tages of  the  new  check  technology.  When 
the  new  law  goes  into  effect  on  Oct.  28, 
many  community  banks  will  be  taking 
advantage  of  the  efficiencies,  conven- 
ience, and  cost  savings  of  Check  21. 

The  check- clearing  business  is  chang- 
ing, although  of  course  electronic  and  pa- 
per systems  will  continue  to  co-exist.  But 
that  change  is  being  fostered  as  much  by 
the  local  bank  on  the  corner  as  the  big 
bank  downtown. 

-Donald  G.  Ogilvie,  President  &  CEO 

American  Bankers  Assn. 

Washington 

I  WAS  THRILLED  to  calculate  that  the 
number  of  checks  I  have  issued  has 
dropped  from  193  in  1999  to  42  in  2003. 


rasp 


Apart  from  an  estimated  $60 1  have  save<  tl » 
on  postage  and  stationery,  I  have  the  con  l 
venience  of  paying  most  of  my  bills  evei 
while  visiting  my  parents  in  India.  Whaf^ 
appalls  me  is  that  many  of  my  friends  ^ 
even  those  in  the  information- technology  ^ 
industry,  are  still  hesitant  to  make  pur  |Wf 
chases  or  payments  over  the  Net,  becausi  ^ 
of  identity- theft  concerns. 

-Ravi  Pothukuchjf^ 
Austin,  Tex  *"■ 


WEIGHING  IN  ON 

AN  INVESTMENT  GURU 

I  WAS  DISAPPOINTED  in  your  article  or 
Ken  Fisher,  "Hype  from  a  financia 
guru?"  (Finance,  May  10).  Kenneth  1 
Fisher's  approach  to  separate  account; 
appears  admirable,  and  his  performano 
returns  in  the  past  decade  appear  com 
petitive  with  his  brethren.  Unlike  mutua 
funds,  separate-account  managers  wres 
tie  with  the  balance  between  findinj 
enough  securities  to  meet  their  needs  fo 
style  and  diversification  while  at  thi 
same  time  monitoring  asset  allocatioi 
and  restrictions.  Separate  accounts  offe 
investors  the  most  transparent  invest 
ment  service  currently  available. 

The  enigma  of  separate  accounts  i; 


It  di 
here 


PRESIDENT  &  PUBLISHER:  William  P.  Kupper  Jr. 

SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.  VP.  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L  Fox 

VP.  ASSOCIATE  PUBLISHER.  U.S.  SALES  DIRECTOR:  Geoffrey  A.  Dodge 

VP.  WORLDWIDE  CIRCULATION  DIRECTOR:  Thomas  Masterson 

VP.  TECHNOLOGY:  Anoop  Srivastava 

VP,  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  Carvalho 

VP.  MARKETING:  Patricia  Crocker  France 


VPs.  SALES:  Beth  Gregg  (Midwest  reg.).  Robert  J.  Maund  (West  reg.).  Louis  Tost 

(Eastern  region) 

U.S.  REGIONAL  SALES  DIRECTORS:  Tern  Oufore  (Northwest).  Rik  Gates  (New 

York  and  Intl.).  John  McShea  (New  fort) 

VP.  INTERNATIONAL  ADVERTISING  DIRECTOR:  Paul  Maraviglia 

VP.  SALES  DEVELOPMENT:  Kimberly  L.  Styler 

VP,  CONSUMER  MARKETING:  Joyce  Swingle 

VP.  BUSINESS  DEVELOPMENT:  Geoffrey  D.  Brodenck 

GENERAL  MANAGER.  BUSINESSWEEK  ONLINE:  Peggy  White 

SR.  DIRECTOR  OF  FINANCE:  Brian  S  Dvoretz 


The  McGraw-Hill  Companies 


BusinessWeek 

MAY  31, 2004  (ISSN  0007-7135) 


3835 


Published  weekly,  except  tor  one  week  in  January  and  one  in  August  by  The 
McGraw-Hill  Companies.  Inc.  FOUNDER:  James  H.  McGraw  (1860-1948). 
EXECUTIVE.  EDITORIAL.  CIRCULATION.  AND  ADVERTISING  OFFICES: 
The  McGraw-Hill  Companies  Building.  1221  Avenue  of  the  Americas.  New 
York.  N.Y.  10020.  Telephone:  212-512-2000.  Telex:  Domestic  127039:  Intl. 
2360127039.  U.S.  subscription  rate:  1  year  $59.97:  2  years  $99.97:  3  years 
$119.97.  Canadian  subscription  rate  CDN  $94.95  per  year;  2  years  CDN 
$157  95:  3  years  CON  $189.95.  Mexico  Subscription  1  year  U.S.  $135.00. 
Brazil  1  year  U.S. $150.00.  all  other  Latin  America  countries  1  year 
U.S.$170.00:  2  years  U.S$250.00.  Outside  of  U.S..  Canada  and  Latin  Amer- 
ica: U.S.  $199.00  per  year.  Single  copies/back  issues.  $9.95.  Call  1-800- 
298-9867  or  email:  busweek@nrmsmc.com.  Subscriber  Services:  1-800- 
635-1200.  TDD:  1-800-554-1579 


POSTMASTER:  Send  address  changes  to  BusinessWeek.  P.O.  Box  5323! 
Boulder,  CO  80322-3235.  Periodicals  postage  paid  at  New  York  N.Y,  and  at  add 
tkxial  mailing  offices.  Canada  Post  Publication  Mail  Agreement  Number  4001250 
Registered  for  GST  as  The  McGraw-Hill  Companies.  Inc.  GST  #R12307567: 
Copyright  2003  by  The  McGraw-Hill  Companies.  Inc.  All  rights  reserved.  Trtl 
registered  in  U.S.  Patent  Office.  European  Circulation  Center.  McGraw-Hi 
House.  Maidenhead,  Berks.  England.  Telephone:  01628-23431:  Telex:  84864( 
OFFICERS  OF  THE  McGRAW-HILL  COMPANIES.  INC.:  Harold  W.  Mt 
Graw  III,  Chairman.  President,  and  Chief  Executive  Officer:  Kenneth  K 
Vittor,  Executive  Vice  President  and  General  Counsel:  Robert  J.  Bahasl 
Executive  Vice  President  and  Chief  Financial  Officer:  Frank  D.  Penglast 
Senior  Vice  President,  Treasury  Operations. 
PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  granted  by  tri 
copyright  owner  for  those  registered  with  the  Copyright  Clearance  Centf 
(CCC).  222  Rosewood  Drive.  Danvers.  MA  01923.  to  photocopy  any  article  heri 
in  for  the  flat  fee  of  $2.00  per  copy  of  each  article.  Send  payment  to  the  CCC 
Copying  for  other  than  personal  or  internal  reference  use  without  express  pe 
mission  of  The  McGraw-Hill  Companies.  Inc.  is  prohibited  Address  requests  fc 
customized  bulk  reprints  to  BusinessWeek  Reprints.  1221  Avenue  of  the  Amer 
cas.  New  York.NY  10020  or  call  212-512-3148.  ISSN  0O07-7135/CO/$3.95 

PRINTED  IN  THE  U.S./ 


m 


It; 


CfJJ! 


KO! 


to 
fo. 
tin 
miss 


fflen 
ten; 


Ml 


-\Wll  H4y  BE 


the  inability  of  the  "experts"  to  grasp  the 
simplicity  and  extraordinary  value 
proposition.  Quite  simply,  each  account 
is  customized  at  the  tax-lot  security  level. 
Each  investor  may  hold  relatively  similar 
stocks  in  the  portfolio,  but  each  and 
i  every  stock  purchase  price  will  van*.  Sim- 
e.  but  compelling. 

-Jamie  Waller 
Summit,  X.J. 


I.  TOO.  AM  A  FORMER  client  of  Ken  Fish- 
I  too  was  told  that  my  portfolio  was 
rmine."  and  I  signed  on  after  I  retired.  I 
was  promised  that  this  was  a  firm  that  did 
not  go  for  the  "home  run,r  just  steady 
careful  progress.  That  was  what  I  wanted. 

In  2000  we  were  told  that  there  were 
several  events  and  indicators  that  would 
need  to  be  met  before  we  again  became 
,fully  invested  in  the  market.  Then,  within 
a  week  during  May.  2002.  we  became  to- 
tally reinvested  in  the  stock  market.  The 
move  was  never  explained  and  was  con- 
trary to  the  promises  to  only  move  after 
the  criteria  were  met.  and  then  with  care. 
At  the  annual  meeting  in  January.  2003.. 
there  still  was  no  explanation.  When  I 
again  asked  for  a  more  conservative  port- 
folio. I  was  ignored. 

It  took  me  some  time  to  figure  what  to 
do  and  where  to  go.  but  I  left  Ken  Fisher. 

-Larry  Regis 
CarmeL  Calif. 

MR.  FISHER  RAN"  my  high-six-figure  re- 
tirement "customized  portfolio"  from  late 
1999  until  the  end  of  2002.  equally  divid- 
ed between  a  taxable  and  a  nontaxable  ac- 
icounL  Until  May.  2002,  Fisher  produced 
moderately  satisfactory  returns  with  ex- 
icellent  protection  of  principle,  as  I  had  re- 
quested. From  May  through  September. 
2002.  Fisher  and  his  team  of  investment 
iimplementers  actively  purchased  over  96 
assorted  positions,  some  as  small  as  25 
shares,  with  an  overlap  of  the  same  posi- 
tions in  both  portfolios.  In  addition  to  his 
fees,  the  purchase  and  sale  of  these  posi- 
tions cost  over  83,000  in  broker's  com- 
missions. The  loss  during  this  period  was 
almost  20%  of  capital.  Fisher  and  his  team 
ignored  my  alarm,  even  when  I  specifical- 
ly called  with  noted  documentation. 
When  I  withdrew  from  Fisher  Invest- 
ments. I  wish  that  I  had  thought  to  at- 
tempt recover.-,  as  H.  Frank  Rogers  did. 
-Howard  L.  Gelin 
West  Hartford,  Conn. 

MENIAL  WORK  IS  NOT 

AN  UNAMERICAN  ACTIVITY 

WHILE  i  AGREE  with  the  premise  of 
"The  wise  way  to  stem  illegal  immigra- 


CORRECTIONS  &  CLARIFICATIONS 

•Repairing  the  engines  of  life"  (Cover  Story. 
May  24)  contained  on  page  104  an 
incorrect  reference  to  fetuses  in  a  sentence 
about  embryonic  stem  ceHs.  It  should  have 
said: " Conceivably,  (the  ceHs]  could  be 
harvested  from  early  embryos  and  given 
the  signals  they  need  to  turn  into  heart 
muscle,  neurons,  or  any  other  tissue  for 
patients  who  need  them.* 

In  the  table  accompanying  "Choosing  an 

online  broker*  (Personal  Business.  May  17). 
iricomplete  pricing  information  was  provided 
to  BusinessWeek^  E*Trade  Financial.  Basic 
E*Trade  market  and  limit  orders  cost  $19.99 
+  If/share  over  5,000:  Priority  level  trades 
are  $1259 + l^share  over  5.000.  There  is  a 
S2:  :-i-T-TT-:--':57  ■•  "  -.n~r 
::  ;;;  -  in-.:i  v  -..-v  -■■:~i:-i  ' 
the  past  six  months  and  a  $3  order  handling 
'— -:'5as  :E*_'=:e:-s::"-e-5 

level  clients  l:C^hare  over  L000  on  top  of 
the  $1495/$H95  market/lmit  order  price. 

~'-.\iz  e  :*  ::~:e".se-:~. ":'  ".  ssa" 
The  squeaks  get  louder"  (News:  Analysis  & 
Commentary.  May  17).  should  have  referred 
to  Nissan's  plant  in  Smyrna.  Miss,  not  a 


tion"  (through  an  increase  in  legal  immi- 
gration), I  object  to  a  remark  about  cer- 
tain jobs  not  being  wanted  by  Americans 
(Economic  Viewpoint.  Apr.  26).  TTiere  is 
nothing  inherently  "unworthy"  about 
gardening  or  ditch-digging  or  hotel-maid 
or  busboy  jobs.  Traditionally,  such  service 
jobs  were  the  recourse  of  unskilled  and 
untrained  American  laborers  and  formed 
an  income  foundation  for  the  lower  mid- 
dle class.  Work,  any  work,  is  honorable. 
There  is  no  job  that  is  "not  good  enough- 
to  be  performed  by  an  American.  But  it 
ought  to  pay  better  to  work  in  one  of 
those  jobs  than  to  be  on  some  form  of  so- 
cial support  such  as  welfare  or  whatever. 
It  doesn't,  and  that's  a  problem. 

-Starr  Cash 
AshevOe,  .VC 
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CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


A  Social 
Architect 


WILLIAM  J.  LEVITT  did  not  invent 
suburbia,  but  by  producing  the  two- 
bedroom  home  fast,  cheaply,  and  in 
enormous  numbers,  he  changed  the  face 
and  the  dynamic  of  life  in  America.  The 
grandson  of  a  rabbi  who  emigrated  from 
Russia  to  Brooklyn,  N.Y.,  Levitt  put 
affordable  roofs  over  the  families  of 


thousands  of  GIs  returning  from  World  Wax  II. 
On  a  stretch  of  Long  Island  potato  fields,  apdy 
named  Levittown,  the  dreams  of  his  war-weary 
countrymen  began  to  take  shape.  Slapping 
together  30  or  more  houses  a  day,  Levitt  sold 
them  at  first  for  less  than  $7,000  apiece.  The 
ultimate  in  modernity,  his  homes  boasted 
refrigerators  and  washers  and  were  even 
"television  equipped,"  as  Levitt  ads  crowed. 

As  a  builder  out  to  make  a  buck,  Levitt  was  an 
unlikely  social  architect.  But  his  skills  and 
experience  made  him  a  man  for  his  times. 
Instead  of  constructing  homes  one  by  one, 
Levitt's  crews  broke  down  the  tasks  assembly- 
line-styie,  moving  from  one  wooden  frame  to  the 
next,  adding  walls,  cabinets,  and  roofs.  From 
1947  through  the  early  1960s,  Levitt  put  up  more 
than  46,000  houses.  They  were  so  popular  that 
in  1950,  Levitt's  face  made  the  cover  of  Time, 
drawn  against  a  background  of  homes  arrayed 
like  a  battalion  of  Army  pup  tents. 

Returning  soldiers,  facing  a  housing  shortage,  warmed  to 
Levitt's  Cape  Cods  and  slightly  larger  ranches.  For  city 
dwellers,  especially,  the  development  was  revolutionary. 
Working-class  couples  sharing  cramped  apartments  with 
their  parents  could  afford  Levitt  homes.  Soon  shopping 
malls  sprang  up,  serving  residents  hungry  for  consumer 
goods.  With  the  money  saved  on  housing,  suburbanites 
could  set  aside  cash  for  their  children's  college  educations, 
recalls  Polly  Dwyer,  president  of  the  Levittown  Historical 

20     BusinessWeek  I  May  31.  2004 


Life  in 
suburbs  like 
Levittown 
became 
the  norm 


Society.  "This  enabled  people  to  go  on  and  do 
bigger  and  better  things  with  their  lives." 

As  highways  linked  suburbia  and  the  cities 
and  the  automobile  grew  ubiquitous,  Levitt 
mapped  out  Levittowns  in  Pennsylvania  and 
New  Jersey.  Rivals  copied  his  techniques,  and 
almost  overnight  suburban  life  became  the 
norm  for  vast  numbers  of  Americans.  Even  as 
suburbia  flourished,  however,  cities 
deteriorated,  racial  segregation  worsened,  and 
social  critics  bemoaned  the  rise  of  a  vapid 
culture.  John  C.  Keats's  1956  broadside  The 
Crack  in  the  Picture  Window  called  suburbs 
"developments  conceived  in  error,  nurtured  by 
greed,  corroding  everything  they  touch." 

Levitt  figured  he  was  only  spreading  postwar 
prosperity.  "No  man  who  owns  his  own  house 
and  lot  can  be  a  communist,"  he  famously  said. 
Levitt  did,  however,  share  the  faults  of  his  era, 
refusing  to  sell  to  blacks  as  late  as  the  mid-1960s, 
according  to  Long  Island  newspaper  Newsday. 
For  a  time,  Levitt  shared  in  the  prosperity  he  helped 
foster.  He  sold  his  company  in  the  late  1960s  to  ITT  Corp. 
for  $92  million  in  stock.  But  as  he  tried  to  spread  his 
suburban  vision  to  South  America  and  Africa,  Levitt  fell  on 
hard  times,  dying  in  financial  distress  in  1994.  His  legacy 
is  hotly  debated,  but  for  better  or  worse,  he  will  always  be 
the  hustling  optimist  who  helped  change  the  nation's 
landscape— and  its  values.  ■ 

-By Joseph  Weber 
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A  Presidential  Free-for-All 

1912  Wilson,  Roosevelt,  Taft  &  Debs-The  Election  That  Changed  the  Country 

By  James  Chace:  Simon  &  Schuster;  323pp;  $25.95 


He  had  become  President  without 
winning  a  majority  of  the  popular  vote,  a 
big-stf;.c  governor  who  ran  as  a  reformer 
with  results.  A  devout  Christian,  he  was  a 
moral  absolutist  with  little  patience  for 
shades  of  gray— or  for  dissent.  And 
before  coming  to  Washington,  he  had 
little  knowledge  of— or  interest  in— 

the  world  beyond  America's  shores.  "It  would  be  an  irony  of 
fate  if  my  Administration  had  to  deal  chiefly  with  foreign 
matters,  for  all  my  preparation  has  been  in  domestic  matters," 
he  remarked  shortly  before  taking  the  oath  of  office. 

Sound  familiar?  Well,  the  President  in  question  does  have  a 
middle  name  starting  with  a  "W"—  but  it's 
Woodrow.  not  Walker.  And  just  as  George  Walker 
Bush  has  become  enmeshed  in  a  series  of  overseas 
crises,  Thomas  Woodrow  Wilson  faced  a 
Presidency  dominated  by  global  troubles,  from  the 
invasion  of  Mexico  to  the  "Great  War  that 
engulfed  Europe  and  drew  America  into  the  fray. 

Bush  isn't  mentioned  in  James  Chace's 
engrossing  historical  work,  1912:  Wilson, 
Roosewlt,  Taft:  &  Debs— The  Election  That 
Changed  the  Country,  but  the  most  raucous 
election  contest  of  the  20th  century  is 
particularly  pertinent  today.  And  you  thought 
Ralph  Nader  and  John  McCain  gave  headaches 
to  Al  Gore  and  George  Bush  in  2000.  Imagine  a 
four-way  race  for  President  in  which  the 
conservative  Republican  incumbent  (William  Howard  Taft)  is 
eclipsed  by  a  third-party  candidate  (Theodore  Roosevelt)— 
who  happens  to  be  his  White  House  predecessor  and  former 
best  friend.  Meanwhile,  the  reformist  Democrat  (Wilson)  has 
to  contend  with  a  charismatic  left-winger  (Eugene  V.  Debs) 
who's  exploiting  the  growing  public  sentiment  against 
economic  dislocation  and  concentration  of  wealth. 

With  the  possible  exception  of  the  Truman-Dewey- 
Thurmond-Wallace  free-for-all  in  1948,  it's  hard  to  recall 
another  American  Presidential  drama  with  such  compelling 
characters.  Three  of  the  1912  foes  are  larger-than-life  figures: 
Democrat  Wilson.  "Bull  Moose"  Progressive  Roosevelt,  and 
Socialist  Debs.  The  fourth,  Taft,  was  just  plain  large.  As  Chace 
points  out,  the  fattest  President  in  American  history  once  got 
stuck  in  the  White  House  bathtub,  leading  to  the  installation 
of  a  bathing  behemoth  seven  feet  long  and  four  feet  wide. 

Taft  uhad  never  wanted  to  be  President,"  writes  Chace,  but 
he  was  pushed  into  the  job  by  an  ambitious  wife.  The  Ohioan 
was  ill-equipped  to  be  President  and  was  overshadowed  by 
the  Big  Business  Republicans  on  Capitol  Hill  and  the 
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legendary  man  he  had  replaced.  As  Roosevelt  made  headlines 
hunting  in  Africa  and  hobnobbing  with  royalty,  Taft 
struggled.  TR's  return  was  met  with  ticker-tape  parades  and 
speculation  about  a  third  term  in  the  White  House. 

The  core  of  Chace's  book  is  the  major  parties'  nomination 
battles.  For  the  GOP,  the  fix  was  in.  TR  trounced  Taft  in  the  few 
primaries,  but  the  incumbent  controlled  the  party  machinery. 
That  led  to  his  victory  at  a  Chicago  convention  showdown 
brought  vividly  to  life  by  Chace,  a  former  managing  editor  of 
Foreign  Affairs  and  author  of  the  acclaimed  biography,  Acheson.  ^ 
Roosevelt's  fervent  backers  were  part  tent  revivalists,  part  streei  ji< 
mob.  Thousands  of  handbills  announced  that  at  3  p.m.  on  the 
convention's  opening  day,  the  hero  of  San  Juan  Hill  would 
"walk  on  the  waters  of  Lake  Michigan."  When  a  rigged 
credentials  committee  refused  to  seat  some  key  Roosevelt 
delegates,  fistfights  broke  out  in  the  hall  and,  for  20  minutes, 
police  were  unable  to  restore  order. 

Wilson's  46th-ballot  nomination  wasn't  quite 
so  colorful,  but  it  was  the  product  of  months  of 
behind-the-scenes  machinations  by  a  brilliant 
Texas  operative  named  Colonel  Edward  Mandell 
House.  The  Colonel  managed  to  cast  Wilson,  whi  Jr ■ 
grew  up  in  the  South,  as  a  Northern  reformer 
who  sympathized  with  segregationist  Dixie.  That  ic 
helped  Wilson  outmaneuver  rivals  including 
populist  champion  William  Jennings  Bryan  and 
House  Speaker  Champ  Clark. 

The  biggest  problem  with  1912  is  that  its 

drama  ends  when  the  general  election  campaign 

begins.  With  the  Republican  Party  torn  asunder, 

Wilson  victory  is  assured.  But  the  final  result  is 

not  without  significance:  1912  was  a  pivotal  year 

in  reshaping  the  major  parties. 

The  GOP,  long  the  home  of  big 

government  and  reform,  becam^R 

strongly  identified  with 

corporate  interests  instead. 

Many  Bull  Moose  progressives   I 

eventually  moved  into  the  i£v. 

Democratic  Party  of  TR's  cousin  kg. 

Franklin.  And  President  Wilson  c:.. 

regulation  of  business  and  his    c ; . 
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^^^^^^^^  enactment  of  workers'  rights 

legislation  and  a  graduated 
income  tax  turned  many  Socialists  into  Democrats. 

For  Wilson  himself,  there  was  no  happy  ending.  His  mora 
certainty  and  unyielding  fervor— waging  war  to  make  the 
world  safe  for  democracy— was  ridiculed  by  Republicans  am|s 
rejected  by  the  nation  at  the  polls  in  1918  and  1920.  He  left 
office  an  unpopular  President  and  a  broken  man. 

The  1912  campaign  is  more  than  a  good  story.  For  an  ekctioift 
held  nearly  a  century  ago,  it's  surprisingly  relevant  today 

-By  Richard  S.  Dunhar 
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BY  STEPHEN  H.  WILDSTROM 


Out-Googling 

The  Top  Search  Engine 


^s  regular  readers  of  this  column  know,  I  am  a  big  fan  of  Google.  There  are 
imes,  however,  when  such  a  general-purpose  search  tool  will  overwhelm 
rou  with  results  without  giving  you  precisely  what  you  need.  Fortunately, 
he  Web  offers  an  array  of  resources— many  of  them  free,  and  some  paid- 
hat  give  more  precise  results  to  specialized  searches. 


Say  you  wanted  to  see  what  the 
world's  news  media  were  saying  about 
vents  at  Iraq's  Abu  Ghraib  prison, 
ftien  I  queried  Google  on  "abu 
hraib,"  I  got  175,000  hits.  Adding 
+media"  to  the  search  still  gave 
2,000  results,  most  of  them  Web  log 
lusings  about  media  coverage. 

A  search  restricted  to  print, 
roadcast,  and  online  news  outlets  is 
lore  productive.  Two  effective  ways  to 
o  this  are  Google's  news-only  site 
news.google.com)  and  Daypop 

www.daypop.com).  Google  has  broader  coverage  but  still 
ame  up  with  15,000  hits;  Daypop  deftly  narrowed  it  to  591. 

Many  other  specialized  information  tools  are  more 
atabases  than  search  engines.  If  you  are  looking  for 
xplanations  for  how  things  from  abiogenesis  to  Zambonis 
fork,  howstuffworks.com  may  be  just  what  you  need.  It's  a 
ort  of  online  encyclopedia  on  what  makes  the  world  around 
s  tick,  although  it  is  strongest  in  fields  relating  to  computer 
?chnology.  You  enter  a  search  term,  and  it  comes  back  with  a 
st  of  relevant  articles. 

/IKIPEDIA  IS  ONE  of  the  more  remarkable  projects  on  the  Web. 
"he  online  encyclopedia  (www.wikipedia.com)  is  the  work  of 
,000-odd  volunteers  covering  a  huge  range  of  subjects,  even 
tiough  it  does  better  on  science  and  technology  than  on  arts 
nd  culture.  Not  surprisingly,  the  articles  are  of  uneven  depth 
nd  quality.  If  you  find  an  error,  you  are  welcome  to  suggest  a 
orrection.  And  if  you  find  a  topic  that  isn't  covered,  you  are 
/elcome  to  create  a  new  article.  (An  editorial  group  decides 
/hich  corrections  and  contributions  merit  posting.) 

By  contrast,  print  encyclopedias  have  mostly  gone  the  way 
f  the  dinosaur,  but  those  compendiums  of  knowledge  survive 
s  online  products.  Encyclopaedia  Britannica  (www.eb.com)  is 
vailable  as  an  online  subscription  service  for  $60  a  year.  The 
riore  kid-friendly  World  Book  hangs  on  in  print,  but  you  can 
lso  subscribe  to  www.worldbookonline.com  for  $50  a  year. 
)ne  advantage  of  such  traditional  reference  works  is  that, 
iiilike  so  much  content  on  the  Web,  their  facts  are  well-vetted. 


GuruNet,  a  $30  subscription  service, 
is  another  route  to  authoritative 
information,  providing  quick  access  to 
a  variety  of  standard  reference  works, 
from  the  American  Heritage  Dictionary 
to  Wolfram  Research's  online  science 
and  math  encyclopedias.  With 
GuruNet,  searching  doesn't  require 
clicking  on  your  browser— and  the 
results  are  ad-free.  The  program 
installs  a  small  piece  of  Windows 
software.  (A  Mac  version  is  due  later 
this  year.)  After  that,  you  can  call 
up  a  reference  simply  by  alt- 
clicking  on  any  word  on  your 
screen  or  by  entering  a  search 
term  in  a  toolbar  that  hides  at  the 
edge  of  your  desktop.  Either  way, 
a  window  pops  open  with  basic 
information  on  the  topic  and 
choices  for  additional  data.  For 
example,  a  company  name  will 
give  you  company  news  and  a 
stock  quote,  while  a  technical 
term  will  get  a  definition  and  an  encyclopedia  entry. 

GuruNet  offers  a  fun  feature  for  the  intellectually  curious 
by  including  Princeton  University's  WordNet  lexicon.  Like  a 
dictionary,  it  gives  definitions,  but  it  also  provides  links  to 
related  terms  or  concepts,  producing  chains  of  information 
that  can  lead  you  far  afield  of  your  original  query. 

When  I  was  a  kid,  I  used  to  enjoy  doing  something  very 
much  like  this  by  following  cross-references  in  the  unabridged 
dictionary  at  the  library.  The  Web,  of  course,  is  an  almost  limit- 
less reference  work,  and  if  s  hard  to  give  more  than  a  tiny  sam- 
pling of  the  search  tools  available.  For  a  list  of  more  of  my 
favorites,  go  to  this  column  at  BusinessWeek  Online.  ■ 

E-mail:  techandyou@businessweek.com 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


Online 
encyclopedias 
yield  more 
specialized 
results 


May  31.  2004  |  BusinessWeek  |  23 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


Let's  Make  Gasoline 
Prices  Even  Higher 


The  recent  attacks  on  oil  facilities  in  Saudi  Arabia  and  Iraq  are  fresh 
evidence  that  terrorist  destruction  of  oil  output  poses  a  huge  threat  to  the 
world's  recovery  from  its  2001-03  slowdown.  But  it  is  not  too  late  to 
implement  policies  that  would  greatly  reduce  the  world's  economic 
vulnerability  to  disruption  of  oil  production  in  the  Middle  East. 


The  sharp  rise  in  oil  prices  during  the  past  year,  to  more 
than  $40  a  barrel,  has  been  partly  caused  by  fear  of  terrorist 
attacks  and  political  instability  in  Saudi  Arabia  and  other 
large  producers.  The  booming  Chinese  economy,  solid  growth 
in  the  U.S.,  and  a  slower-than-expected  rise  in  Iraqi 
production  also  contributed  to  the  price  jump.  So  far 
industrial  nations  have  absorbed  these  increases  without 
much  damage  because,  even  at  $40,  oil  is  cheaper  in  real 
terms  than  it  was  during  the  price  shocks  of  the  1970s  and 
early  '80s.  Moreover,  most  countries  have  since  economized 
on  usage  through  higher  taxes  on  gasoline,  more  fuel- 
efficient  cars  and  planes,  and  power  plants  that  use  natural 
gas  and  coal,  and  to  a  lesser  extent  a  shift  in  emphasis  to 
nuclear  power.  As  a  result,  spending  on  oil  relative  to  gross 
domestic  product  in  the  U.S.,  and  especially  in  Europe  and 
Japan,  is  much  less  than  it  was  20  to  30  years  ago. 

Yet  suicide  bombings  and  other  terror  attacks  against  oil 
facilities,  if  successful,  could  temporarily  spike  the  price  to 
$70  to  $80  or  more.  That  would  derail  the  world's  economy. 
So  major  consumers  need  to  further  reduce  their  dependency. 

GASOLINE  AND  DIESEL  FUEL  account  for  about  half  of  all  oil 
consumed  in  the  U.S.  and  other  advanced  nations.  Gasoline 
consumption  could  be  cut  immediately  by  imposing  a  federal 
"terrorist  protection  tax"  on  gasoline  of  about  50<t  a  gallon. 
The  current  federal  gas  tax  is  only  l8.4<t,  while  state  taxes 
average  about  23$  a  gallon.  This  added  tax  would  boost  the 
American  retail  price  of  low-octane  gasoline,  now  about  S2  a 
gallon,  to  $2.50  a  gallon,  still  well  below  prices  in  Europe  and 
Japan.  Studies  indicate  that  such  a  price  hike  would  cut  the 
amount  of  gasoline  used  by  Americans  by  about  10%. 

Instead  of  going  into  general  tax  revenues,  proceeds  from 
this  terrorism  tax  should  be  used  to  expand  gasoline  and  oil 
reserves.  These  could  partly  enhance  federal  reserves  that 
would  be  available  for  military  and  related  purposes  when  oil 
supplies  were  disrupted.  The  proceeds  should  also  help 
subsidize  a  buildup  of  special  privately  held  gasoline  reserves 
that  could  be  used  only  when  an  emergency  is  declared. 

Other  ways  to  reduce  dependence  on  oil  take  much  longer 
to  implement,  but  a  long  view  is  necessary  since  the  terrorism 
threat  will  last  into  the  foreseeable  future.  The  federal 
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government  has  been  trying  to  develop  a  cleaner  substitute 
for  gasoline  by  subsidizing  production  of  ethanol,  made 
primarily  from  corn.  This  program  has  essentially  been  a  flop: 
Ethanol  is  still  too  expensive,  and  ethanol  factories  create 
pollution  consisting  of  nitrogen  dioxides  and  other  gases.  The 
ethanol  subsidy  of  about  50<t  a  gallon  is  just  another  way  to 
subsidize  corn  growers,  not  a  serious  attempt  to  find  efficient 
ways  to  reduce  dependence  on  gasoline. 

A  good  substitute  for  the  internal  combustion  engine 
would  be  of  enormous  value.  The  most  promising  approach 
seems  to  be  the  hydrogen  fuel  cells  that  power  cars  and  buses. 
London  has  an  experimental  fleet  of  buses  powered  by  these 
cells,  but  they  are  much  too  expensive  for  use  on  a  large  scale. 

While  any  major  transition  to 
hydrogen  fuel  cells  would 
require  construction  of 
thousands  of  refueling  centers  to 
replace  gas  stations,  General 
Motors  Corp.  and  others  believe 
they  can  make  hydrogen  fuel 
ceDs  competitive  with  gasoline 
A   npsyxT  o*QC  tov     engines  within  5  to  10  years.  To 

help  speed  the  process,  the 
federal  ethanol  subsidy  should 
^^^^^^^^  be  reallocated  toward  this 

^^^^^^^^  cleaner  and  more  promising 

technology. 
Other  technologies  are  also  worth  pursuing,  including 
more  use  of  wind  power  for  energy  and  renewed  construction 
of  nuclear  power  plants.  Neither  is  a  panacea,  but  both  reduce 
pollution  and  cut  demand  for  oil  and  other  fossil  fuels. 

Industrial  nations  have  good  reason  to  be  concerned  about 
terrorism  in  the  Mideast.  The  long-run  priority  is  to  find  a 
substitute  for  the  gasoline  engine.  Higher  gas  taxes  would 
immediately  cut  oil  consumption,  and  the  tax  proceeds  could 
subsidize  larger  gasoline  inventories  to  be  used  in  an 
emergency.  This  would  eliminate  a  potentially  damaging 
avenue  for  terrorist  strikes  at  industrial  economies.  ■ 

Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the 
University  of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 
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Yes,  Prices  Are  Rising, 
But  Not  to  Worry 

With  labor  costs  still  low,  inflation  can't  build  up  much  steam 


U.S.  ECONOMY 


In  this  time  of  jitters  over  inflation  and  the  course  of 
nonetary  policy,  it's  important  to  remember  that  not  all  price  hikes 
ire  created  equal.  Some  investors  are  reading  the  recent  larger-than- 
ixpected  gains  in  the  producer  and  consumer  price  indexes  as  the 
itart  of  a  new  cycle  of  ever-faster  inflation  in  the  U.S.  Instead,  the 


harp  run-up  in  prices  is  more  likely  a  short-lived  result 
f  the  economy's  growth  surge,  greater  global  demand  for 
ommodities  and  energy,  and  a  firming  in  import  prices 
s  the  dollar  declined. 

These  forces  surely  boost  prices,  but  they're  not  the 
tuff  of  a  sustained  round  of  inflation  that  sets  off  alarm 
ells  at  the  Federal  Reserve.  Many  of  today's  product 
hortages  and  cost  pressures  should  be  history  by 
utumn,  after  companies  ramp  up  output,  tap 
nderutilized  labor  and  production  capacity,  and  increase 
iventories  to  meet  demand. 

In  fact,  policymakers  undoubtedly  welcome  some 
ricing  power  in  the  corporate  sector,  coming  as  it  does 
fter  an  extended  decline  in  prices  for  consumer  goods 
ther  than  energy  and  food.  While  overall  inflation  never 
id  drop  below  zero,  held  up  by  rising  service  prices,  the 
onsumer-goods  sector  did  experience  outright  deflation 
uring  all  of  2002  and  2003  (chart). 

The  economy  is  far  from  the  point  where  inflation 
ould  turn  ugly.  That  only  becomes  a  worry  when  labor 
larkets  become  extremely  tight  and  industrial 
ompanies  run  out  of  spare  production  capacity.  The 
ssulting  mix  of  hot  demand  and  rising  costs  pushes  up 
rices  and  wages.  Then  expectations  of  ever-higher  prices 
igger  a  vicious  spiral  that  is  difficult  to  stop. 

But  consider  that  in  the  late  1990s  the  economy  didn't 
enerate  a  significant  inflation  threat  even  with  a  jobless 
ate  of  3.8%  and  with  industry  utilizing  83%  of  its 
reduction  capacity.  With  the  unemployment  rate  now  at 
.6%  and  the  industry  operating  rate  at  77%,  the  dangers 
f  inflation  are  remote. 

0  BE  SURE,  THE  ECONOMY'S  SLACK  capacity  will  be 
sed  up  over  the  coming  year.  But  by  then,  the  Fed  will  be 
/ell  on  its  way  to  moving  monetary  policy  into  a  more 
eutral  stance.  As  the  Fed  takes  rates  back  up  to  levels 
lore  consistent  with  maintaining  solid  growth  and  price 
tability,  a  new  set  of  tighter  financial  conditions  will  be 
i  place  to  moderate  today's  rapid  pace  of  demand. 
That's  not  to  say  inflation  won't  move  higher  in 
oming  months.  It  most  likely  will— and  for  reasons  other 
ban  $41-per-barrel  oil  and  soaring  gasoline  prices.  The 
ore  CPI,  which  excludes  the  volatile  food  and  energy 


sectors,  probably  hit  its  low  for  this  business  cycle  in 
December,  slowing  to  a  yearly  rate  of  1.1%.  By  April,  core 
prices  were  rising  at  a  1.8%  rate,  contributing  to  the  fear 
that  the  inflation  genie  was  out  of  the  bottle.  The  trend  is 
similar  at  the  producer  level.  The  core  PPI  for  finished 
goods  was  up  1.4%  in  the  year  ended  in  April.  In  late 
December,  2002,  those  prices  were  declining  by  0.5%. 

That  acceleration 
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reflects  some  pass- 
through  of  surging 
commodity  prices.  One 
step  back  in  the 
production  process, 
yearly  inflation  for  core 
intermediate  goods  has 
risen  from  2.1%  in 
December  to  4.3%  in 
April.  But  even  including 
energy,  commodity 
futures  prices  in  mid-May 
were  already  down  5% 
from  their  highs  of  two  months  earlier. 

Oil,  of  course,  is  the  most  visible  commodity.  But  the 
Fed  tends  to  view  high  oil  prices  more  as  a  damper  on 
growth  than  a  fuel  for  inflation.  A  sustained  $10-per- 
barrel  rise  in  prices  acts  like  a  tax  on  spending,  cutting 
growth  by  some  0.5  percentage  point.  So  expensive  oil 
actually  will  help  the  Fed  to  stick  to  its  vow  to  tighten 
policy  at  a  "measured"  pace. 

Moreover,  barring  a  new  round  of  terrorist  shocks,  oil 
prices  are  likely  to  fall  by  yearend.  China  is  acting  to  cool 
its  surging  economy,  which  was  boosting  world  oil 
demand.  And  prices  at  the  current  level  will  encourage 
additional  supply,  both  from  non-OPEC  sources  and 
OPEC  members  who  will  cheat  on  their  output  quotas. 
Plus,  gas  prices  should  ease  as  seasonal  demand  slows. 

FOR  GOODS  OUTSIDE  OF  OIL,  the  sudden  pickup  in 
spending  abetted  the  recent  rise  in  prices  by  causing 
sharply  slower  delivery  times,  historically  lean 
inventories,  and  some  spot  shortages. 

Now,  industry  is  beginning  to  catch  up.  First, 
industrial  output  jumped  0.8%  in  April  and  is  now 
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growing  at  a  pace  last  seen  in  the  late-1990s  boom. 
Second,  business  inventori  s  are  expanding.  Stockpiles  at 
manufacturers,  wholesalers,  and  retailers  rose  0.8%  in 
February  and  0.7%  in  March,  the  largest  two-month 
increase  in  more  than  f'jui  years. 

Yet  even  that  buildup  wasn't  enough  to  offset  the  burst 
in  demand.  So  far  this  year  stock  levels  are  up  only  1.7% 
compared  with  the  4-2%  rise  in  sales.  The  ratio  of 
inventories  to  sales,  a  measure  of  the  adequacy  of  stock 
levels,  continues  to  fall  below  its  long-run  trend  (chart). 
By  yearend,  as  inventories  climb  into  better  balance  with 
sales,  the  pressure  on  the  supply  chain  will  ease  quickly. 

That' s  especially  true  now  that  imports  are  flooding  the 
shores  once  again.  March  imports  of  nonpetroleum  goods 
surged  4.4%  from  February,  and  they  are  growing  at  the 
fastest  yearly  pace  in  more  than  a  year.  Imports  will 
satisfy  a  sizable  share  of  U.S.  demand  in  coming  months, 
which  will  prevent  any  steep  rise  in  operating  rates. 

True,  the  dollars  decline  has  made  imports  more 
expensive,  giving  U.S.  sellers  some  cover  to  boost  their 
prices.  But  the  broad,  trade-weighted  dollar  is  only  down 
to  its  levels  of  the  late  1990s,  when  it  was  50%  higher 
than  in  the  early  1990s.  That  means  global  competition 
remains  tough.  And  with  today's  technology,  that  heated 
international  competition  includes  labor. 

IN  FACT,  THE  KEY  ARGUMENT  why  the  recent  rise  in 
prices  will  prove  transient  is  this:  Inflation  cannot  be 
sustained  without  broad  upward  pressure  on  business 
costs,  and  that  means  labor  expenses,  which  average 


about  70%  of  the  cost  of  doing  business.  And  on  this 
front,  hints  of  inflation  are  hard  to  find.  The  labor  pool  is 
still  deep,  and  compensation  is  growing  only  moderately. 

Most  important,  productivity  growth  remains  strong 
enough  to  hold  in  check  the  cost  of  producing  each  unit 
of  "output.  In  the  first  quarter,  productivity  in  the  nonfarm 

business  sector  grew 


STOCK  LEVELS  STILL 
LAG  BEHIND  SALES 


RATIO 


5.4%  from  the  previous 
year,  more  than  offsetting 
the  4%  advance  in  labor 
compensation,  meaning 
that  unit  labor  costs 
actually  fell  1.3%. 

As  productivity  slows 
this  year  from  its  rapid 
clip  of  late,  unit  labor 
costs  are  sure  to  pick  up. 
But  profit  margins  are  so 
wide  that  many 
businesses  will  be  able  to 
absorb  those  costs  instead  of  making  huge  markups  on 
prices,  a  move  that  could  cost  them  sales  in  a  highly 
competitive  marketplace. 

Of  course,  arguments  over  why  inflation  isn't  a 
sustainable  threat  may  seem  like  nonsense  when  you're 
spending  $40  to  fill  your  gas  tank.  But  underlying  trends, 
including  rebuilding  inventories  and  managing  labor 
costs,  are  already  asserting  themselves  into  the  price 
outlook.  And  none  of  the  economic  fundamentals  signal 
that  the  current  run  of  inflation  will  gain  traction.  ■ 
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CHILE 


Why  Bust  Doesn't  Have  to  Follow  Boom 


CHILE'S  ECONOMY  has  always  been 
vulnerable  to  big  swings  in  global 
commodity  prices.  Not  surprisingly, 
with  demand  and  prices  red-hot,  the 
world's  largest  copper  producer  is 
rapidly  emerging  from  a  long  malaise 
that  dates  back  to  the  1997  Asian 
crisis  and  has  continued  through  the 
global  slowdown  of  recent  years.  And 
Chile  may  be  better  equipped  to  deal 
with  the  boom-bust  commodity  cycle 
that  has  threatened  its 
stability  in  the  past. 
Fueled  in  part  by 
the  recent  doubling  of 
copper  prices,  the 
economy  expanded  in 
March  at  a  6.3%  clip 
from  the  year  before, 
the  fastest  pace  in 
nearly  six  years. 
Overall  exports  in 
April  surged  49% 
from  the  previous 
year,  and  domestic 
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demand  is  being  encouraged  by  low 
interest  rates  and  stable  prices.  The 
central  bank  has  slashed  interest 
rates  to  1.75%,  including  back-to-back 
half-point  cuts  in  late  2003  and  early 
2004.  The  economy  is  expected  to 
grow  5%  to  5.5%  this  year,  far  faster 
than  the  3.5%  growth  rate  anticipated 
for  the  entire  Latin  American  region. 
Better  yet,  bust  may  not  inevitably 
follow  boom  this  time  around. 
Analysts  Gray 
Newman  and  Claudia 
Castro  at  Morgan 
Stanley  argue  that  the 
economy  is  more 
open  than  in  the  mid- 
1990s  and  that  key 
reforms  have  made 
Chile  less  susceptible 
to  global  shocks, 
including  a  rule 
requiring  a  structural 
budget  surplus,  which 
has  made  fiscal  policy 
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more  effective.  Most  important,  they 
say,  is  that  investment  financing  is 
less  dependent  on  copper  prices, 
which  tended  to  create  a  feast- or- 
famine  situation.  Now,  Chilean 
finances  are  aided  by  the  country's 
investment-grade  credit  rating,  more 
favorable  debt  ratios,  lower  country 
risk,  and  its  many  free-trade 
agreements. 

The  real  test  of  Chile's  stability 
may  lie  in  how  fast  the  economy 
accelerates  in  the  coming  year.  The 
country  is  unlikely  to  return  to  the 
scorching  growth  rates  it  posted  in 
the  mid-1990s.  But  the  same 
economic  reforms  that  are  aiding 
growth  should  help  to  cushion  the 
next  downswing  in  commodity 
prices.  Plus,  because  Chile's  exports 
are  evenly  divided  between  Asia, 
Europe,  and  the  Americas,  it'll  be 
less  vulnerable  to  a  cooling  of 
Chinese  demand.  ■ 

-With  Geri  Smith  in  Mexico  City 
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PeopleSoft  immediately  saved  us  over  $1  million 
a  year  in  bank  fees  and  other  costs." 


—Joe  Schick,  VP  Finance,  Expedia,  Inc. 


Great  companies  around  the  world  rely  on  PeopleSoft  enterprise  application  software. 

Fast-moving  Expedia  automates  payments  to  its  worldwide  network  of  hotel  partners  with  PeopleSoft 
Financial  Management,  saving  more  than  $1  million  annually.  And  with  a  single,  worldwide  view  of  all 
financial  information,  the  company  reduces  the  cost  of  compliance  and  ensures  accurate  reporting. 
To  find  out  more,  visit  www.peoplesoft.com/goto/compliance  or  call  1  888  773  8277. 
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LSO  IN  THIS  SECTION: 

It's  time  to  give  diesel  a 

second  chance 


Polls  show  Dems  have 
reason  to  fear  Nader 


The  router  wars:  Cisco 
and  Juniper  face  off 


The  GE  spin-off  you'vt 
never  heard  of 


igh  gas  prices  arc  starting  to  take  a  toll  on 
tics  of  the  profitable  SUVs  and  trucks  the 
ig  Three  cou  nt  on.  Will  they  get  burned? 


JUN(i  CHAI,  38,  WAS  Ap- 
palled by  the  $50  it  some- 
times cost  to  fill  the  tank  of 
her  2000  Ford  Expedition-— 
and  the  pollution  spewed  by 
the  jumbo  SUV.  So  in  Febru- 
ary, the  Lake  Forest  fill.) 
mother  of  three  traded  it  in  for  a  Ford 
Freestar  minivan.  While  hardly  a  gas- 
sipper  at  19  miles  per  gallon,  it  gave  Chai 
a  25%  improvement  in  mileage  and  plen- 
ty of  seating  for  car-pooling.  Now  her  hus- 
band, Nelson,  38,  a  financial  officer  for  an 
e-trading  company,  is  following  suit:  He's 
swapping  his  Isu/.u  Trooper  compact  SUV 
for  a  55-mpg  Toyota  Frius  gas-electric  hy- 
brid. "I  look  at  gas  prices  now,  and  I  just 
laugh,"  says  the  stay-at-home  mom.  "I'm 
very  happy  I  made  the  switch." 

Chai's  reaction  may  be  more  dramatic 
than  most,  but  rising  prices  at  the  pump 
are  starting  to  make  some  Americans 
think  twice  before  buying  a  gas-sucking 
behemoth.  Sales  of  big  SUVs  took  a  beat- 
ing in  April,  and  as  truck  inventories  pile 
up  on  dealer  lots,  the  Big  Three  are  piling 
on  the  incentives.  General  Motors  Corp. 
raised  its  rebates  on  big  SUVs  by  $500  on 
May  18;  on  some  models,  they  now  hit 
$4,000  per  vehicle. 

SMALL  SHIFT,  BIG  IMPACT 

GM  AND  MOST  OTHER  carmakers  insist 
that  April  is  an  aberration  and  that  gas 
prices  aren't  affecting  truck  sales.  And  it's 
true  that  a  glut  of  trucks  and  SUVs,  as  well 
as  the  growing  popularity  of  smoother- 
riding  crossover  SUVs,  are  also  taking  a 
toll  on  sales.  But  a  growing  chorus  of  auto 
researchers,  consultants,  and  car  dealers 
insist  that  high  gas  prices  have  become  a 
factor.  A  recent  poll  by  market  re- 
searchers Harris  Interactive  Inc.  and 
auto-information  service  Kelley  Blue 
Book  found  that  one  in  six  car  buyers  has 
changed  purchase  plans  because  of  high- 
er fuel  costs.  Researchers  at  auto  Web  site 
Edmunds.com  also  cite  the  effect  of  rising 
gas  prices.  And  Ford  Motor  Co.  CEO 
William  C.  Ford  Jr.  is  one  of  the  few  auto 
execs  to  acknowledge  that  high  gas  prices 
could  "slow  down  or  even  stop"  the  na- 
tion's shift  to  bigger  trucks.  Even  a  small 
move  away  from  such  vehicles  could  have 
profound  implications  for  the  Big  Three 
since  nearly  all  of  their  auto  profits  come 
from  big  SUVs  and  pickup  trucks. 

So  why  are  most  carmakers  adopting  a 
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"what,  me  worn?"  attitude?  They  insist 
consumers  aren't  that  concerned  about 
gas  prices  and  won't  shift  over  to  smaller, 
more  fuel- efficient  cars.  After  all.  they 
note,  when  national  pump  prices  spiked 
to  nearly  $2  a  gallon  in  recent  summers, 
Americans  continued  to  buy  big  SUVs. 
Says  GM  Vice-Chairman  Robert  A.  Lutz: 
"It  sounds  cavalier,  but  in  any  household 
budget,  gasoline  isn't  a  factor." 

Certainly,  this  isn't  a  crisis  on  a  scale 
with  the  OPEC  oil  embargos  of  the  1970s. 
Back  then,  shortages  forced  consumers  to 
line  up  for  hours,  and  prices  peaked  in 
1981  at  $1.42  a  gallon.  That's  $3  in  to- 
day's dollars,  vs.  $2.02,  the  national  aver- 
age as  of  May  19.  But  many  economists 
believe  prices  will  stay  high  for  years,  cit- 
ing rising  demand  from  China  and  India 
and  turmoil  in  oil-producing  regions.  Dri- 
vers are  increasingly  convinced  that  cost- 
ly gas  is  here  to  stay.  An  April  survey  by 
auto  market  researcher  CNW  Marketing 
Research  found  that  61%  of  consumers 
expect  gas  prices  to  keep  rising— the 
highest  percentage  since  the  1970s. 

The  upshot:  Consumer  psychology, 
shaped  by  more  than  a 
decade  of  cheap  gas, 
may  be  changing.  While 
not  yet  strong  enough  to 
prompt  Detroit  or  most 
of  its  Japanese  rivals  to 
start  fiddling  with  their 
product  mix,  a  new 
skepticism  is  being  felt 
at  dealers'  lots  across 
the  country.  "We're 
starting  to  see  people 
asking  questions  they 
haven't  asked  before, 
like:  What's  the  gas 
mileage?'"  says  Dela- 
ware auto  dealer  Frank 
Ursomarso. 

So,  quiedy,  carmakers 
are  making  contingency 
plans.  The  most  obvi- 
ous, if  crude,  response 
has  been  to  jack  up  in- 
centives on  big  trucks. 
That's  now  so  wide- 
spread that  even  the 
Japanese  are  offering 
incentives  despite  hav- 
ing only  recently  en- 
tered this  niche.  Ed- 
munds.com  says  large  na 
SUVs  carry  the  highest 
average  incentives:  $3,740  per  vehicle  by 
April,  up  14%  from  the  month  before,  vs. 
just  $1,800  for  compact  cars.  Not  so  long 
ago,  small  cars  needed  big  rebates  while 
big  SUVs  sold  fast  at  full  price. 
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CALIFORNIA  An  SUV  owner 
fills  the  tank  in  mid-May 

Keeping  truck  sales  high 
is  crucial  for  the  Big  Three. 
Because  of  high  labor  and 
fixed  costs  even  when  their 
factories  are  idle,  Detroit  is 
likely  to  keep  cranking  out 
gas-guzzlers  and  slapping 
on  fatter  incentives  to  sell 
them.  It's  a  costly  policy: 
Every  month  that  GM 
boosts  truck  incentives  by 
$1,000— as  it  is  doing  now 
with  its  "Truckfest"  promo- 
tion—it  slashes  an  estimat- 
ed $230  million  from  its 
bottom  line.  Says  Joseph  S.  Phillippi,  pres- 
ident of  AutoTrends  Consulting  in  Short 
Hills,  N.J.:  "This  could  be  a  significant  hit 
to  their  North  American  profitability." 

Moreover,  the  shift  risks  denting  prof- 
its at  the  Big  Three  more  than  at  their 
Japanese  rivals,  despite  big  moves  by  Toy- 
ota Motor  Corp.  and  Nissan  Motor  Co. 
to  boost  their  truck  capacity.  That's  be- 
cause both  have  strong 
lineups  of  cars  and 
crossovers,  the  seg- 
ments likely  to  benefit 
from  any  exodus  out  of 
trucks.  In  contrast,  the 
Big  Three  have  slacked 
off  on  developing  new 
cars.  And  while  a  bevy  of 
new  models  are  coming 
out  this  year,  they're  not 
likely  to  make  a  differ- 
ence for  some  time. 

Ifs    also    easier    for 

Japanese  carmakers  to 

shift  their  factories  from 

making   big   trucks   to 

cars  or  small  SUVs.  Says 

James  E.  Press,  executive 

vice-president  and  COO 

for  Toyota  Motor  Sales 

USA  Inc.:  "We  can  go 

from     large    to     small 

sport-utility  vehicles  in 

60  to  90  days."  Already, 

he  says,  Toyota  is  making 

"incremental  changes," 

such  as  building  more 

four-    and    six- cylinder 

engines  instead  of  the 

V-8s  in  big  trucks  such 

as  the  Tundra. 

Another  sign  that  carmakers  are  taking 

the  rise  in  gas  prices  seriously:  They're 

speeding  up  plans  to  put  other  gas-saving 

technologies  into  big  vehicles.  Chrysler 

Group  aims  to  rev  the  launch  of  its  "dis- 
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placement  on  demand"  systems  for  th 
Hemi  V-8  engine  in  its  Ram  full-siz 
pickups.  With  displacement  on  demant 
half  the  cylinders  in  an  engine  shut  dow 
when  their  power  isn't  needed. 

For  manufacturers  with  gas-electri 
hybrids  to  sell,  higher  gas  prices  ma 
bring  a  much-needed  silver  lining.  Bi 
Ford  calls  it  "fortuitous"  that  his  comp; 
ny  is  just  a  few  months  from  bringing  at 
a  hybrid  version  of  its  34  mpg  Escap 
SUV,  which  can  run  576  miles  on  a  singl 
tank  of  gas.  Toyota's  Prius  and  Hond 
Motor  Co.'s  hybrid  Civic  are  frying  out  c 
showrooms.  And  several  other  comp; 
nies,  including  GM  and  Nissan,  plan  t 
bring  out  hybrids. 

Over  the  longer  haul,  if  gas  prices  rt 
main  high,  auto  makers  will  have  to  cor 
sider  more  radical  options.  Some  are  look 
ing  at  selling  more  cars  that  run  on  diest 
fuel,  which  costs  10<t  less  per  gallon  tha^ 
gasoline  but  gets  30%  better  mileag 
(page  31).  Mercedes-Benz  just  brought  it 
diesel  E320  sedan  to  the  U.S.,  and  BMW  i 
considering  bringing  over  a  diese 
equipped  7-series.  Chrysler's  Jeep  divisio 
will  launch  a  diesel  Liberty  SUV  later  thi 
year.  Another  option:  importing  the  smal 
econo-cars  so  beloved  by  Europeans 

Meanwhile,  carmakers  are  starting  tc 
trumpet  the  mileage  benefits  of  their  cm- 
rent  lineups.  Toyota  is  running  radio  ad 
promising  that  if  you  buy  a  Prius  todaj 
you  won't  need  to  refill  the  gas  tank  unti 
Labor  Day.  Then  again,  moving  the  meta 
"may  come  down  to  gimmickry,"  say; 
AutoTrends'  Phillippi.  "We  may  sooi 
have  one  of  the  companies  saying:  'Bu; 
an  SUV  and  get  500  gallons  of  free  gas.'  * 
That  might  win  some  buyers,  but  ulti 
mately,  Detroit  will  need  to  address  con 
sumers'  gas-price  worries  head-on.  ■ 
-By  Kathleen  Kerwin,  wit) 
David  Welch,  in  Detroit,  am 
Christopher  Palmeri  in  LosAngek. 
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Diesel  Deserves  A  Second  Chanee 

t  costs  less  and  blows  by  gas  on  mileage  but  faces  serious  roadblocks  in  the  U.S. 


THE  FUEL  GAUGE  in  a  diesel- 
powered  Mercedes  E320  re- 
sembles a  digital  thermometer. 
When  the  tank  is  full,  a  black 
bar  rises  to  the  top  of  the  strip, 
light  now,  my  fuel  gauge  is  at  the  bottom, 
s  though  it  were  five  degrees  outside. 
Tiafs  appropriate,  because  as  I  pull  out  of 
he  third  filling  station  that  sells  only  gaso- 
ine,  the  gauge  seems  to  be  telling  me  the 

;arch  for  diesel  has  grown  cold.  When 
finally  find  some,  there  are  lines  for  the 
vo  pumps,  one  of  which  fits  only  trac- 
>r  trailers. 

This  is  one  big  reason  the  E320  diesel 
my  be  the  coolest  car  you'll  never  drive, 
/hat  a  shame.  This  is  a  great  ride.  It 
oesn't  have  the  soot-laden  exhaust  and 
md  clattering  that  turned  millions  of 
mericans  off  diesel-powered  cars  in 
le  1980s.  Its  acceleration  and  torque 
eat  a  gasoline-fueled  E320,  with  fuel  economy  of  32  miles  per 
allon  instead  of  22. 1  drove  for  six  days  and  about  500  miles 
efore  needing  more  fuel— which  was  10$  a  gallon  cheaper 
lan  regular  gasoline. 

Diesel  could  be  a  great  way  for  America  to  balance  its  burn- 
lg  desire  for  fast  cars  and  big  trucks  with  its  urgent  need  to  cut 
Dnsumption  of  imported  oil.  If  the  federal  government  doesn't 
icplore  diesel's  potential  for  better  fuel  economy,  it  won't  take 
ff  as  it  has  in  Europe,  where  nearly  half  of  all  cars  burn  it. 

Diesel  is  challenged  on  several  fronts.  Environmentalists  and 
)me  U.S.  lawmakers  worry  that  the  emissions  cause  lung  can- 


POWER  The  diesel 
E320  gets  32  mpg, 
vs.  22  mpg  for  the 
gas  model 


cer  and  other  ailments.  Washington  favors  hydrogen  cars  and 
gasoline-electric  hybrids.  As  a  result,  oil  companies  aren't  in- 
stalling more  diesel  fuel  pumps,  and  carmakers  aren't  develop- 
ing more  engines  for  the  U.S.  market.  "For  the  majority  of  the 
public,  diesel  isn't  even  on  the  radar,"  says  James  N.  Hall,  vice- 
president  of  AutoPacific  Inc. 

Indeed,  only  the  European  auto  makers  are  keeping  diesel 
cars  on  the  roads  in  the  U.S.  They  sell  them  in  Europe,  where 
gasoline  costs  double  the  $2  a  gallon  that  Americans  pay.  Here, 
Mercedes  started  selling  the  E320  in  April  after  a  five-year  ab- 
sence from  the  market,  and  expects  to 
sell  3,000  in  2004.  Volkswagen  has  a 
fast  diesel  engine  in  the  Golf,  Jetta,  Bee- 
tie,  Passat,  and  the  Tuareg  SUV— total- 
ing about  30,000  units  a  year.  Daimler- 
Chrysler  will  sell  a  diesel-powered  Jeep 
Liberty  SUV,  and  BMW  is  considering 
exporting  its  diesel  740  sedan. 

Emissions  are  the  knottiest  barrier  to 
acceptance.  Diesel  engines  inject  petro- 
leum-based diesel  fuel  into  a  chamber 
that  is  already  filled  with  air  compressed 
at  higher  pressure  than  in  a  gasoline  en- 
gine. This  generates  more  heat— enough 
to  ignite  the  fuel  without  spark  plugs— 
and  provides  a  powerful  kick.  Diesel  engines  are  more  efficient 
than  gas  engines,  but  they  release  more  particles  that  have  been 
implicated  in  a  variety  of  lung  diseases,  including  cancer.  They 
also  emit  nitrogen  oxides,  or  NOx,  a  key  component  of  smog. 

Europeans  make  a  good  case  that  technology  and  legislation 
can  clean  diesel  up.  The  new  diesel  engines  arriving  from  Europe 
have  particulate  traps  that  filter  out  most  of  the  dangerous  parti- 
cles. Those  cleaning  devices,  however,  don't  work  in  the  U.S.  be- 
cause of  the  high  sulfur  content  in  the  fuel— 500  parts  per  mil- 
lion, compared  with  15  ppm  in  Europe.  Yet  by  2006,  laws  aimed 
at  drastically  reducing  emissions  from  millions  of  diesel  trucks 


What's  Keeping  Diesel  in  the  Slow  Lane 


CHICKEN  AND  EGG 

Many  filling  stations  in  the  U.S.  do 
not  sell  diesel  fuel.  Big  Oil  won't 
retrofit  more  tanks  and  pumps 
until  they  see  more  demand  for 
the  fuel.  But  consumers  won't  buy 
the  diesel-powered  cars  until  they 
see  more  pumps. 


HEALTH  QUALMS 

Though  not  conclusive,  studies 
suggest  diesel  exhaust  may  cause 
lung  cancer,  asthma,  and  other 
pulmonary  problems.  That  scares 
lawmakers,  who  want  diesel  fuel 
and  its  exhaust  cleaned  up  before 
the  fuel  becomes  a  mainstay. 


HOPES  FOR  HYBRIDS 

California,  which  promotes  gas- 
electric  hybrids  as  a  solution  for 
clean-air  and  fuel  conservation, 
has  heavy  restrictions  on  diesel. 
Many  in  Congress,  likewise,  would 
rather  promote  hybrids  than 
convert  America  to  a  diesel  nation. 


IMAGE  IS  ALL 

U.S.  auto  makers  tried  to  solve 
fuel  economy  issues  in  the  '80s 
with  diesel  cars  that  were  slow, 
unreliable,  noisy,  and  polluting. 
Many  Americans  remember  those 
bad  old  days.  Changing  the  image 
will  take  a  huge  marketing  effort. 
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and  buses  on  U.S.  roads  will  bring  Ameri- 
ca's standards  for  sulfur  content  in  line 
with  Europe's.  And  for  cars,  German  parts 
maker  Bosch  will  sell  a  particulate  trap 
that  niters  up  to  98%  of  the  carcinogenic 
particles  from  low-sulfur  fuel  exhaust 

Will  that  be  enough?  It  depends  on 
whom  you  ask.  A  2003  study  by  the 
Boston-based  Health  Effects  Institute 
concluded  that  exposure  to  diesel  exhaust 
poses  a  small  cancer  risk.  But  even  at  low 
levels,  the  exhaust  may  cause  asthma  and 
other  respiratory  diseases,  according  to 
Dr.  Tomas  Sundstrom,  a  Swedish  respira- 
tory expert  who  worked  on  the  study. 

More  Fun 

EUROPEAN  CARMAKERS  are  sanguine. 
Mercedes  and  Volkswagen  say  that  with 
low-sulfur  diesel  fuel,  they  will  be  able  to 
meet  California's  2007  clean-air  regula- 
tions—which means  that  diesel  fumes 
would  be  no  dirtier  than  gasoline  exhaust. 
At  such  levels,  the  risk  of  cancer  for  peo- 
ple exposed  to  the  fumes  should  be  very 
low,  says  the  California  Air  Resources 
Board,  even  if  one  assumes  a  significant 
increase  in  diesel  traffic.  And  as  the  Envi- 
ronmental Protection  Agency  tightens 
standards  on  diesel,  it  will  force  cars  sold 
here  to  be  cleaner  than  in  Europe,  says 
Margo  T.  Oge,  director  of  the  EPA's  Office 
of  Transportation  &  Air  Quality. 

NOx  regulations  are  another  hurdle. 
Special  catalytic  converters  can  lower 
NOx  emissions  from  diesel  and  can  be 
combined  with  particulate  traps  for  a  pre- 
mium of  $3,000  over  a  gas-burning  car. 
Still.  U.S.  auto  makers  balk.  Running  the 
numbers,  Ford  Motor  Co.  scrapped  plans 
for  its  diesel  Focus  compact.  "At  that  cost, 
you  may  as  well  make  a  hybrid,"  says 
Lawrence  D.  Burns,  General  Motors 
Corp.'s  vice-president  of  R&D. 

Bums  is  right,  but  diesel  has  another 
advantage.  Hybrids  such  as  Toyota  Motor 
Corp.'s  Prius  can  get  a  40%  improvement 
in  fuel  economy,  like  some  diesels.  But 
they're  not  as  fun  to  drive  as  a  diesel  Passat 
or  Mercedes  E320.  Mercedes  wants  to 
make  performance  a  selling  point  and  is 
trumpeting  the  car's  massive  torque,  better 
fuel  economy,  quiet  ride,  and  reduced  trips 
to  the  gas  station  in  its  marketing  efforts. 

For  now,  hybrids  have  a  momentum 
that  diesel  can't  duplicate.  But  if  German 
auto  companies  can  bring  diesel  emissions 
into  line  with  those  from  a  gasoline  en- 
gine, diesel  would  finally  get  a  fair  shot  in 
the  market  After  all,  the  new  generation  of 
diesel  engines  runs  clean  enough  for  Eu- 
ropeans and  fast  enough  for  Americans.  ■ 
-With  Gail  Edmondson  in  Frankfurt 


BRANDS 


Toyota's  Youth  Models 
Are  Having  Growing  Pains 


Riawna  Lewis  is  a  big  Scion  fan. 
The  23-year-old  hairstylist  says 
she  gets  plenty  of  stares  when 
she  cruises  around  Santa 
Monica,  Calif.,  in  her  boxy  xB 
wagon.  But  Lewis  also  has  complaints.  The 
stereo  makes  a  popping  noise  when  she 
plays  compact  disks,  and  when  she  fills  her 
gas  tank,  the  pump  often  thinks  the  tank  is 
full  when  it's  not.  "I  don't  want  to  bash  on 
Scion  because  I  love  it,"  Lewis  says.  "I'm 
going  to  call  and  let  them  know." 

Measured  purely  by  how  quickly  cars 
are  flying  off  dealer  lots,  Scion,  a  youth- 
oriented  marque  launched  by  Toyota  Motor 
Corp.  in  California  a  year  ago,  has  been  a 
roaring  success.  Even  though  it's  now 
available  in  only  24  states,  Toyota  is  selling 
5,200  cars  a  month-10%  better  than  it 
expected.  By  next  year,  the  company 
hopes  to  bump  that 
figure  up  to  around 
8,000  cars. 

But  with  Scion  set 
to  roll  out  its  third 
model-the  $16,400 
tC  sports  car-and  go 
nationwide  in  June, 
Toyota  is  running  into 
a  litany  of  gripes  from 
customers  about  poor 
quality.  What's  more,  a 
survey  of  teens 


THE  STAT 


conducted  by  the 
researcher  TNS 
Automotive  North 
America  gave  the 
Scion  fair  to  negative 
marks.  "It's  very 
unusual  for  a  brand  to 
have  a  negative 
response  so  soon  ^^^^^^^^ 

after  a  launch,"  says 

TNS  research  chief  Andy  Turton.  He  notes 
that  teens  get  turned  off  ii  they  think  a 
company  is  trying  to  manipulate  them.  The 
danger  is  that  Toyota  could  alienate  its  target 
audience-the  under-26-year-olds  who 
make  up  the  next  generation  of  car  buyers. 
Toyota's  experience  with  Scion  brings  to 
mind  the  old  saw:  Be  careful  what  you  wish 
for.  With  its  trendily  styled,  gadget-stuffed 
econo-cars,  Toyota  set  out  to  attract  Gen  Y. 


Scion  sales  are  running 
5,200  a  month,  10%  better 
than  Toyota  expected.  But 
quality  problems  are  worse 
than  average  for  new  cars. 

Data  Toyota  Motor  Corp ..  J  D  Power  &  Associates  Inc. 


And  it  has  largely  succeeded:  The  average 
Scion  driver  is  27  years  old,  says  Art 
Spinella,  president  of  CNW  Marketing 
Research  Inc.  in  Bandon,  Ore.,  vs.  age  39 
for  Toyota  as  a  whole. 

But  as  marketing  professionals  know 
well,  younger  buyers  can  be  far  more  picky 
than  their  older  counterparts.  "They  have 
much  higher  expectations,"  says  James 
Farley,  Toyota's  vice-president  for  the  Scion 
brand.  He  notes  that  Scion  is  getting  three 
times  as  many  customer  comments— both 
positive  and  negative-than  Lexus,  which 
has  notoriously  vocal  buyers. 

The  shock  for  industry  observers  came 
when  Scion  scored  badly  in  this  year's  initial 
quality  survey,  conducted  by  industry 
researcher  J.D.  Power  &  Associates  Inc. 
After  all,  Toyota  is  practically  synonymous 
with  quality.  But  in  the  survey,  Toyota's  youth 
brand  received  158 
complaints  for  every 
100  cars,  vs.  the 
industry  average  of 
119.  True,  the  gripes 
reflected  relatively 
minor  problems 
rather  than  issues 
worthy  of  a  recall. 
Among  them:  rattles, 
wind  noise,  air 
conditioners  that 
don't  cool  fast 
enough,  heaters  that 
aren't  hot  enough, 
and  insufficient  power. 

Toyota  says  such 
glitches  are  typical  of 
new  models, 
especially  low-priced 
ones  with  lots  of 
extras.  But  it  can't 
afford  to  ignore  the 
problems,  say  analysts,  since  young  buyers 
are  fickle.  "Toyota  has  to  address  the  issue, 
especially  with  this  group,"  says  Spinella. 
While  the  company  won't  say  what  it's 
doing  to  fix  the  problems,  Farley  says 
quality-control  teams  are  hard  at  work 
tackling  customer  complaints.  They'd 
better  be.  Toyota's  big  experiment  in  youth 
marketing  depends  on  it. 
-By  Christopher  Palmeri  in  Los  Angeles 
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LIKE-MINDED? 

Nader  and 
Kerry  met  on 
May  19 


THE  ELECTION 


RALPH  THE  SPOILER, 
2004  EDITION 

Could  Nader  siphon  decisive  votes  from 
Kerry  in  swing  states?  Quite  possibly 


HOW  WORRIED  ARE 
Democrats  that  Ralph 
Nader  will  once  again  tip 
the  election  to  the  GOP? 
Just  ask  Jason  Salzman. 
The  liberal  Colorado  De- 
mocrat, a  Nader  backer 
in  2000,  has  founded  a  Web  site,  Repen- 
tantnadervoter.com,  where  1,500  one- 
time Nader  supporters  have  pledged  to 
vote  for  the  candidate  "most  likely  to  de- 
feat" President  Bush  in  November.  Salz- 
man, 41,  still  believes  Nader  is  right  on 
the  issues— but  vows  to  "persuade  others 
to  not  repeat  the  same  mistake." 

Democrats  from  Salzman  to  Presiden- 
tial contender  John  Kerry  have  good  rea- 


son to  worry.  Despite  President  Bush's 
sagging  job-approval  numbers,  polls 
continue  to  show  a  close  contest  nation- 
ally. If  the  election  were  held  today,  Kerry 
would  edge  out  Bush  49%  to  47%  in  a 
two-way  race,  according  to  Democratic 
pollster  Stanley  B.  Greenberg.  But  in  a 
three-way  contest,  Kerry's  lead  would 
shrink  to  46%  vs.  Bush's  45%,  with  Nad- 
er clinging  to  a  small  but  growing  6% 
slice  of  the  electorate.  Nader's  steadfast 
opposition  to  the  Bush  Administration's 
Iraq  policy  is  especially  appealing  to  left- 
leaning  independents  who  are  wary  of 
Kerry's  support  for  the  war.  "Nader  is  a 
genuine  threat,"  warns  Greenberg. 
The  Kerry  campaign  is  taking  that 


threat  seriously.  To  slow  Nader's  momen- 
tum, Kerry  took  a  two-day  swing  through 
Oregon  with  former  rival  Howard  Dean, 
the  antiwar  champion  of  Democratic  lib- 
erals. Kerry  also  met  with  Nader  on  May  19 
in  hopes  of  persuading  the  consumer  ac- 
tivist that  his  efforts  are  jeopardizing  the 
fight  to  defeat  Bush.  And  to  bolster  those 
efforts,  several  Democratic  campaign  vet- 
erans have  formed  an  independent  group 
to  run  anti-Nader  ads  in  key  states. 

Whatever  national  polls  show,  Demo- 
crats know  it's  the  state-by-state  tally  that 
really  counts.  And  although  state  polls, 
which  are  taken  less  frequently,  may  not 
yet  reflect  growing  voter  dismay  over  the 
latest  bad  news  from  Iraq,  they  do  point 
to  danger  signs  for  Kerry.  Recent  polls 
show  Nader  diverting  votes  from  Kerry  in 
17  closely  contested  battlegrounds.  Even 
in  some  states  where  Nader  is  polling 
just  2%  or  3%  of  the  vote,  he  could  decide 
another  photo  finish.  Among  the  states 
where  Nader  could  do  the  most  damage 
to  the  Dems:  Florida,  Iowa,  Michigan, 
New  Hampshire,  New  Mexico,  Oregon, 
Pennsylvania,  and  West  Virginia. 

SUNSHINE  STATE  GLOOM 

IN  FLORIDA,  FOR  EXAMPLE,  Nader's 
presence  on  the  ballot  could  once  again  tip 
the  pivotal  state  to  Bush.  In  an  American 
Research  Group  Inc.  poll  taken  April  18-21, 
Bush  held  a  46%  to  45%  lead  over  Kerry, 
with  Nader  receiving  just  3%.  But  those 
are  votes  that  would  otherwise  go  to  Kerry. 
That  has  the  Dems  nervous  about  a  repeat 
of  2000,  when  Vice-President  Al  Gore  lost 
Florida  by  just  537  votes  after  Nader  re- 
ceived 97,488  votes.  West  Virginia,  an  his- 
torically Democratic  state  that  Bush  cap- 
tured in  2000,  could  also  turn  on  the 
Nader  vote:  An  ARG  poll  taken  Mar.  23 
showed  Bush  and  Kerry  dead  even  at  46%, 
with  Nader's  2%  drawing  twice  as  many 
Democratic  votes  as  Republican. 

In  another  six  swing  states,  polls  show 
Nader  winning  at  least  5%  of  the  vote. 
That's  enough  to  make  the  race  close  in 
Kerry-leaning  New  Jersey,  Oregon,  Penn- 
sylvania, and  Wisconsin.  Tight  contests  in 
Arizona  and  Arkansas  could  also  tilt  to- 
ward Bush.  In  Arizona,  Bush  led  Kerry  by 


The  Nader  Factor 

If  a  two-way  election  were  held  today, 

FLORIDA            OREGON      PENNSYLVANIA          IOWA           NEW  MEXICO 

BUSH 

46% 

46% 

42% 

46% 

46% 

John  Kerry  would  win  49%  of  the  vote 
to  George  W.  Bush's  47%  *  But  with 
Ralph  Nader  in  the  race,  several  key 
states  remain  up  for  grabs. 

KERRY 

45 

48 

42 

47 

45 

NADER 

3 

6 

5 

3 

5 

•Data:  The  Democracy  Corps.  May  10-13.  poll  of  1.016  likely 
voters.  Margin  of  error  +/-3% 


Data:  Florida:  American  Research  Group(  ARG).  Apr  18-21.  poll  of  600  likely  voters.  Oregon:  Research  2000.  May  6-8  &  10.  poll  of  603  likely  voters. 
Pennsylvania:  issues  PA/Pew  Poll.  Apr  16-25.  poll  of  867  registered  voters;  Iowa:  ARG  Apr  18-21.  poll  of  600  likely  voters.  New  Mexico:  ARG.  Mar  30- Apr  1. 
poll  of  600  likely  voters  Margin  of  error  +/-4%  for  all  polls 
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SIX 

swing 
states, 
Nader 
[sat 
5%-plus 


four  percentage  points  in  a  one-on-one 
matchup.  But  with  Nader  figured 
in,  drawing  7%  in  a  three-way  contest, 
the  President5  s  lead  doubled  to  eight  per- 
centage points,  45%  to  37%,  according  to 
an  Apr.  29-May  4  Rocky  Mountain  Poll. 

Nader  argues  that  his  allure  isn't  ex- 
clusive to  liberal  independents:  He  says 
he's  peeling  off  Bush  supporters  as  well. 
His  economic  nationalism  does  appeal 
to  some  conservatives.  Nader  recently 
gained  the  endorsement  of  the  Reform 
Party,  home  of  Ross  Perot  and  Patrick 
Buchanan.  The  endorsement  also  qual- 
ifies him  for  the  ballot  in  seven  states, 
including  Florida. 

Even  so,  Nader's  draw  is  clearly  high- 
est among  the  left-leaning  independents 
who  strongly  oppose  Bush's  Iraq  policy. 
A  survey  by  the  University  of  Minnesota's 
2004  Elections  Project  shows  that  11%  of 
independents   fa- 

Tn  C1Y  vor  Nader.  If  he 

111  2>1A  le£  Xjje  race  most 

could  be  expected 
to  shift  their  sup- 
port to  Kerry. 
"Both  Kerry  and 
Bush  are  fishing  in 

•nnllc  Qt  the  same  Pond>" 

says  University 
of  Minnesota 
political  scientist 
Lawrence  R  Ja- 
cobs. "It's  not 
helpful  to  Kerry  to  have  this  other  hook 
in  the  water." 

Nader  dismisses  the  hand-wringing 
by  Democrats  over  his  candidacy.  If  Ker- 
ry wants  to  harvest  his  votes,  says  Nad- 
er, Kerry  should  stop  trying  to  imitate 
Bush  and  adopt  his  liberal  agenda  in- 
stead. "If  the  Democrats  don't  quit 
whining  and  carping,  they  won't  even 
be  able  to  win  back  the  Democrats  who 
voted  for  Bush  last  time,"  Nader  says. 
"They  can  choose  to  become  a  better 
party  or  just  stay  the  least  worst." 

Naders  support  among  Democrats 
may  well  fade  in  the  home  stretch. 
When  they  enter  the  voting  booth,  people 
frequently  abandon  independent  candi- 
dates. But  Nader  proved  in  2000  that 
even  a  few  votes  in  close  races  can  be  cru- 
cial. The  last  Presidential  election  may 
seem  long  ago,  but  Kerry  can't  rule  out  a 
sequel  this  November  in  which  Ralph 
Nader  once  again  plays  an  outsize  role.  II 
-By  Paul  Magnusson  and 
Richard  S.  Dunham 


BusinessWeek  online 


For  a  Q&A  with 
Ralph  Nader,  see  www.businessweek.com/ 
magazine/extra. htm 
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MORE  MALICE 
IN  WONDERLAND 

Can  Disney  keep  the  Weinstein  brothers  from 
bailing  out?  The  Miramax  chiefs  are  unhappy 


AT  WALT  DISNEY  CO., 
the  glow  of  good  news 
doesn't  seem  to  linger 
long.  Back  in  February, 
as  Disney  was  prepar- 
ing to  announce 
strong  first-quarter 
earnings,  Comcast  Corp.  launched  a 
hostile  bid.  CEO  Michael  D.  Eisner  beat 
back  the  attack,  of  course,  and  on  May 
12,  Disney  posted  a  71%  second-quarter 
hike  in  earnings.  So,  clear  sailing  for  Eis- 
ner? Nope.  Harvey  Weinstein, 
the  irascible  co-chairman  of 
Disney's  wholly  owned  unit 
Miramax  Films,  is  maneuver- 
ing to  take  a  hike  when  his 
contract  expires  in  2005. 

If  Weinstein  and  his  Mira- 
max co-chairman,  brother 
Bob,  leave,  Eisner  would  be 
losing  crucial  rainmakers  just 
as  he  struggles  with  the  likely 
departure  of  Pixar  Animation 
Studios  from  Disney's  stable 
as  well.  Miramax  raked  in 
movie  revenues  of  $695  mil- 
lion last  year,  thanks  to  hits 
like  Chicago  and  Spy  Kids  3-D, 
according  to  Nielsen  EDI. 
That's  31%  of  Disney's  box-of- 
fice take.  Miramax  posted 
about  $200  million  in  operat- 
ing profits,  say  knowledgeable 
sources,  or  about  a  third  of 
Disney's  $620  million  in  stu- 
dio operating  earnings. 

A  showdown  could  get 
nasty.  Disney  has  the  option  to 
renew  the  Weinsteins'  contract  through 
2009.  But  the  brothers  claim  Disney 
wants  to  change  the  terms  without  their 
approval,  including  the  formula  for  fig- 
uring bonuses.  The  sides  appeared  to  be 
narrowing  their  differences  until  Eisner 
blocked  the  Weinsteins  from  releasing 
Michael  Moore's  anti-Bush  documen- 
tary, Fahrenheit  911.  Now  the  Weinsteins 
are  buying  back  that  film  and  looking  for 


AT  LOGGERHEADS 

Eisner  ignored 
a  buyback  bid 
from  Weinstein 


a  distributor.  Disney  isn't  talking,  anc 
Miramax  says  it  wants  "an  amicable  res- 
olution." But  Weinstein  lawyer  Bertram 
Fields  hints  the  troubles  aren't  over.  "We 
don't  want  a  battle,"  he  says.  "But  nei- 
ther side  is  afraid  of  a  fight." 

It  will  be  hard  to  argue  that  the  Wein- 
steins, who  sold  their  company  to  Disney 
for  $80  million  in  1993,  are  underpaid. 
Each  gets  an  estimated  $5  million  to  run 
Miramax  and  its  B-film  Dimension  label. 
And  together  they  share  in  an  estimated 
10%  of  operating  earnings— as 
much  as  $20  million  in  2003. 
The  Miramax  boys  could  sim- 
ply be  using  the  Pixar  situa- 
tion to  pick  a  fight.  One  big  is- 
sue: They  want  to  loosen 
Disney's  requirement  that  it 
sign  off  on  film  budgets  above 
$35  million. 

OH  SO  BANKABLE 

THE  DISPUTE  LED  THE 
Weinsteins  to  offer  $450  mil- 
lion to  buy  Miramax  back 
from  Disney  four  months 
ago.  But  with  one  banker 
valuing  Miramax  at  $2  bil- 
lion, it's  little  wonder  Disney 
never  responded. 

Considering  their  reputa- 
tion for  making  hit  movies,  the  I 
Weinsteins  could  easily  raise 
money  to  start  a  new  company  I 
if  they  leave.  But  without  the  I 
library  of  500 -odd  Miramax 
films   to   provide   cash  flow 
through     DVD    sales,    they 
would  be  starting  from  scratch.  "It  won't  | 
be  easy  to  set  up  a  company  with  the  re- 
sources they  have  now  with  Disney," 
says  producer  Tom  Pollock,  a  former  I 
Universal  Studios  Inc.  chief.  No  doubt 
Eisner  hopes  that's  true.  With  Pixar 
heading  out  the  door,  Eisner  hardly 
needs  another  big  name  defection.  H 

-By  Ronald  Grover  in  Los  Angeles, 
with  Tom  Lowry  in  New  York 
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HIGH  TECH 


A  HICCUP 

IN  THE  TECH  REVIVAL 

Surging  demand  for  chips  and  LCDs  is 
nudging  up  prices  and  shaving  margins 


IN  SOME  WAYS  THE  TECH  RE- 
bound  is  like  a  shot  of  schnapps: 
plenty  sweet,  followed  by  a  searing 
aftertaste.  Although  long-  awaited, 
the  tech  recovery  has  come  on  fast 
and  furious  now  that  it  has  finally 
arrived.  And  that  has  meant  tight 
supplies  of  key  components  like  liquid- 
crystal  display  panels  and  memory  chips. 
Products  are  selling  briskly,  but  some  in- 
dustry players  are  paying  a  hefty  price  to 
get  vital  parts. 

It's  a  problem  that  could  fester  for 
much  of  2004.  After  unexpectedly  strong 
demand,  particularly  the  15%-plus 
growth  in  new  PC  purchases  over  the  past 
three  quarters,  makers  of  everything 
from  laptops  and  flat-panel  TVs,  to  cell 
phones  and  networking  equipment  are 
paying  more  for  key  parts.  And  while 
component  makers  are  scrambling  to 
ramp  up  production  to  meet  unexpected 
demand,  high  prices  could  persist 
through  much  of  the  year.  "People  always 
expect  that  prices  will  drop  month  by 
month,  quarter  by  quarter,"  says  Tai- 
Kang  Wu,  president  of  HannStar  Display 
Corp.,  a  Taiwanese  producer  of  LCDs. 
"But  the  prices  have  stopped  dropping." 
To  be  sure,  this  industry  hiccup  isn't 
likely  to  dampen  the  tech  recovery.  In- 
creased component 
prices  are  offset  by 
declining  prices  for 
other  parts,  such  as 
disk  drives.  Overall, 
prices  of  computers 
continue  to  decline, 
albeit  at  a  slower 
pace  than  usual.  Cor- 
porate buyers  in- 
creasingly are  taking 
the  plunge  and  over- 
hauling their  com- 
puter systems  after  a 
three-year   drought. 


And  consumers  are  still  shopping, 
though  they're  likely  to  pay  more  for  a 
flat-panel  display  or  additional  memory 
than  they  would  have  six  months  ago.  All 
of  which  means  that  while  PC  makers  and 
networking  vendors  could  see  their  gross 
margins  slip  somewhat,  for  the  most  part 
the  pain  may  be  relatively  limited. 

Still,  some  companies  could  feel  the 
component  squeeze  more  acutely  than 
others.  Dell  Inc.,  for  instance,  saw  its 
stock  dip  3%  on  May  14,  the  day  after 
it  announced  first-quarter  earnings  had 
jumped  22%.  The  reason:  A  squeeze 
in    dynamic    random-access    memory 


COMPONENT  SQUEEZE 


Memory  chips  get  pricey.. 
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(DRAM)  chips  tacked  on  about  $10  td 
every  computer  Dell  sold.  That  cut  aboul 
$20  million  from  Dell's  bottom  line  foj 
the  quarter,  pruning  its  gross  margins  b  J 
0.2%  to  18%.  "We  could  see  further  tight] 
ness  through  the  next  six  months,"  say^ 
Richard  Chu,  analyst  at  SG  Cowen. 

SUNNY  ON  THE  SUPPLY  SIDE 

THE  EQUIPMENT  MAKERS'  pain  mea 
gains  for  component  makers,  howeverl 
Samsung  Group,  a  major  supplier  o( 
LCDs  and  memory  chips,  nearly  triple 
its  first-quarter  operating  profits  to  $3. 
billion.  And  it's  not  just  PC  suppliers] 
Qualcomm  Inc.,  in  its  latest  quarterj 
quadrupled  profits  to  $488  million 

demand  for  its  mo- 
bile-phone chips  ex- 
1    ceeded  supply. 

But  the  component 
~^~  crunch  won't  last  fori 

l 

ever.  Corning,  for  in-l 
stance,    which    sup-l 
plies  more  than  50%| 
of  the  LCD  industry'sj 
glass,     is     pumping| 
hundreds  of  millions! 
of  dollars    into    in- 
creasing its  capacity, 
including  a  new  glass 
furnace    in    Taiwan. 
And  analysts  expect 
increased       output 
from  several  manu- 
facturers to  gradually 
fill  demand  by  mid- 
summer. Supply  chain 
researcher       iSuppli 
Corp.,  predicts  prices  for  LCD  monitors, 
notebooks,  and  TVs  will  begin  decreasing 
no  later  than  July. 

Cranking  out  enough  DRAM  chips 
could  be  trickier.  That's  because  of  a  sur- 
prise surge  in  corporate  demand  for  PCs. 
In  addition,  chipmakers  have  shifted  ca- 
pacity away  from  volatile  DRAM  to  more 
promising  bets  like  flash  memory  chips. 
The  ensuing  DRAM  squeeze  has  propped 
up  prices.  Instead  of  the  typical  28% 
yearly  decline  in  DRAM  prices,  re- 
searcher Gartner  Inc.  expects  prices  to 
dip  only  5%  in  2004.  "Prices  will  stay 
firm  all  year,"  says  Gartner  analyst 
Joseph  Unsworth. 

In  the  end,  that  means  customers  may 
pay  $10  to  $20  more  for  a  computer— or 
simply  settle  on  a  machine  with  a  bit  less 
memory.  Even  so,  it's  clear  is  that  the 
pricier  market  has  done  little  to  curb  buy- 
ers' appetites.  ■ 

-By  Ben  Elgin  with  Peter  Burrows  in 

San  Mateo,  Bruce  Einhorn  in  Hong  Kong, 

and  Andrew  Park  in  Dallas 
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These  days,  it's  not  enough  to  have  a  big,  powerful  network.  You  need  a  more  intelligent  solution.  Think 
your  network  is  smart?  Then  ask  it  if  it  uses  a  combination  of  context-based  and  embedded  security 
technologies,  as  well  as  the  industry's  first  dynamic  intrusion  response  capability. 

The  answer  will  be  no.  Because  there's  only  one  intelligent  network.  Enterasys.  Oh,  and  by  the  way,  this 
isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  available  right  now.  See  for  yourself 
at  enterasys.com/talk.  Or  ask  any  of  our  enterprise  customers  who  we've  been  working  with  for  years. 
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STRATEGIES 


HIGH  NOON 

IN  THE  ROUTER  WARS 

Despite  Cisco's  splashy  new  rollout, 
Juniper  may  have  the  momentum 


AT  A  SPLASHY  EVENT  AT 
Silicon  Valley's  Comput- 
er History  Museum  on 
May  25,  Cisco  Systems 
Chief  Executive  John  T. 
Chambers  will  finally  un- 
veil a  product  that  the 
networking  industry  has  been  expecting 
for  the  past  two  years:  a  top-of-the-line 
router  code-named  HFR,  for  "huge  fast 
router."  By  stringing  together  dozens  of 
the  powerful  new  products,  HFR  cus- 
tomers will  be  able  to  move  more  Internet 
traffic  in  less  time  than  ever  before— by  a 
long  shot,  say  insiders. 

Cisco's  new  router  hits  the  market  at  a 
critical  point  in  its  intensifying  competi- 
tion with  Juniper  Networks.  Just  as  tele- 
com companies  are  starting  to  spend  big 
bucks  for  new  Net-based  routers  to  re- 
place decades-old  telecom  voice  net- 
works, the  smaller  but  faster-growing  Ju- 
niper has  beat  Cisco  to  market  with 
cutting-edge  new  products. 

True,  Cisco  is  riding  high  once  again 
thanks  to  robust  sales  to  corporations, 
which  use  its  gear  to  run  their  networks. 
But  Cisco  needs  the  HFR  to  be  a  big  hit  to 
reverse  a  disturbing  slide  in  the  important 


PERCENT 


market  for  "core 
routers"  that  make  up 
the  backbone  of  the  In- 
ternet. And  of  late,  Cis- 
co has  been  losing 
ground  as  both  phone 
companies  and  Inter- 
net Service  Providers 
have  turned  to  Juniper 
instead.  Cisco's  share 
of  this  $733  million 
market  has  fallen  from 
70%  in  mid-2002  to 
59%,  says  market  re- 
searcher Dell'Oro  Group,  while  Juniper's 
has  jumped  from  23%  to  34%.  And  some 
expect  Juniper  to  leapfrog  Cisco  yet  again 
when  it  brings  out  its  own  mongo  new 
router  in  coming  months. 

Can  Cisco  regain  momentum?  Cisco  ex- 
ecs aren't  commenting  on  their  router.  But 
much  will  depend  on  a  new  software  strat- 
egy that  accompanies  me  rollout  of  the 
HFR.  In  the  past,  Cisco  based  all  of  its  prod- 
ucts on  its  Internetworking  Operating  Sys- 
tem software,  or  IOS,  which  is  to  corporate 
networking  gear  what  Microsoft  Corp.'s 
Windows  is  to  PCs.  Trouble  is,  telcos  need 
far  greater  reliability  and  better  manage- 


CISCO'S  ACHILLES' HEEL? 
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ROUTERS  CAPABLE  OF  PROCESSING  INTERNET 
TRAFFIC  AT  10  GIGABITS  PER  SECOND 
Data:  Dell'Oro  Group  Inc.,  Precursor 


ment  tools  to  serve  their  millions  of  < 
tomers  compared  to  the  needs  of  an  indl 
vidual  PC  user  or  even  a  corporation.  No| 
Cisco  will  unveil  a  new  program,  code 
named  IOX,  designed  specifically  to  ac 
dress  telcos'  concerns,  say  industry  insideii 
and  a  customer  who  has  seen  the  softwaru! 
Cisco  had  little  choice  but  to  forg 
ahead  with  new  software.  Problem  is,  IO I 
will  initially  work  only  on  Cisco's  ne\j 
HFR  router,  meaning  it  isn't  compatibll 
with  other  routers  and  other  networkin| 
equipment  that  Cisco  currently  sells  tl 
carriers.  While  that  problem  will  eventul 
ally  be  resolved,  customers  may  be  hes{ 
tant  to  buy  these  other  products  from  Ci.c| 
co  until  they,  too,  run  the  new  software 
What's  more,  most  big  telcos  are  loath  t| 
buy  major  new  equipment  without  exten| 
sive  testing.  And  that  can  take  years. 

"TABLE  STAKES" 

THEN  THERE'S  the  problem  of  JunipeJ 
One  user  says  the  HFR's  power  is  onll 
slightly  greater,  if  that,  than  Juniper's  cur| 
rent  top-of-the-line  box.  While  he  says  ICO 
has  a  slight  edge  over  Juniper's  software,  | 
may  not  be  enough  to  incur  the  costs  anij 
reliability  risks  of  changing  suppliers.  "ICO 
is  just  table  stakes,"  says  the  buyer.  "Hon| 
estly,  this  just  keeps  Cisco  in  the  game." 

Indeed,  some  observers  think  Juniper  i  I 
poised  to  accelerate  its  share  gains— par| 
ticularly  if  its  upcoming  high-end  routei' 
about  which  little 
now  known,  leapfrog  | 
Cisco's  technolog 
again.  In  the  most  re] 
cent  quarter,  Juniper' 
sales  rose  43%  from 
year  earlier,  includinJ 
a  31%  jump  in  its  $7.1 
million  core  route  f 
business.  Much  large  I 
Cisco,  whose  sale! 
rose  22%  overall,  savJ 
its  router  sales  grow  \ 
tepid  3%.  Analyst  Johrf 
Freeman  of  the  Pre  I 
cursor  Group  thinks  Juniper  could  drive 
Cisco's  share  of  the  high-end  router  marl 
ket  below  50%  by  yearend.  That  would  tx| 
a  painful  slap  to  Cisco's  efforts  to  prove  iff  [ 
a  pacesetter  in  innovation  as  well  as  a  fi-l 
nancial  leader.  "The  market  has  been  hear  [ 
ing  about  HFR  for  about  three  years,"  sayf  I 
Juniper  CEO  Scott  Kriens.  "But  if  s  just  no:| 
something  customers  are  asking  about." 

Chambers  is  surely  banking  on  all  thail 
changing  come  the  May  25  unveiling  [ 
Whether  customers  feel  HFR  was  wortrl 
the  wait  will  say  plenty  about  Cisco'fl 
growth  prospects  for  years  to  come. 
-By  Peter  Burrows  in  San  Mateo,  CalifX 
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Same  flight  time. 
More  sleep  time. 


Introducing  The  Sleeper  Service. 
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INSURANCE 


THE  GE  SPIN-OFF 
YOU  NEVER  HEARD  OF 

Genworth  is  a  leading  insurer,  but  its 
numbers  are  too  low.  Will  investors  bite? 


IT  HAS  A  BIG-NAME  PARENT  IN 
General  Electric  and  more  than  10 
times  the  earnings  of  Google,  yet 
few  are  clamoring  to  get  a  piece  of 
Genworth  Financial  Inc.  when  it 
goes  public.  In  fact,  the  expected 
spin-off  of  30%  of  GE's  life  and 
mortgage  insurance  business,  now  set 
for  early  in  the  week  of  May  24,  may 
qualify  as  both  one  of  the  largest  and 
quietest  stock  deals  of  the  year.  The  $9.8 
billion  operation,  which  has  more  than 
15  million  customers  and  $100  billion  in 
assets,  could  raise  about  $3.34  billion  in 
the  market. 

The  Connecticut  conglomerate  plans 
to  start  promoting  Genworth  in  a  series 
of  print  and  broadcast  ads  next  month 
boasting  that  it's  "built  on  GE 
heritage."  But  if  that  heritage 
is  so  strong,  potential  in- 
vestors may  wonder  why  it's 
being  kicked  out  of  the  GE 
family.  With  interest  rates 
rising  and  CEO  Jeffrey  R.  Im- 
melt  promising  to  sell  off  an- 
other big  chunk  of  GE's  Gen- 
worth stake  within  the  next 
three  years,  they  may  also 
worry  about  the  health  of 
their  investment. 

Yet  GE's  reason  for  unload- 
ing the  bulk  of  its  insurance 
business  has  less  to  do  with 
the  quality  of  its  offspring 
than  with  its  own  financial 
needs.  For  one,  Immelt  wants 
to  improve  the  transparency 
of  GE's  own  debt  structure. 
More  important,  he  aims  to 
cut  back  on  the  capital  GE  has 
invested  in  slower-growth 
segments  and  put  the  money 
to  work  in  more  sprightly 
businesses  instead.  While 
Genworth  is  a  hot  property  as 


far  as  insurers  go— with  $935  million  in 
net  profits  for  2003,  if  s  a  leading  player  in 
several  key  sectors— that  performance 
simply  isn't  good  enough  for  GE. 

Indeed,  because  of  the  need  for  hefty 
reserves  to  back  up  policies,  insurance 
tends  to  offer  a  lower  return  on  equity 
than  other  financial  businesses.  So  Im- 
melt wants  to  free  up  the  capital  locked  in 
the  somewhat  staid  unit.  As  Immelt  has 
said,  "it's  going  to  give  us,  as  we  go 
through  2004  and  2005,  even  more  fire- 
power to  spend  on  growing  the  compa- 
ny." The  bulk  of  GE's  financial-services 
business  will  now  be  in  faster-growth  seg- 
ments such  as  commercial  and  consumer 
finance.  Both  generate  double-digit  re- 
turns, well  above  Genworth's.  Annuities 


and  term  life  clearly  don't  light  up  Im 
melt's  eyes  the  way  that,  say,  wind  powe 
and  medical  technology  do. 

Moreover,  Genworth  eats  up  a  larg 
proportion  of  the  so-called  parent-suj 
ported  debt  that  GE  carries  on  its  o 
books.  That  reflects  the  guarantees  th 
GE  provides  for  its  financial  businesse 
which  allows  them  to  issue  debt  at 
ratings.  To  give  investors  a  clearer  pictur 
of  where  the  capital  is  actually  used,  G 
has  pledged  by  the  end  of  next  year  t 
eliminate  that  support,  which  now  stan 
at  less  than  $8  billion.  In  its  place,  GE  i 
beefing  up  the  equity  in  the  financial  busi 
nesses  instead. 

The  strategy  of  shifting  focus  t( 
higher-growth  industries  is  not  withou 
challenges.  As  Standard  &  Poor's  equit 
analyst  Robert  Friedman  notes,  it's  fin< 
to  seek  higher  returns,  but  "in  doing  so 
they're  also  going  higher  out  on  th 
risk  curve." 

MORTGAGE  WORRIES 

INVESTORS  MAY  wonder  if  Genworth  it- 
self is  too  big  a  risk.  As  a  major  player  ir 
term  life  policies,  long-term  care  protec- 
tion, and  mortgage  insurance,  it's  clearh 
affected  by  rising  interest  rates.  Certainly 
the  market  for  mortgage  insurance— 
which  makes  up  almost  40%  of  Gen 
worth's  earnings— could  turn  down  onct 
the  home-buying  binge  starts  to  ebb.  Anc 
rising  rates  could  mean  more  defaults 
But  analysts  such  as  Suneet  Kamath  o 
Sanford  C.  Bern 
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Genworth  at  a  Glance 


SALES* 

$9.8  billion 

NET  INCOME* 

$935  million 

ASSETS 

12  billion 


NUMBER  OF  CUSTOMERS 

IS  million 

EMPLOYEES 

5,850 

EXPECTED  IPO  PROCEEDS 

$3.34  billion 
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surers  because  low  rates  have  made 
it  tough  for  them  to  earra 
strong  enough  returns  on  their  in- 
vested premiums. 

Much  will  depend  on  Genworth's 
ability  to  forge  an  identity  and  woo 
an  investment  community  inde- 
pendent of  its  powerful  parent. 
Shareholders  may  worry  that  its 
shares  could  get  hurt  when  GE  re- 
duces its  stake  further,  but  analysts 
say  that  eventuality  is  already  re- 
flected in  the  price  range  of  $21 
to  $23  a  share.  CEO-designate 
Michael  D.  Fraizer,  the  current  chief 
of  GE  Insurance,  Financial,  will  also 
be  able  to  focus  on  building  the 
company  and  tapping  new  markets, 
without  worrying  about  where  Gen- 
worth fits  in  the  larger  GE  puzzle. 
But  first  he  has  to  stage  a  debut  in  a  J 
tough  climate.  N 

-By  Diane  Brady  in  New  York 
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A  SHINY  NEW 
QUARTER 

Carly  Fiorina  notched  a  small 
victory  in  Hewlett-Packard's 
ongoing  quest  for  respect  on 
Wall  Street.  Two  years  after 
acquiring  Compaq  Computer, 
HP's  stock  trades  at  a  steep 
discount  to  rivals  such  as 
IBM.  But  its  shares  climbed 
5%,  to  $20.76,  after  HP  jolted 
the  market  on  May  18  with  a 
12%  jump  in  second-quarter 
revenues,  to  $20.1  billion,  and 
a  6%  hike  in  net  profits,  to 
$884  million. 

HP's  results  demonstrate 
the  growing  appetite  for 
information  technology  and 
services.  The  buying  splurge 
pushed  up  sales  of  HP's 
computer  systems  by  17%, 
to  $6  billion.  Revenues 
generated  by  high-end 
corporate  gear  and  services 
jumped  9%,  to  $4.2  billion. 
"Corporate  IT  demand 
continues  to  improve," 
says  Fiorina. 

But  cutthroat  price 
competition  has  hurt  HP's 
profit  margins.  Although 
margins  are  up  over  last  year, 
they  eroded  slightly  in  nearly 
every  category  compared 
with  the  previous  quarter. 
Now,  Fiorina's  trick  will  be  to 
fatten  up  HP's  bottom  line  in 
this  accelerating  market. 

-Ben  Elgin 


AMEXONTHE 
HOT  SEAT 

Hold  those  bonus  points. 
American  Express  has  been 
flooding  mailboxes  with 
offers  of  frequent-flier  miles 
for  cardholders  who  agree  to 
meet  just  once  with  one  of  its 
financial  advisers.  Now  the 
NASD  is  calling  that  advice 
into  question.  It's  alleging 
that  Amex's  financial  advisers 
unit  received  fees  for  selling 
other  firms'  mutual  funds 
and  didn't  disclose  them 
properly,  the  company  said  in 
a  regulatory  fifing.  The  NASD 
alleges  that  Amex  failed  to 
disclose  the  revenue  from 
January,  2001,  until  May, 
2003.  Amex  said  it's 
cooperating  with  the  probe, 
which  is  part  of  an 
industrywide  review  by 
regulators  of  the  practice 
known  as  "directed 
brokerage."  Amex  could  face 
regulatory  sanctions,  it  said. 


LAFLEY'SNEW 
LIEUTENANTS 


Known  for  nurturing 
executive  talent,  Procter  & 
Gamble  ceo  A.G.  Lafley 
appears  to  be  grooming  three 
potential  successors.  Susan  E. 
Arnold  and  Robert  A. 
McDonald,  both  50,  have 
been  promoted  to  newly 
created  vice-chair  posts  from 
global  division  presidents 
and  given  broader 
responsibilities.  Arnold's 
expertise  is  beauty  and 


feminine-care  products; 
McDonald  recently  has  made 
his  mark  in  global  fabric  and 
home-care  products.  Mean- 
while, R.  Kerry  Clark,  52, 
remain^  a  vice-chair  but  now 
oversees  global  health,  baby, 
and  family  care.  He  previ- 
ously looked  after  global 
market  development  and 
business  operations.  But  the 
race  may  be  on  for  a  while. 
Lafley,  56,  became  CEO  in 
2000  and  doesn't  plan  to 
retire  for  at  least  five  years. 


ONE  MORE 
TIME,  ALAN 

Federal  Reserve  Chairman 
Alan  Greenspan  has  likened 
his  job  to  eating  peanuts: 
"You  keep  doing  it,  keep 
doing  it,  and  you  never  get 
tired."  Now  he  has  gotten 
more  time  to  keep  doing  it. 
On  May  18,  President  George 
W.  Bush  renominated  the  78- 
year-old  central  banker  to  a 
fifth  term.  Greenspan  has  his 
work  cut  out  for  him.  Critics 
in  financial  markets  accuse 
him  of  allowing  the  inflation 
genie  to  escape  from  the 
bottle  by  waiting  too  long  to 
raise  interest  rates.  The 
nomination,  which  is 
expected  to  face  little 
opposition  in  the  Senate,  is 
for  a  four-year  term.  But 
Greenspan  is  likely  to  end  his 
peanut-eating  days  before 
that— in  February,  2006, 
when  his  separate  term  as  a 
member  of  the  Fed's  board 
expires. 


DEERE  IS 
RIDING  HIGH 

Powered  by  a  resurgent  farm 
economy,  Deere  &  Co. 
reported  record  quarterly 
earnings  and  predicted  its 
2004  profits  would  hit  an  all- 
time  high,  too.  The  Moline 
(Ill.)-based  company  netted 
$477.3  million  in  its  fiscal 
second  quarter  ended  Apr. 


30,  up  86%  from  a  year 
earlier.  Sales  leaped  34%,  to 
$5.88  billion.  All  three  of 
Deere's  major  equipment 
divisions— agriculture, 
construction,  and  lawn- 
care— reported  big  gains.  For 
its  full  year,  Deere  now  sees 
profits  climbing  24%,  to  $1.2 
billion,  on  a  25%  rise  in  sales, 
to  nearly  $19  billion,  as 
customers  replace  used 
machinery. 


ETCETERA... 

»  Guidant  CEO  Ronald 
Dollens  will  retire  by  yearend. 
» Intel  shareholders 
approved  a  measure  to 
expense  stock  options. 
»  Continental  Airlines  and 
other  airlines  raised  fares  in 
response  to  rising  fuel  prices. 


CLOSING  BELL 


Goodyear  Tire  & 
Rubber  shares 
climbed  5%,  to 
$8.56,  on  May  19 
after  the  Akron 
company  issued 
2003  results  that 
had  been  delayed 
by  accounting 
irregularities. 
Goodyear's  fourth- 
quarter  loss  shrank 
to  $434  million 
from  $1.2  billion  a 
year  earlier. 
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Will  a  shocking  election  upset 
end  the  economic  boom? 


HE  VIGIL  ON  THE 
evening  of  May  18  outside 
24  Akbar  Road,  the  New 
Delhi  headquarters  of  the 
Indian  National  Congress 
party,  was  emotional. 
Stunned  at  their  leader 
Sonia  Gandhi's  decision  to  forego  India's 
premiership,  party  loyalists,  wearing 
trademark  white,  home-spun  cotton 
pants  and  tunics,  pleaded  for  her  to 
change  her  mind,  shouting  "Sonia  Gand- 
hi will  come  and  bring  her  new  light!" 
One  worker  tried  to  kill  himself.  Inside 
Parliament,  meanwhile,  one  weeping 
Congress  legislator  after  another  took  the 
podium  to  beg  Gandhi  to  seal  their  victo- 
ry over  the  ruling  Bharatiya  Janata  Party 
and  lead  the  new  government. 

The  pathos  on  display  makes  great  the- 


^ 


42    BusinessWeek  I  May  31.  2004 


BIGGER  SYMBOL 

Gandhi  may 
have  enhanced 
her  prestige 


iter.  But  make  no  mistake.  Political  insid- 
ers, the  business  community,  and  in- 
restors  all  are  breathing  a  huge  sigh  of  re- 
ief  over  Gandhi's  decision  to  gracefully 
lecline  India's  top  job.  Instead,  she 
>acked  Manmohan  Singh,  71,  one  of  In- 
lia's  great  economic  heroes.  As  Finance 
Minister  from  1991  to  1996  under  Prime 
Minister  Narasimha  Rao,  the  white- 
warded  Singh  rescued  India  from  finan- 
rial  crisis  and  put  its  old  socialist  econo- 
ny  on  the  path  to  free-market  reform. 

Whether  Gandhi  made  her  move  out  of 
ihrewd  calculation  or  simple  magnanimi- 
y,  it  was  a  political  masterstroke.  In  one 
.woop,  she  eased  many  of  the  wrenching 
loubts  about  India's  future  that  have 
oiled  the  markets  and  political  analysts. 
[Tie  Italian-born  wife  of  slain  former 
'rime  Minister  Rajiv  Gandhi  defused  a  po- 


tentially paralyzing  backlash  by  the  BJP, 
which  still  holds  one-quarter  of  legislative 
seats  and  represents  nationalist  Hindus 
who  objected  to  a  foreign-born  leader. 
Gandhi  will  still  control  Congress,  howev- 
er, and  by  sacrificing  the  top  post  she  may 
enhance  her  national  power  by  attaining  a 
moral  stature  that  has  eluded  her. 

By  handing  the  reins  to  one  of  India's 
most  revered  economic  gurus,  mean- 
while, Gandhi  helped  assure  the  markets 
the  nation  remains  serious  about  reform, 
promoting  investment,  and  sound  fi- 
nances. She  also  assured  the  Left  that 
New  Delhi  would  place  high  priority  on 
basic  education,  rural  infrastructure,  and 
job  creation.  "The  message  to  the  market 
is,  our  government  will  give  importance 
to  balanced  social  and  economic  develop- 
ment," Singh  declared.  "There  is  no  need 
to  panic."  Stocks  recovered  by  11%  on 
May  18  and  19,  nearly  erasing  a  record 
sell-off  over  the  previous  two  days  that 
wiped  out  $52  billion  in  market  value. 
"India's  back  in  the  game  in  a  bigger  way 
than  ever  before,"  says  Surjit  S.  Bhalla,  an 
influential  economist  and  manager  of 
New  Delhi's  Oxus  Fund.  Singh  "will  take 
India  to  the  next  level." 

CORRUPT  BUREAUCRACY 

THAT  IS  THE  HOPE.  But  the  new  course 
India  is  charting  also  is  fraught  with  peril 
for  this  complex  nation  of  1  billion  and  for 
the  global  economy.  The  election  shock 
was  a  stark  reminder  that  the  other  In- 
dia—the India  of  poverty  and  neglect— can 
still  speak  with  a  mighty  voice.  The  mass- 
es are  making  their  presence  felt  just  as  In- 
dia was  hitting  its  stride  as  the  world's  new 
megamarket.  The  economy  surged  8%  last 
year  and  lately  has  been  expanding  at  a 
sizzling  10%  clip.  India's  $15  billion  infor- 
mation-technology services  sector  has  ex- 
ploded, and  huge  Indian  design,  research, 
and  back-office  service  centers  are  now  vi- 
tal to  the  global  operations  of  multination- 
als from  Intel  and  General  Electric  to 
HSBC.  Foreign  investment  also  has  begun 
to  pour  into  Indian  equities,  manufactur- 
ing, and  tech  startups. 

The  government's  challenge  will  be  to 
keep  the  boom  going  while  at  the  same 
time  delivering  on  its  social  promises  to  an 
often  desperate  electorate.  India  spends 
just  6%  of  gross  domestic  product  on  so- 
cial services  like  education  and  health 
care;  most  economists  agree  Congress 
should  at  least  double  that.  India  also  must 
step  up  investment  in  dilapidated  roads, 
electricity  distribution,  ports,  and  airports, 
a  job  started  by  the  BJP. 

Congress  says  it  has  a  budget  strategy. 
"We've  worked  on  economic  policy  assid- 


WISE CHOICE  Singh 
came  to  the  rescue 
during  the  financial 
crisis  in  the  '90s 


uously  for  the  last 

five    years,"    says 

Salman  Khurshid, 

a     senior     party 

member.  "We  have 

the  formula  for  8% 

to  10%  growth  that  will  give  us  the  jobs  we 

need  and  growth  in  agriculture.  It  can't 

come  from  heavy  taxation." 

Though  Khurshid  talks  about  boosting 
the  savings  rate,  cutting  wasteful  spend- 
ing, and  encouraging  private  investment, 
the  party  has  been  very  vague  on  where 
the  extra  billions  will  come  from.  India's 
public  finances  are  precarious,  with  an 
alarmingly  high  fiscal  deficit  of  10%  of 
GDP.  Even  if  Singh  can  mobilize  funds  for 
more  schools,  roads,  water  projects,  and 
clinics,  programs  must  be  efficiently  im- 
plemented—a hard  task  given  the  dys- 
functional, corrupt  bureaucracy. 

Congress'  job  also  will  be  complicated 
by  its  fragile  coalition  in  Parliament.  Con- 
gress and  about  a  dozen  allies  have  a  ma- 
jority in  Parliament.  But  Congress  itself 
only  has  145  of  539  seats,  so  it  may  have  to 
appease  the  communist  parties,  key  allies 
that  control  53  seats.  That  could  force 
Singh  to  slow  further  sell-offs  of  state  as- 
sets, depriving  the  government  of  badly 
needed  revenues.  It  was  Communist  Party 
General  Secretary  AB  Bardhan  who 
helped  spark  the  crash  by  declaring,  "Let 
privatization  go  to  hell." 

While  some  slowdown  in  reform  is  to 
be  expected,  the  question  is  whether 
Singh  and  his  team  will  be  able  to  craft 
and  sell  a  credible  agenda  to  the  coalition 
in  time  to  keep  the  economy  from  losing 
momentum.  If  s  unlikely  that  even  a  bad 
government  would  derail  the  IT  sector, 
which  has  grown  with  little  public  spend- 
ing. Indian  governments  always  have 
done  a  lousy  job  of  providing  basic  infra- 
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structure,  notes  Chief  Executive  Vivek 
Paul  of  IT-service  giant  Wipro  Ltd., 
whose  customers  include  Microsoft  Corp. 
and  Delta  Air  Lines  Inc.  Most  software 
firms  and  call  centers  have  their  own 
power  generators,  water  supplies,  and 
high-speed  telecom  links.  When  nuclear 
tensions  flared  between  India  and  Pak- 
istan in  June,  2002,  many  U.S.  clients 
voiced  worries.  But  clients  so  far  have 
been  sanguine  about  the  election  turmoil. 
"My  phone  lines  were  quiet,"  Paul  says. 

UNFAIR  SUBSIDIES 

IF  CONGRESS  CAN  deliver  on  its  man- 
date, the  long-term  payoff  could  be 
tremendous.  There's  little  dispute  that  In- 
dia can't  develop  into  a  modern  economy 
while  300  million  people  earn  less  than 
$1  a  day.  The  middle  and  upper  classes 
thrived  as  growth  averaged  6.2%  annual- 
ly in  the  1990s.  But  far  from  the  marble- 
and-glass  research  and  office  parks  in 
Bangalore,  Bombay,  Hyderabad,  and  Del- 
hi, 65%  of  Indians  subsist  on  agriculture, 
a  sector  that  has  stagnated.  Nearly  40%  of 
Indians  remain  illiterate.  Unemployment 
in  India  is  estimated  at  7%  to  10%,  and 
with  10  milhon  entering  the  workforce 
each  year,  joblessness  will  worsen.  "We 
cannot  only  have  IT-related  develop- 
ment," says  Infosys  Technologies  CEO 
Nandan  M.  Nilekani.  "We  have  to  extend 
the  success  across  industries  from  agri- 


culture to  manufacturing." 

There  is  wide  agreement 
on  what  the  government 
must  do.  Start  with  agricul- 
ture, which  has  grown  just 
2%  a  year  in  the  '90s— about 
the  same  rate  as  India's  pop- 
ulation—and now  accounts 
for  just  one-quarter  of  GDP. 
Only  7%  of  India's  $125  bil- 
lion in  annual  public  and  pri- 
vate investment  goes  to  agri- 
culture. Some  223  milhon 
Indians  live  in  hunger,  more  than  in  all  of 
Africa,  consuming  less  than  1,960  calories 
per  day,  says  the  U.N.  Development  Pro- 
gram (UNDP).  This  is  despite  the  fact  that 
India's  green  revolution  has  made  it  more 
than  self-sufficient  in  rice,  wheat,  and  milk. 

What  gives?  For  one,  the  government' s 
farm  subsidies  lead  more  to  market  distor- 
tions than  to  higher  incomes.  Big,  politi- 
cally connected  farmers  get  half  of  the  free 
fertihzer,  water,  and  power  the  government 
hands  out  As  a  result,  farmers  often  use  too 
much  fertilizer  and  cultivate  water-inten- 
sive crops.  These  practices  have  depleted 
the  water  table  in  much  of  India,  says  Arun 
Kumar,  chairman  of  the  Center  for  Eco- 
nomic Studies  &  Planning  in  New  Delhi.  A 
drought  from  1999  to  2002  forced  hun- 
dreds of  farmers  in  Karnataka  and  Andhra 
Pradesh— states  that  have  the  biggest  tech 
industries— to  lose  their  farms. 


India's  huge 
deficit  leaves 
little  room 
for  a  surge 
in  social 
spending 


The  bureaucracy  also  d 
failing  Indians  in  educal 
tion,  although  certainly  nol 
higher  education.  IndiJ 
produces  nearly  300,00( 
engineers  a  year  and  2.£ 
milhon  college  graduates  I 
The  problem  is  with  prif 
mary  education.  Until 
decade  ago,  India  spent  lesjj 
than  one-third  of  its  educa 
tion  funds  on  grades  one 
through  eight,  and  stil 
spends  less  than  4%  of  GDP  on  education 
That's  a  big  reason  its  literacy  rate  of  62% 
lags  behind  China's  85%.  "You  don't  get 
sustained  high  growth  rates  unless  you 
have  the  [right]  human  capital,"  says 
UNDP  economist  Santosh  Mehrotra. 
What's  more,  97%  of  education  spending 
goes  to  teacher  salaries.  "That  leaves  little 
left  over  for  anything  else." 

Congress  promises  to  double  educa- 
tion spending.  For  now,  though,  most  In- 
dians even  in  rural  areas  are  tapping  their 
savings  to  pay  for  private  schools.  Rama 
Bijapurkar,  a  marketing  strategist  who 
studies  social  trends,  notes  that  rural  In- 
dians have  been  increasing  their  spend- 
ing on  education  and  health  care— anoth- 
er public  sector  that's  badly  run— by  20% 
a  year.  "This  provides  an  escape  from 
poverty  for  their  children,"  she  notes. 
If  anyone  can  craft  an  effective  budget 
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There's  no  other 
tablet  proven 

to  work 

better  or  faster 

to  treat  ED. 


There's  no  other 
VIAGRA. 


You  can  count  on  VIAGRA.  Why?  Because  it  works. 


•  In  a  recent  study,  the  majority  of  men  had  an 
erection  in  20  minutes.  And  one  third  of  men 
had  success  in  just  14  minutes* 

•  96%  of  men  were  satisfied  with  how  well  it 
improved  their  erections  in  a  4-year, 
open-label  study* 

•  The  cardiovascular  safety  of  VIAGRA  has  been 
proven  in  tests  with  thousands  of  patients 

•  VIAGRA  is  covered  by  most  health  care  plans 

Don't  wait,  loin  the  23  million  men  worldwide  who 
have  turned  to  VIAGRA.  Ask  your  doctor  if  a  free 
sample  is  right  for  you. 


Go  to  www.viagra.com  right  now.  Or  call  1-888-4VIAGRA  to  learn  more.      (sildenafil  titrate)  tablets 

VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for 
everyone.  If  you  use  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA. 
This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in 
sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts 
longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial 
flushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

The  men  in  the  study,  who  had  already  had  success  with  VIAGRA,  took  100  mg  at  least  2  hours  after  eating  and  then  used  a  stopwatch  to  see  how  fast  they  got  an  erection  that  allowed  them  to  have  sex  'Flexible-dose  studies 

Please  see  patient  summary  of  information  for  VIAGRA  (25-mg,  50-mg,  \00-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  citrate)  tMeu 


This  summary  contains  important  inlormation  about  VIAGRA'  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions-  Read  this  information 
carefully  before  you  start  taking  VIAGRA.  Ask  your  doctor  or  pharmacist  if  you 
do  not  understand  any  of  this  information  or  if  you  want  to  know  more  about 
VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction  VIAGRA  must  never 
be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  If  you  take 
VIAGRA  with  any  nitrate  medicine  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated) 

You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps  a  man 
with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually  excited. 

Now  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood  than 
usual.  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After  the 
man  is  done  having  sex.  this  extra  blood  flows  out  of  the  penis  back  into  the 
body.  The  erection  goes  away.  If  an  erection  lasts  for  a  long  time  (more  than 
6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection  process.  The 
penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection.  This  is 
called  erectile  dysfunction  if  it  becomes  a  frequent  problem 

During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any  treatment  for 
erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy  enough  to  handle 
the  extra  strain  of  having  sex.  If  you  have  chest  pains,  dizziness  or  nausea 
during  sex,  stop  having  sex  and  immediately  tell  your  doctor  you  have  had  this 
problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill  with 
enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either  regularly  or  as 
needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy,  faint,  or  even  have 
a  heart  attack  or  stroke.  Nitrates  are  found  in  many  prescription  medicines  that 
are  used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
(■poppers").  II  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or  if 
you  do  not  understand  what  nitrates  are.  ask  your  doctor  or  pharmacist. 
VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  for 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can  cause  mild, 
temporary  lowering  of  your  blood  pressure.  You  will  need  to  have  a  thorough 
medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out  if  you  can 
safely  take  VIAGRA  alone  or  with  your  other  medicines  Your  doctor  should 
determine  if  ^our  heart  is  healthy  enough  to  handle  the  extra  strain  of  having 
sex 

Be  sure  to  tell  your  doctor  il  you: 

•  have  ever  had  any  heart  problems  (e.g..  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an  erection  that 
lasted  more  than  4  hours 

•  have'Stomach  ulcers  or  any  types  ol  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works  Tell  your  doctor  about  any 
medicines  you  are  taking.  Do  not  start  or  stop  taking  any  medicines  before 
checking  with  your  doctor  or  pharmacist.  This  includes  prescription  and 
nonprescription  medicines  or  remedies. 

•  Remember.  VIAGRA  should-never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  tor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  for  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do  not  get 
the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor  can  determine 
the  dose  that  works  best  for  you. 

•  Do  not  lake  more  VIAGRA  than  your  doctor  prescribes. 

•  II  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker  therapy, 
you  should  not  take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning  in  about 
30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  gel  an  erection  if  you 
are  sexually  excited.  If  you  take  VIAGRA  after  a  high-fat  meal  (such  as  a 
cheeseburger  and  trench  fries),  the  medicine  may  take  a  little  longer  to  start 
working.  VIAGRA  can  help  you  get  an  erection  when  you  are  sexually  excited 
You  will  not  get  an  erection  just  by  taking  the  pill 

Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours.  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache,  flushing  of  the  face,  and  upset 
stomach.  Less  common  side  effects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  il  you  ever  have  an  erection  that  lasts  more 
than  4  hours.  If  not  treated  right  away,  permanent  damage  to  your  penis  could 
occur  (see  How  Sex  Affects  the  Bodfl 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported  rarely  in 
men  taking  VIAGRA.  Most,  but  not  all.  of  these  men  had  heart  problems  before 
taking  this  medicine.  It  is  not  possible  to  determine  whether  these  events  were 
directly  related  to  VIAGRA 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet  If  you 
want  more  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children  Keep  VIAGRA  in  its  original  container 
Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C  (59-86°F)  [see  USP 
Controlled  Room  Temperature) 

For  More  Inlormation  on  VIAGRA 
VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only  your 
doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary  If  you  have 
any  questions  or  want  more  information  about  VIAGRA,  talk  with  your  doctor  or 
pharmacist,  visit  wwwviagra.com,  or  call  1-888-4VIAGRA 
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to  tackle  these  problems,  it's  Singh. 
When  he  became  Finance  Minister  in 
1991,  India  was  in  a  huge  balance-of-pay- 
ments  crisis.  He  devalued  the  rupee,  be- 
gan to  liberalize  strict  controls  on  invest- 
ment, lowered  tariffs,  and  opened 
numerous  industries  to  competition. 

Whipping  India's  political  system 
into  line  will  be  harder.  But  Gandhi,  who 
will  remain  Congress'  dominant  figure, 
has  shown  acumen  as  party  president.  In 
the  12  states  where  Congress  now  rules, 
jhe  demanded  report  cards  to  assess 
publicly  the  performances  of  each  state 
minister. 

Nationally,  she  would  do  well  to  reach 
Dut  to  the  communists,  who  have  spread 
literacy,  and  land  reform  in  the  two  states 
they  rule,  Kerala  and  Bengal.  Farm  out- 
put in  the  states  has  risen  an  average  6% 
i  year,  twice  the  national  average,  for  two 
decades.  Communists  in  the  two  states 
also  have  proved  open  to  foreign  invest- 
ment, promoting  IT,  and  persuading 
unions  to  curtail  strikes. 


BusinessWeek  online 


For  a  Q&A  with 
economist  Santosh  Mehrotra  of  the  U.N. 
Development  Programme,  see 
/vww.businessweek.com/magazine/extra.htm 


Congress'  Comeback 

The  party  of  independent  India's  founding  fathers  will  likely  boost 
development  efforts  but  may  slow  key  economic  reforms. 


THE  OPPORTUNITIES: 

SCHOOLS  Congress  pledges  to  boost  edu- 
cation for  the  poor,  which  could  bring  hun- 
dreds of  millions  into  the  skilled  workforce. 

RURAL  DEVELOPMENT  Some  65%  of  Indi- 
ans rely  on  agriculture.  Congress  promises 
to  build  infrastructure  in  the  countryside. 

HEALTH  Congress  vows  to  improve  rural 
health  and  lower  infant  mortality,  malnutri- 
tion, and  death  from  preventable  disease. 

SECULARISM  The  BJP's  Hindu  nationalism 
heightened  religious  tensions.  Secular 
Congress  promises  to  end  discrimination. 

Congress'  popular  mandate,  though, 
will  last  only  if  it  meets  the  aspirations  of 
the  poor.  "If  the  new  government  does 
not  perform,  they'll  be  rapidly  voted  out, 
too,"  says  election  analyst  Dorab  Sopari- 
wala.  By  dumping  stocks  in  mid-May,  in- 
vestors also  put  Delhi  on  notice:  Drift  too 
far  to  the  Left,  and  investors  will  head  for 


THE  RISKS: 

PRIVATIZATION  Its  left-wing  supporters 
may  demand  that  Congress  slow  the  sale  of 
state  companies. 

LABOR  REFORM  The  new  government  like- 
ly won't  dismantle  rules  that  make  it  hard  for 
companies  to  fire  unneeded  workers. 

BUDGET  DEFICIT  Big  increases  in  social 
spending  could  widen  India's  already-huge 
public  debt. 

SHAKY  COALITION  Needing  the  support  of 
such  a  disparate  group  of  parties,  the 
Congress  government  may  lack  stability. 

Data:  BusinessWeek 

the  exits— bringing  the  glittering  mirage 
of  a  new  India  tumbling  back  to  reality. 
Yet  if  Gandhi's  Congress  party  can  strike 
the  right  balance  between  the  markets 
and  the  masses,  it  could  set  the  stage  for 
the  world's  next  dramatic  takeoff.  ■ 
-By  Manjeet  Kripalani  in  New  Delhi, 
with  Pete  Engardio  in  New  York 
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Reinventing  Leadership: 
A  Breakthrough  Approach 


October  17-22 


A  program  where  the  business  world's  most 
courageous  minds  tackle  its  most  challenging 
issues,  execed.kellogg.northwestern.edu 
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C^pOLLILA 

N^  swift  reaction 


CELL  PHONES 


CAN  NOKIA  GET 
THE  WOW  BACK? 

To  turn  profits  around,  if  s  making  cooler 
phones  and  cutting  handset  prices 


O  GRASP  WHY  NOKIA 
Corp.  is  suddenly  in  the 
hot  seat,  check  out  the 
glittering  display  of  cell 
phones  at  the  big  FNAC 
electronics  store  near  the 
St  Lazare  train  station  in 
Paris.  Here,  at  one  of  Europe's  premier 
gizmo  emporiums,  you  can  tell  at  a 
glance  what's  hot  and  what's  ho-hum. 
The  shelves  are  jammed  with  sleek  Sam- 
sung flip -phones,  gorgeous  new  designs 
by  Sony  Ericsson,  and  big-screen  color 
models  from  Sharp  and  Sagem.  By  con- 
trast, the  handful  of  Nokia  phones  look 
dowdy  and  uninspired.  Shopper  Antoine 
Chapuis,  a  34-year-old  Parisian  and  long- 
time Nokia  fan,  is  switching  brands. 
"Nokia  phones  are  less  fashionable 
nowadays  than  they  used  to  be,"  he  says. 


Nokia  the  Uncool.  Who  could  have 
imagined  it  would  come  to  this?  Yet 
something  has  suddenly  gone  awry  for 
the  Finnish  mobile  giant.  After  a  blowout 
fourth  quarter,  when  Nokia  sold  a  record 
55  million  handsets,  it  looked  to  be  on 
track  for  another  solid  year  in  2004.  Then 
came  Apr.  6.  That's  when  Nokia  shocked 
investors  by  disclosing  that 
its  top  line  would  shrink  by 
2%  in  the  first  quarter.  Al- 
though unit  sales  had 
soared  19%  year-on-year, 
they  lagged  bigger  growth 
for  the  industry  as  a  whole, 
meaning  Nokia  lost  five 
points  of  market  share. 

Worse,  the  company 
suffered  a  stomach-churn- 
ing 21%  drop  in  its  average 


f 


RADICAL  SHIFT 
The  6255  CDMA 

clamshell  phone 
for  Asian 
customers 
moves  Nokia 
in  a  new  style 
direction 


selling  price.  Nokia  blamed  a  weak  line- 
up of  midrange  phones— those  costing 
between  $150  and  $250  before  subsi- 
dies—and especially  its  lack  of  clamshell 
models,  which  hinge  at  the  top.  Invented 
by  Motorola  Inc.,  clamshells  have  surged 
over  the  past  few  years:  They  fit  nicely 
alongside  the  face  and  slip  easily  into 
pocket  or  purse. 

HUGE  CASH  HORDE 

REACTION  WAS  SWIFT  and  brutal. 
Nokia's  stock  plunged  16%  in  one  day  on 
the  Helsinki  exchange.  Things  deteriorat- 
ed further  on  Apr.  16  when  the  official  re- 
sults confirmed  the  warning,  and  Nokia 
cautioned  that  second-quarter  sales 
would  probably  be  flat  to  down.  Now 
shares  are  40%  off  their  Mar.  8  peak. 
"Nokia  misread  the  market,"  says  mobile 
analyst  Richard  Windsor  of  Nomura  Se-  ] 
curities  International  Inc.  in  London. 
"They  have  dashed  our  hopes  for  growth 
in  2004." 

Does  this  signal  the  end  of  Nokia's  re- 
markable reign  atop  the  mobile  world? 
Not  so  fast.  With  its  unequaled  brand 
recognition  and  distribution  channels,  an- 
alysts say,  Nokia  will  be  able  to  maintain 
market  share  above  30%  for  the  foresee- 
able future.  Unparalleled  purchasing  pow- 
er and  manufacturing  prowess  still  let  it 
churn  out  phones  more  efficiently  than 
even  rock-bottom  Asian  makers.  And  the 
company's  huge  resources,  including  a 
$13.6  billion  cash  horde,  keep  Nokia  far 
from  the  brink.  Analysts  figure  its  revenues 
will  be  flat  to  down  this  year,  at  about  $35 
billion.  But  by  2006  they  should  rebound 
to  $41  billion  as  handset  sales  top  225  mil- 
lion units.  "This  is  not  the  fall  of  Nokia," 
says  Bengt  Nordstrom,  CEO  of  Stockholm 
mobile  consultancy  Northstream. 

Still,  there  are  troubling  signs  that 
Nokia  is  off  its  game.  Failing  to  jump  soon- 
er into  clamshell  phones,  which  could 
make  up  nearly  40%  of  the  industry's  sales 
this  year,  was  a  major  oversight  At  the 
least,  it  suggests  the  Finns  may  have  lost 
their  renowned  feel  for  consumer  taste. 
What's  more,  despite  a  recent  push,  Nokia 
still  has  only  about  13%  market  share  in 
CDMA  phones,  which  ac- 
count for  one-fifth  of  the 
total  market  Even  Nokia's 
brand— sixth  in  the  world 
last  year  according  to  con- 
sultancy Interbrand  Corp. 
—is  showing  signs  of  slip- 
ping in  consumer  surveys. 
Business  is  likely  to  get 
even  tougher.  Credit 
Suisse  First  Boston  figures 
the    number    of   mobile 
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SCAN 
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Double  your  productivity  with  Scan2  technology. 


The  best  way  to  stay  ahead  is 

to  double  your  productivity. 

Can      Introducing  Scan2  technology 

rom  Sharp.  Sharp's  Digital  Imagers  with 

ican2  technology  are  designed  to  scan 

wo-sided  documents  in  a  single  pass. 

Now  all  your  presentations,  marketing 
trategies  and  inventory  statements  can 
)e  scanned,  copied,  emailed  and  digitally 
iistributed  quicker  than  ever  before. 


In  fact,  it's  115%  faster  than  any  other 
product  in  its  class.  Not  only  is  it  like  having 
double  the  help,  it  will  also  allow  you 
to  accomplish  more  tasks,  in  dramatically 
less  time.  Together  with  Sharp's  integrated 
network  management  software  and 
security  features,  your  digital  information 
is  safe  and  workflow  is  fully  optimized. 

Visit  sharpusa.com/scan2  or  call  1-800- 
BE-SHARP  for  more  information. 


TheAR-M550,  AR-M620  and AR-M700: 

•  Operate  at  55, 62  and  70  pages-per-minute 

•  Fully  integrated  network  ready  digital 
copier/printers 

•  Include  network  management  software 
and  document  filing  capability 


iesults  of  Buyers  Laboratory  Inc.  Document  Feeding  Speed  tests  (originals  per  minute)  m  22  mode  for  Sharp  AR-M550  vs.  the  following  manufacturers'  compet.trve  models 
/FR  Konica  71 55.  Kyocera  M.ta  KM-5530.  R<oh  Aficio  1055  and  551.  and  Toshiba  e-STUDKD  550  O2003  Sharp  Corpor, 
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users  worldwide  will  CANNES  SHOW 
climb  just  16.3%  this  Feature-rich 
year,  down  from  nearly  'non^s 
30%  in  2001,  and  growth  ^"^™ 
will  keep  slowing  through  2007.  At  the 
same  time,  basic  wireless  technology  is 
becoming  commoditized,  which  lowers 
barriers  to  entry  for  newcomers,  especial- 
ly from  Asia.  Add  fierce  competition 
among  the  majors,  and  average  prices  for 
phones  are  falling  about  4%  annually.  To 
stay  ahead,  phonemakers  are  increasingly 
outsourcing  production  to  cheaper  lo- 
cales. By  next  year,  predicts  Northstream, 
40%  of  global  handset  production  will  be 
farmed  out  to  low-cost  makers  in  Asia. 

LOADED  WITH  GOODIES 

ALL  THIS  RAISES  profound  questions  for 
Nokia.  The  company's  business  model  re- 
lies on  churning  out  huge  volumes  of 
standardized  phones  in  its  own  factories 
around  the  world.  It  has  worked  so  well 
that  Nokia's  operating  margins  on  mobile 
phones  last  year  topped  23%.  Its  next 
closest  rival,  Motorola,  earned  just  4.9%, 
according  to  Strategy  Analytics  Inc.  But  to 
keep  its  high  market  share— still  twice 
Motorola's— Nokia  may  have  to  lower 
prices.  At  the  same  time,  growing  de- 
mands from  operators  for  highly  cus- 
tomized handsets  could  force  Nokia  to  re- 
tool its  manufacturing  to  accommodate 
smaller  production  runs.  That  will  take  a 
toll  on  profits.  Credit  Suisse  says  Nokia 
could  see  pretax  handset  margins  drop  to 
just  15%  by  2006. 

Nokia  is  moving  fast.  It  has  cut  prices 
on  select  handsets  by  10%  to  25%,  which 
will  help  hold  market  share  but  hurt  prof- 
its short-term.  To  kick  up  growth  in  the 
second  half,  Nokia  plans  to  roll  out  30 
more  phones  on  top  of  the  10  it  has  an- 
nounced so  far  this  year,  including  five 
more  flip-phones  and  several  CDMA 
models.  Most  are  expected  to  be  loaded 
with  goodies  such  as  cameras  and  high- 
resolution  color  screens.  Nokia  executives 
declined  to  speak  publicly  for  this  article, 
but  privately  they  say  that  some  projects, 
including  clamshell  phones,  are  being 
sped  up  by  several  months. 

To  address  complaints  that 
its  aesthetics  veer  between 
boring  and  bizarre,  Nokia  is 
trying  to  harmonize  around  a 
streamlined  look  typified  by 
the  new  6230  phone,  which 
sports  a  bigger  display,  built- 
in  video  recorder,  and  MP3 
music  player.  "Nokia  is  react- 
ing quickly,"  says  Neil  Maw- 
ston,  an  industry  analyst  with 
Strategy  Analytics  in  London. 


Fixing  Nokia 


PROBLEM        STRATEGY 

■  Spotty  handset       "Will  launch  40  phones  this  year, 

portfolio,  j  including  six  clamshells  and  more  high- 
especially  lack  of        end  models  with  big  coior  screens  and 
flip-phones  top-of-the-line  specs 


■  Design  problem: 
Phones  either 
boring  or  bizarre 


■  Still  experimenting  with  novel 
approaches,  but  moving  mostly  to  a  clean, 
modern  look  typified  by  the  new  6230 


■  Increasing 
commoditization 
and  margin 
pressure 


■  To  escape  the  low  end,  expanding 
into  mobile  gaming,  imaging,  music, 
and  even  complex  corporate-wireless 
systems 


■  Fading  brand  ■  Upping  marketing  spending,  sponsoring 

buzz  among  music  festivals  and  snowboard 

young  people  championships;  new  wireless-video  clips 

tie  in  with  the  NBA 


Nokia  has 
consistently 
been  late 
to  market 
with  new 
technologies 


Still,  the  question  remains  how  Nokia 
dropped  the  ball  in  its  core  mobile- 
phone  unit,  which  contributed  96%  of 
operating  earnings  in  the  first  quarter.  To 
some  extent,  Nokia  suffered  because  ma- 
jor rivals  executed  well  simultaneously 
for  the  first  time  in  years.  Samsung  and 
Sony  Ericsson  Mobile  Communications 
both  sold  more  phones 
than  in  the  previous  quar- 
ter, and  Motorola  dazzled 
investors  with  a  67%  sales 
increase  and  2.5  percent- 
age point  market-share 
gain.  Yet  even  Motorola 
CEO  Edward  J.  Zander  ad- 
mits to  the  volatile  nature 
of  such  shifts.  "We  were 
the  guys  who  [people 
said]  missed  everything  in 
the  fourth  quarter  and  got 


totally  ragged  on,"  h 
says.  "Nokia  got  its  tur 
this  quarter." 

More  troubling  is  th 
sense  that  Nokia  is  con 
sistendy  late  to  marke 
with  new  technologie 
such  as  cameras,  colo 
screens,    and    speedie 
data  rates.  This  lag  isn 
entirely         accidenta 
Nokia  tends  to  wait  t 
introduce  new  technolo 
gies  until  they're  avail 
able  in   high  volume 
from  suppliers,  leaving 
rivals     to     suffer    th 
glitches     inherent     ir 
rolling  out  cutting-edgt 
features.  But  trend-con, 
scious  customers  don'4 
know    or    care    abou 
Nokia's  internal  logic 
and  its  feature  gap  ap 
pears    to    be    hurting 
sales.        "Nokia 
focused  on  running 
tight  ship  at  the  expense 
of  a  wow  factor,"  sayr 
Ben  Wood,  mobile  ana- 
lyst    at     market     re 
searcher    Gartner    Re- 
search, near  London. 

Nokia  was  probabh 
also  hurt  by  the  grow- 
ing industrywide  battle 
between  phonemakers 
and  mobile  operators. 
It  has  long  been  the 
norm  in  Asia  for  carri 
ers  to  order  batches  of 
custom-built  handsets, 
designed  around  speci 
fications  they  dictate.  Now  the  Asian 
model  is  spreading  to  North  America 
and  Europe,  where  giants  such  as 
Vodafone  and  T-Mobile  International 
are  flexing  newfound  muscle.  This  cre- 
ates big  hurdles  for  Nokia,  which  must 
shift  from  mass  production  to  mass 
customization. 

Many  observers  question  whether 
Nokia  will  ever  regain  the  market  share 
and  profit  margins  it  enjoyed  even  as 
recendy  as  last  year.  Yet  the  company  has 
been  through  turbulent  periods  before- 
such  as  the  near- collapse  of  its  logistics 
system  in  1995— and  emerged  stronger. 
Counting  Nokia  out  would  be  a  big  mis- 
take. But  the  Finns  need  buzz  again— and 
that's  the  hardest  thing  to  recapture.  ■ 
-By Andy  Reinhardt,  with  Adeline 
Bonnet  in  Paris  and  Roger  0.  Crockett 

in  Chicago 
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COMPANIES  THAT 
THOUGHT  THEY 
COULDN'T  AFFORD  SAP 
RUN  SAP 


You  don't  have  to  be  big  to  think  big.  Or  to  run  SAP.*  With  a  variety  of  solutions  for  small  and  midsize  businesses, 
SAP  is  an  affordable  choice  for  growing  companies.  Working  with  partners  experienced  in  your  industry,  SAP  can 
deliver  scalable  solutions  to  make  your  business  run  more  efficiently.  And  do  it  faster  than  you  ever  thought 
possible.  Visit  sap.com/value  or  call  800  880  1727  to  see  big  ideas  for  your  company. 


The  factory  floor.  The  construction  site. 
The  loading  dock.  The  boardroom. 
We're  everywhere.  We're  KeyBank. 
And  we  know  that  achieving  real 
financial  solutions  for  your  business 
means  going  beyond  the  executive 
summary.  It  means  jumping  into  your 
industry  with  both  feet.  Knowing  your 
market.  Your  competition.  What's  new. 
What's  next.  We're  KeyBank.  When 
you've  been  everywhere  we  have, 
there's  no  limit  to  where  you  can  go. 


KeyBank 


Achieve  anything. 


Commercial  financing     •     Raising  capital     ■     Managing  cash     •     Strategic  advice 
For  more  information  visit  Key.com/corporate 
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Ifjapan  is  Back  in  Gear, 
Fasten  Your  Seatbelt 


FOR  MONTHS,  POLICYMAKERS,  investors,  and  executives  have  hesi- 
tated to  label  the  good  economic  news  coming  out  of  Japan  as 
proof  of  a  sustainable  revival.  But  on  May  18,  Japan  blew  away 
market  expectations  by  reporting  annualized  economic  growth 
of  5.6%  in  the  first  quarter  of  2004— and  3.2%  growth  for  the 

If  the  recovery  takes  hold,  policymakers 
worldwide  will  have  to  adjust  their  view  of 
Japan's  role  in  the  world.  Asia  will  have  a 


fiscal  year  ended  in  March,  the  highest 
jump  since  1996.  After  more  than  a  decade 
of  growth  averaging  1%  a  year,  the  $4.7  tril- 
lion economy  seems  increasingly  on  solid 
footing,  with  huge  implications  for  the  re- 
gion and  for  the  global  economy.  "For  12 
years,  Japan  was  putting  a  brake  on  world 
[economic]  growth.  [Now  it]  is  making  a 
positive  contribution,"  says  David  Malpass, 
chief  global  economist  at  Bear,  Stearns  & 
Co.  in  New  York.  Forecasters  say  Japan's 
economy  should  clock  anywhere  from  3% 
to  3-4%  growth  for  the  full  year,  and  main- 
tain that  rate  for  several  years  out. 

Soaring  Demand 

WHY  ARE  THESE  numbers  so 
encouraging?  In  the  1990s, 
Japan  relied  on  two  factors  to 
keep  going:  Massive  govern- 
ment spending  and  exports. 
Now,  faced  with  huge  budget 
deficits,  pump-priming  isn't 
an  option  for  Prime  Minister 
Junichiro  Koizumi.  Japan's 
government  debt  is  160%  of 
gross  domestic  product.  Ex- 
ports are  still  a  big  engine  of 
growth,  especially  to  China. 
But  the  recovery  is  now  being 
powered  by  domestic  con- 
sumption, which  means  it  ^^^^ 
could  have  more  staying  pow-  ^^^™ 
er  than  earlier  suspected.  Con- 
sumer spending,  housing,  and  business  in- 
vestment represented  about  two-thirds  of 
the  first- quarter  output.  Not  only  are  cor- 
porate net  earnings  expected  to  grow  24% 
this  year  but  the  jobless  rate  of  4.7%  is  a 
three-year  low.  After  enduring  years  of 
stagnation  and  restructuring,  Japan-style, 
shoppers  are  shrugging  off  the  gloom.  Do- 
mestic demand  for  high-tech  gadgets  is 
soaring.  Housing  construction  is  up,  as 
were  auto  sales  in  the  first  quarter. 


KOIZUMI  Deficits 
prevent  him  from 
pump-priming 


source  of  growth  to  rely  on  besides  China. 
It's  easy  to  forget  that  Japan's  economy  is 
13.5%  of  the  global  whole,  vs.  China's  4%. 
Sustained  growth  in  Japan  could  also  start 
to  wipe  out  the  last  vestiges  of  deflation  in 
the  world  economy.  The  Corporate  Good 
Price  Index,  which  reflects  commodity, 
wholesale,  and  shipping  costs  for  Japanese 
manufacturers,  rose  in  March  by  0.2%  for 
the  first  time  in  nearly  four  years.  That  re- 
flects stronger  demand  for  Japanese  exports 
and  domestically  produced 
goods,  and  could  eventually 
feed  into  consumer  prices. 

The  experts  disagree  on 
when  Japan's  deflation  will  pe- 
ter out.  The  Bank  of  Japan 
thinks  consumer  prices  will 
stop  falling  in  the  middle  of 
2005.  Bear  Stearns'  Malpass 
predicts  consumer  prices  will 
start  rising  later  this  year- 
putting  pressure  on  the  BOJ  to 
raise  interest  rates  modestly 
next   year.  Japanese   savers 
who  park  their  wealth  in  bank 
deposits  would  get  a  better  rate  on 
their  savings,  increasing  their  dis- 
posable income. 

Could  Japan's  turnaround  get 
derailed?  An  unexpected  recession 
in  the  U.S.  would  be  a  major  setback.  A 
crash  landing  in  China  would  also  hurt,  but 
it  might  not  kick  Japan  back  into  recession 
if  the  U.S.  keeps  growing.  And  if  a  virtuous 
circle  of  rising  consumer  spending,  corpo- 
rate investment,  and  growth  gets  going  in 
Japan,  it  will  be  easier  for  the  government 
to  tackle  long-term  problems  such  as  its 
still-massive  debt  load.  A  robust  Japan?  It 
could  be  the  economic  shock  of  the  year.  ■ 
-By  Brian  Bremner  in  Tokyo 


GLOBAL 
WRAPUP 

A  NEW  TWIST  IN  THE 

ALSTOM  RESCUE 

FRANCE'S  PLAN  to  rescue 
engineering  group  Alstom  is 
straining  relations  with 
Germany.  Under  an  agreement 
reached  on  May  17  between 
French  officials  and  the 
European  Union's  antitrust 
chief,  Mario  Monti,  the  French 
government  would  up  its  stake 
in  Alstom  to  31.5%  as  part  of  a 
complex  debt-for-equity  swap 
and  capital  increase.  That 
would  give  Alstom  enough 
breathing  room  to  hold  onto  its 
gas  turbine  business,  which 
Germany's  Siemens  has  been 
eager  to  acquire  to  cement  its 
position  as  Europe's  No.  1 
producer  of  power  equipment. 

Terms  of  the  agreement 
could  still  be  changed.  But, 
coming  less  than  a  month  after 
France  angered  the  Germans  by 
arranging  a  takeover  of  Franco- 
German  pharmaceutical  group 
Aventis  by  French  drug 
company  Sanofi-Synthelabo,  the 
Alstom  rescue  is  casting  a  pall 
over  a  June  1  meeting  called  by 
French  and  German  leaders  to 
discuss  cooperation  in  creating 
European  industrial  champions. 

WARMING  BETWEEN 
RUSSIA  AND  EUROPE 

RELATIONS  BETWEEN  Russia 
and  the  newly  expanded 
European  Union  look  set  to 
improve  after  President  Vladimir 
Putin  hosts  EU  officials  in 
Moscow  on  May  21.  The  two 
sides  are  expected  to  sign  a 
treaty  that  will  pave  the  way  for 
Russia's  entry  into  the  World 
Trade  Organization.  The  EU 
wants  Russia  to  let  domestic  gas 
prices  rise  to  market  levels  but 
is  backing  away  from  demands 
for  full  liberalization  now.  In 
return  for  Brussels  softening  its 
position,  Russia  may  soon  meet 
a  key  EU  demand  by  signing  the 
Kyoto  Protocol  on 
environmental  emissions. 


May  31.  2004  I  BusinessWeek  !  53 


"Wireless  connectivity  and  some  features  may  require  you  to  purchase  additional  software,  services  or  external  hardware.  System  performanc 
will  vary  depe~  'ing  on  your  specific  hardware  and  software  configurations.  See  http://www.intel.com/products/centrino/more_info  for  mor 
Processor  with  f  Technology  logo  which  your  system  vendor  has  verified  utilize  Hyper-Threading  Technology.  Performance  will  vary  dependir 
http://www.intel.com/info/hyperthreading  for  information.  ©2004  Intel  Corporation.  Intel,  Intel  Inside,  Centrino,  Pentium,  Xeon  and  Itanium  ai 
or  its  subsidiaries  in  the  United  States  and  other  countries.  All  rights  reserved. 


Business  grows  on  smart 
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Mobility  is  everything.  Intel®  Centrind' 

mobile  technology  enables  a  new 

generation  of  wireless  laptops*— 

thin,  light  and  engineered  to 

enable  extended  battery  life. 
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Productivity  first.  The  Intel'  Pentium®  4 
Processor  with  HT  Technology  can 
help  your  company's  PCs  achieve 

up  to  25%  performance  gains**  when 
running  two  applications  at  once. 


Powerfully  versatile.  Intel*  Xeon" 
processor-based  servers  offer 

excellent  price/performance, 
a  wide  choice  of  applications  and 

plenty  of  headroom  to  grow. 


Enterprise  performance.  The  Intel* 

Itanium'  2  processor  offers 
industry-leading  performance  and 

mission-critical  reliability  to 

handle  your  most  data-intensive, 

business-critical  applications. 
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The  best  cities  in  the  world  have  had  a  headstart  over  us.  What  did  we  do?  Dreamed  big.  And  achieved  fast.  We  were  the  first 
to  see  the  dream  of  a  modern  Dubai.  Today  that  dream  is  up  and  running.  We've  helped  create  a  modern  city  with  a  lifestyle 
like  no  other  on  the  globe.  Now  it's  time  for  the  world  to  catch  up  with  us.  If  they  can. 

We're  changing  Dubai's  future.  Visit  www.emaar.com 


DUBAI 

Shaping  the  Future.  Toda  I 
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How  technology 
is  changing  the 
way  golf  is  taught 
and  played 


COUNTRY  CLUB  OF  THE  FUTURE    THE  SCIENCE  OF  THE  DRIVER   INTERNET  GOLF  ACADEI 
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Welcome  to  the  meeting 

that's  nothing  like 

a  meeting. 


It's  as  simple  as  a  phone,  a  PC  and  an  Internet  connection.  It's 
Microsoft  Office  Live  Meeting,  the  service  that  lets  you  collaborate 
with  groups  of  two  to  thousands,  without  leaving  your  desk.  Just 
log  in,  select  your  presentation  and  go.  Share  applications,  mark 
up  documents,  illustrate  ideas,  create  flowcharts,  all  in  real  time. 
All  without  the  cost  and  hassle  of  business  travel. 

With  Live  Meeting,  you  can  be  3  blocks  or  3  continents  apart  and 
still  collaborate  as  if  you're  at  the  same  table.  Suddenly  geography 
is  no  longer  an  obstacle,  and  your  client  base  is  virtually  unlimited. 
Plus,  since  it's  a  hosted  service  there  are  no  costly  infrastructure 
changes  or  headaches  for  your  IT  department. 

It's  all  part  of  the  new  Microsoft  Office  System.  Helping  people  work 
together  with  a  speed  and  agility  they've  never  known  before.  Giving 
them  the  tools  they  need  to  boost  productivity,  shorten  sales  cycles 
and  maybe  even  end  their  workday  when  it's  still  daylight. 


Try  it  today.  Get  30  days  of  service,  on  us. 
Visit  www.microsoft.com/livemeet. 


Microsoft  Office 


A  PlaceWare  Service 
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Country  Clu 


»  Private  clubs  are  having  to  balance 
tradition  and  technology  to  better  serve 
their  increasingly  tech-sawy  members 

By  Dan  Briody  •  Illustrations  by  Robert  Kemp 


Golf  and  technology  have  always  made  stranl 
bedfellows,  especially  when  it  comes  to  the  m(| 
venerable  of  golf  institutions,  the  country  chl 
But  circumstances  have  changed  during  the  p;| 
decade.  Members  use  the  latest  technology 
work  or  at  home  and  expect  the  same  at  their  ch 
Furthermore,  private  clubs  are  struggling 
shore  up  membership  numbers,  which  have  falH 
steadily  since  2001  because  of  a  glut  of  new  coui] 


THE  COUNTRY  CLUB 
OF  TOMORROW  WILL  SERVE 
THE  PROFESSIONAL  AND 
FAMILY  NEEDS  OF  ITS 
MEMBERS  BY  OFFERING 
EVERYTHING  FROM 
A  BUSINESS  CENTER  WITH 
HIGH-SPEED  INTERNET 
ACCESS  TO  DAY-CARE 
AND  FITNESS  PROGRAMS 
TO  A  PRACTICE  CENTER  THAT 
BUILDS  A  3D  MODEL 
OF  YOUR  GOLF  SWING 

Cover  by  James  Porto 
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md  a  sluggish  economy.  Consequently,  private 
bs  are  seeking  to  lure  members  and  increase 
^rational  efficiency  through  technologies  and 
vices. 

vTiat  would  it  take  to  get  your  money's  worth 
n  your  club?  How  about  remote-control  carts 
t  follow  you  up  the  fairway  and  feature  video 
leras  for  real-time  swing  analysis?  Or  a  learning 
ter  that  uses  muscle  sensors  to  build  a  3D  model 


of  your  perfect  swing?  Or  greens  that  use  a  subter- 
ranean watering  system  to  maintain  a  smooth 
putting  surface?  How  about  amenities  such  as  dry 
cleaning,  car  detailing,  day  care  for  children,  and  a 
state-of-the-art  fitness  center  and  spa? 

There  will  always  be  purists  who  want  only  the  tra- 
ditional golf  experience,  but  many  club  owners  believe 
the  way  to  improve  member  enjoyment  and  increase 
revenues  is  to  embrace  technology,  not  resist  it. 
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Not  your  dad's  private  club 

Your  day  at  the  country  club  of  the  future  begins  when 
your  car  enters  the  front  gate.  A  transponder  in  the  car 
signals  to  a  wireless  receptor  that  notifies  the  staff  of 
your  arrival.  Using  Customer  Relationship  Manage- 
ment (crm)  software,  the  service  folks  in  every  depart- 
ment are  told  that  John  Smith  is  here,  has  a  tee  time  at 
10:30  a.m.,  and  a  dinner  reservation  at  6:30.  Your 
bag  is  placed  at  the  range  an  hour  before  you  tee  off. 
You  visit  the  business  center  and  log  on  to  the  wireless 
network  to  check  your  e-mail  before  hitting  balls. 

"It  used  to  be  that  the  ideal  member  was  a  guy 
who  paid  his  dues  and  never  showed  up,"  says  Jim 
McLaughlin,  vice-president  of  operations  at  In- 
trawest  Golf,  a  Scottsdale  golf  management  com- 
pany. "But  the  club  of  today  is  trying  to  be  more 
proactive."  To  keep  its  membership  happy— and 
spending  money  at  the  club— Intrawest  is  installing 
CRM  software  in  its  high-end  clubs.  Using  the  soft- 
ware, Intrawesf  s  staff  can  better  recognize  mem- 
bers, cater  to  their  tastes  in  food  and  entertainment, 
and  provide  a  personalized  experience. 

At  ClubCorp,  which  operates  nearly  200  clubs 
and  resorts,  the  philosophy  is  that  technology  is 
good  as  long  as  if  s  not  a  hassle  for  members.  Club- 
Corp President  and  COO  John  Beckert  doesn't  want 
customers  struggling  to  remember  codes  or  fum- 
bling with  complicated  hand-held  computers.  Us- 
ing smart- card  technology,  ClubCorp  is  considering 
debit/charge  cards.  "The  cards  can  be  as  smart  as 


CARTS  WILL 
RESEMBLE 
SPORTS  CARS 
AND  FEATURE 
FLAT-SCREEN 
MONITORS 
AND  VIDEO 
CAMERAS 


you  want,"  Beckert  says.  "Kids  can  charge  up  to 
preset  amount,  but  no  alcohol."  In  other  words,  nc  I 
more  running  up  mommy  and  daddy's  bill. 

Putting  the  cart  before  the  course 

When  you  arrive  at  the  first  tee,  you're  given  a  small  de- 1 
vice  to  wear  on  your  belt  that  emits  a  signal  toyourgolj  \ 
cart.  This  device  allows  you  to  summon  the  cart  re- 
motely (or  send  it  up  the  cartpath),  saving  you  the  ex- 1 
ertion  and  humiliation  of  running  back  to  the  cart  to 
change  clubs  after  flubbing  your  5-iron  40  yards.  Carts 
have  flat-screen  monitors  mounted  to  the  dash,  with  GPS 
data  for  exact  yardage,  wind  speed,  and  temperature 
readouts.  They  also  have  a  video  camera  built  into  the 
front  for  recording  and  analyzing  every  swing. 

The  golf  cart  has  tremendous  potential  for  new 
technology.  The  only  thing  holding  it  back  is  how 
technology  will  affect  pace  of  play.  Having  GPS  in 
the  cart  can  speed  play  by  ehminating  the  need  for 
yardage  books  and  markers.  But  it's  easy  to  see  how 
surfing  the  Internet  might  bring  about  a  six-hour 
round.  That's  the  danger  of  creating  a  mobile  office 
out  of  the  cart.  Club  owners  believe  the  course  isn't 
the  place  for  day-trading.  Instead,  they'll  be  content 
with  installing  Wi-Fi  (wireless  fidelity)  networks  in 
the  clubhouse  and  keeping  the  Internet  off  the  links. 

Ron  Skenes,  manager  of  marketing  and  commu- 
nications at  E-Z-GO  Textron,  a  golf-cart  maker,  en- 
visions a  day  when  hybrid  vehicles  use  solar  power 
and  have  power  steering.  Uplink,  a  provider  of  GPS 
systems  for  carts,  sees  a  time  when  club  pros  can 
watch  members  play  using  video  cameras  in  the 
cart  that  transmit  a  signal  to  a  monitor  in  the  golf 
shop.  The  pro  could  give  real-time  tips  to  the  golfer 
through  the  dash  monitor.  Of  course,  this  violates 
the  U.S.  Golf  Assn.'s  Rules  of  Golf  but  would  be  fun 
for  playing  lessons.  In  addition,  clubs  with  GPS  sys- 
tems in  their  carts  are  beginning  to  provide  services 
such  as  real-time  scoring,  leader  boards  for  tourna- 
ments, and  handicapping. 


A  course  for  the  future 

As  you  walk  down  the  first  fairway,  your  golf  cart  in 
remote  tow,  you  notice  the  grass  is  exceptionally  thick 
and  healthy.  There  are  no  divot  holes.  Despite  no  rain 


The  golf  cart  has  tremendous 
potential  for  new  technology 


MICHIGAN 

WHERE  BUSINESS  AND  PLEASURE  CLICK. 


Michigan  is  proud  to  welcome  the  2004  Ryder  Cup 
Matches  to  Oakland  Hills  Country  Club.  It's  the  first  in  a 
series  of  events  that  have  chosen  Michigan,  including 
the  2005  Major  League  Baseball  All-Star  Game  and 
Super  Bowl  XL  in  2006. 

We've  also  attracted  over  10,000  new  business 
development  and  expansion  projects  during  the  past 
seven  years.  That's  about  four  new  projects  for  every 
business  day,  more  than  any  other  state. 


micnigan.or 


What  makes  Michigan  the  nation's  #1  business  location? 
Maybe  it's  the  nation's  4th  largest  high  tech  workforce. 
Or  the  nation's  2nd  ranked  business  climate,  according 
to  Site  Selection  magazine.  Or  maybe  it's  our  great 
quality  of  life  including  three  of  America's  top  ranked 
cities  and  regions  to  live,  work  and  play. 

Find  out  why  we've  got  the  perfect  environment  for 
business  or  pleasure  -  no  matter  what  game  you're  in. 
Call  us  at  1.800.946.6829  or  visit  michigan.org 
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LKES.  GREAT  LOCATION 
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for  the  past  three  weeks,  the  ground  is  moist  and  the 
greens  are  like  sleek,  green  glass.  Not  a  single  sprinkler 
head  is  in  sight.  Nor  is  there  a  single  weed.  And  the 
maintenance  crew  seems  to  have  taken  the  week  off. 

The  technology  responsible  for  the  condition  of 
the  course  is  subterranean  irrigation.  "You  achieve 
100  percent  efficiency  and  zero  water  waste,"  says 
Jim  Connolly,  a  golf-course  consultant  based  in 
Spokane,  Wash.  With  sub-irrigation,  the  course  ar- 
chitect lines  the  entire  course  with  sand  just  below 
the  soil  layer.  A  pipe  that  runs  the  length  of  the 
course  carries  water  to  the  sand.  Using  capillary  ac- 
tion, the  water  rises  against  gravity,  up  through  the 
sand,  and  feeds  the 
grass  roots. 

Sub-irrigation  serves 
as  a  draining  outlet  so 
the  course  is  never 
too  wet  or  too  dry. 
Course  managers  can 
run  hot  water  under  a 
green  in  case  of  frost, 
or  cool  water  during  a 
hot  day,  controlling 
temperature  and  mois- 
ture content. 

In  addition,  scien- 
tists are  building  a 
better  blade  of  grass. 
Through  genetic  en- 
gineering, breeding  programs  at  uni- 
versities such  as  Rutgers,  Penn  State, 
and  Texas  A&M  are  developing  "ultra- 
dwarf  breeds  of  Bermuda  grass  that 
grow  slower  and  allow  for  a  low  cut 
without  losing  density.  That  means 
faster,  truer  greens. 


Laser  mowers  and 
self-raking  bunkers  may  be 
a  dream,  but  subterranean 

Irrigation  is  a  reality 


Learning  to  love  technology 

After  your  round,  the  club  pro  who  watched  you  strug- 
gle with  your  wedge  shots  from  the  golf-cart  video 
camera  suggests  you  visit  the  learning  center.  Once 
there,  you  encounter  a  dizzying  array  of  launch  mon- 
itors, balance  systems,  club-fitting  gadgets,  and  inter- 
active swing  analyzers.  But  your  pro  wants  you  to 
work  with  a  new  device  that  gives  you  a  3D  analysis  of 
your  swing  and  shows,  from  every  angle,  the  manner 
in  which  you  are  breaking  your  wrists  too  early. 

Although  3D  is  still  a  few  years  away,  golf  simu- 
lators are  growing  in  popularity.  Full  Swing  Golf  has 


a  $50,000  simulator  that  lets  you  play  St.  Andrews 
and  other  great  courses  year-round,  rain,  snow,  01 
sleet.  In  what  looks  like  an  enclosed  personal  the-l 
sater,  the  simulator  projects  the  hole  onto  a  10-ft.-by-| 
13-ft.  screen.  Each  shot  is  tracked  by  two  electronic| 
curtains  emitting  60,000  infrared  pulses  per  second. 
This  translates  onto  the  screen  as  you  watch  the| 
flight  of  your  simulated  ball  down  the  fairway. 

Besides"being  the  coolest  golf  game  since  Golden  I 
Tee,  the  Full  Swing  Golf  simulator  is  the  latest  in 
high-tech  instruction.  "It  gives  us  accurate  launch] 
angle  and  club-speed  data,"  says  Rick  Martino,  di- 
rector of  instruction  for  the  PGA  of  America  at  the  I 

PGA  Learning  Center 
in  Port  St.  Lucie,  Fla. 
Martino  sees  a  fu- 
ture with  tiny  muscle 
sensors  feeding  infor- 
mation on  when  mus- 
cles are  firing  during 
the  swing.  Factoring 
in  height,  weight,  and 
other  body  dimen- 
sions, Martino  says 
we  will  be  able  to 
tell  golfers  what  their 
ideal  launch  angle  and 
positions  are  through- 
out the  swing. 
-^  In  the  future,  clubs 
will  undergo  philosophical  changes  to 
complement  technological  advances.  The 
staff  at  Harmon  Golf  and  Fitness  Club  in 
Rockland,  Mass.,  says  the  days  of  the 
stodgy  18-hole  men's  clubs  are  numbered. 
"It  takes  too  long  to  play  a  round,"  says 
Ron  Lavoie,  general  manager  of  Harmon,  which  of- 
fers a  full-size  nine-hole  course.  "We're  trying  to 
bring  people  into  the  game  by  turning  Harmon  into 
a  two-hour  club."  Harmon  offers  programs  allow- 
ing members  to  get  in  a  workout,  hit  balls,  or  play  a 
quick  round.  Membership  costs  just  $1,800  a  year. 
Although  high-tech  gadgetry  can  spice  up  a  day 
at  the  club,  owners  say  protecting  the  sanctity  and 
tradition  of  the  game  is  important.  With  that  in 
mind,  you  wind  down  your  day  at  the  country  club 
of  the  future  the  way  golfers  have  ended  countless 
rounds  over  the  centuries:  arguing  with  buddies 
and  drinking  a  beer  or  two.  Some  traditions  tech- 
nology just  can't  improve.  ■ 
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WARNING:  May  cause  film  lovers  to  drool, 
have  bouts  of  ecstasy  and.  go  completely  gaga. 
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Consider  this  your  first  warning  —  the  new 
Canon  EOS  ELAN  7n/7ne  is  here.  The  film 
camera  that  gives  photographers  the  speed, 
accuracy  and  reliability-  they've  been  craving. 

The  EOS  ELAN  -\7~\e  has  the  fastest 
autofocus  in  its  class?  The  new  backlit  display 
and  Canon's  exclusive  Whisper  Drive  technology 
are  built  into  its  luxurious  metal  exterior,  taking 
your  photography  to  the  next  level. 

The  ELAN  7n/7\t  also  features  high-speed, 
4fps  continuous  shooting,  1/4000*  sec  top  shutter 
speed  and  1 1  shooting  modes  which,  along  with  its 
13  custom  functions,  make  it  unusually  responsive. 


In  fact,  its  7-point  wide  area  autofocus  uses  AF 
technology  similar  to  the  Canon  EOS-lv  and 
EOS-3,  allowing  you  to  track  a  moving  subject  with 
astonishing  accuracy. 

And  the  ELAN  7ne's  exclusive  Eye  Control 
system  reads  your  eye  movements  to  j> 

pick  the  focus  point  automatically  as  eve  control 
you  scan  the  scene,  giving  you  a  level  of  control 
unseen  in  other  cameras  in  this  class. 

For  fast,  accurate  control  under  the  most 
difficult  lighting  conditions,  the  ELAN  7n/7ne 
features  35-zone  evaluative  metering,  new 
distance-based  E-TTL  II  flash  metering  and  is 


fully  compatible  with  all  EOS  accessories  and 
EF  lenses.  The  extraordinary  ELAN  7n/~m. 
Incredibly  fast.  Remarkably  sophisticated. 
Handle  with  care. 


Canon 


KNOW  HOW 


EOS  ELAN  7n  /  7ne  ■  EOS  EF  Lenses 


6  2004  Canon  U.S.A.,  Inc.  Canon,  EOS  and  Canon  Know  How  are  registered  trademarks  of  Canon  Inc.  Visit  us  at  www. .canoneos.com  or  call  1-800OK-CANON.  'As  of  February  2004 
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-Welcome  to  the 


-|- welcome  to  me 

Internet 

GolfAcadem 

»  How  golf  instructors  are  using  the  Web  to  help  their  students  from  afar 

By  Scott  Smith  •  Illustration  by  John  Corbitt 


Distance  learning  via  the 
Internet  is  transforming  the 
way  golf  is  taught.  But  can  it 
improve  your  swing?  ?  "We 
were  fascinated  by  our  initial 
research,"  says  Ray  Barger, 
chief  executive  of  Astar  Inc., 
one  of  the  pioneers  in  golf 
video-analysis  systems,  which  are  used  by  nearly  all 
instructors  to  scrutinize  students'  swings.  "We  saw 
this  insatiable  need  among  golfers  to  improve,  but 
very  few  people  were  actually  taking  lessons— less 
than  15  percent,"  he  says. 

At  the  top  of  Barger's  list  of  why  people  didn't  take 
lessons  was  fear  of  exposure.  After  all,  a  golf  lesson 
entails  putting  an  imperfect  swing  on  display  and 
asking— paying— to  have  it  picked  apart  "We  humans 
don't  like  that  experience,"  says  Barger.  "What  we 
uncovered  is  that  if  we  could  find  a  way  to  keep  the 
lesson  personalized  as  opposed  to  exposing  the  indi- 
vidual, we  could  get  them  to  take  more  lessons." 
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TOP  SWING 
COACH  DAVID 
LEADBETTER 
IS  ONE  OF 
A  GROWING 
NUMBER  OF 
TEACHERS  WHO 
USE  E-MAIL  TO 
FINE-TUNE 
THE  SWINGS 
OF  TOUR  PROS 
AND  AMATEUR 
GOLFERS  ALIKE 


Enter  the  Internet,  as  personal  as  a  buddy  list,  as 
remote  as  random-access  memory.  A  host  of  com- 
panies are  vying  to  hook  up  golfers  and  golf  pros, 
and  all  it  requires  is  a  reasonably  speedy  computer, 
an  online  connection,  and  a  digital  video  camera. 
Go  to  VlGolf.com,  for  instance,  and  you'll  first  find 
out  how  to  videotape  your  swing  and  e-mail  the  file. 
Specially  developed  software  allows  you  to  "identi- 
fy some  basic  faults  and  offers  drills  to  work  on, 
based  on  your  actual  video,"  says  Chris  Hart,  pres- 
ident of  Interactive  Frontiers,  which  introduced  VI 
Golf  last  fall.  (For  a  list  of  companies  offering  such 
services  and  an  overview  of  the  software  and  com- 
puter equipment  you'll  need,  see  page  GD13.) 

The  next  step  is  to  send  your  video  to  an  instruc- 
tor and  get  even  more  personalized  instruction  on- 
line. It's  the  sharing  of  a  student's  videotaped  swing 
that  promises  to  elevate  the  online  learning  experi- 
ence beyond  today's  use  of  videotape  or  even  DVDs. 
"A  lot  of  teachers  record  a  lesson  on  DVD  or  video, 
but  most  of  the  people  we  interviewed  were  not 
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What  I  learned  from  my  Internet  coach 


Earlier  this  year  I  got  a  lesson  from 
Laird  Small,  director  of  instruction 
at  the  Pebble  Beach  Golf  Academy. 
Like  most  golf  instructors,  his  lesson- 
giving  features  video  analysis  as  part  of 
the  more  traditional  "hands-on"  work 
on  the  practice  range.  A  few  days  later, 
using  Swing  Solutions 
software,  he  e-mailed 
me  an  electronic  "book 
let"  that  included  be- 
fore-after comparisons 
of  my  swing  from  two 

views,  with  his  comments.  He  also  added  a  video  clip  of  PGA  Tour  player  Stuart 
Appleby  for  me  to  use  as  a  pro  model.  The  gee-whiz  part  of  this  Internet  lesson 
is  how  I  can  view  my  swing  in  stop-action  motion,  clicking  on  the  play  and  pause 
buttons  below  the  images. 

The  next  step  will  be  for  me  to  send  Laird  a  video  clip  of  my  swing,  ideally 
from  out  on  the  golf  course  so  we  can  look  at  how  my  range  swing  compares  to 
my  "real"  swing.  As  Laird  said,  "That's  where  people  are  really  interested  in 
making  an  improvement,  and  that's  where  we  as  coaches  have  to  do  a  better 
job."  It  might  be  a  while  before  I  can  swing  another  trip  out  to  Pebble  Beach,  but 
now  I  know  help  from  Laird  is  just  an  e-mail  away.  S.S. 


MY  PRO 
E-MAILED  ME 
PROOF  OF  MY 
"CHICKEN- 
WING"  FINISH 
AND  DRILLS 
TO  FIX  IT 


watching  it,"  says  Victor  Bergonzoli,  president  of 
Dartfish  USA,  whose  motion- analysis  technology  is 
used  by  Olympic  coaches  and  pro  baseball  and  foot- 
ball teams,  as  well  as  a  number  of  golf  instructors. 
"Why  would  you  want  to  watch  a  half-hour  of  a  golf 
lesson  you  just  took?  How  do  you  free  up  your  VCR 
at  home  from  your  kids?"  Dartfish  solved  these  hur- 
dles with  the  creation  of  a  "video  book"  in 
which  your  swing  is  electronically  parsed 
and  then  e-mailed  to  you.  Bergonzoli,  who 
has  posted  sample  lessons  on  sites  like  last- 
minutegolfer.com,  explains:  "You  can  have  a 
split  screen,  you  can  go  frame  by  frame.  Pick 
any  position,  and  it  appears  full  screen;  click 
on  a  speaker  burton  and  hear  comments 
from  your  teacher." 

"It's  really  cool,  how  it's  evolving,"  says  Hart, 
whose  video-analysis  technology  is  used  by  nearly 
3,000  golf  professionals,  including  such  top  teach- 
ers as  David  Leadbetter  and  Butch  Harmon.  "We 
had  60  golf  pros  signed  up  to  give  online  lessons  a 
year  ago.  This  year  we  have  500,  and  next  year  we 
figure  we'll  be  somewhere  north  of  2,000  teachers." 


It's  high  tech  plus 

high  touch,' says 

PGA  Teacher  of  the  Year 

Laird  Small 


Leadbetter  stresses  that  the  technology 
best  used  to  augment  traditional  hands-o 
learning— particularly  as  a  follow-up  to  in 
person  instruction.  "There's  nothing  better 
than  a  one-on-one  lesson,  because  you're 
doing  a  lot  through  verbalization,  gestures, 
and  physically  putting  someone  in  the  right 
positions  and  giving  them  the  right  feel," 
he  says.  A  few  Leadbetter  clients,  such  as 
Lee  Westwood  of  England  and  Aaron  Bad- 
deley,  a  rising  star  from  Australia,  now  e- 
mail  their  swings  from  afar  to  their  Orlan- 
do-based instructor.  Says  Leadbetter:  "It's 
the  next-best  thing  to  being  there." 

Laird  Small,  director  of  instruction  at  the , 
Pebble  Beach  Golf  Academy  and  2003  PGA 
Teacher  of  the  Year,  uses  software  to  cap- 
ture his  students'  swings  and  e-mail  video 
instruction  to  them  as  a  follow-up  to  in-per- 
son  lessons.  He  sees  such  software  as  a  way 
to  maintain  a  connection  with  students. 
"You  can  e-mail  your  swing  to  me,  and  I 
can  give  you  personal  instruction,  drop- 
down models,  audio,  and  everything  neces- 
sary for  ongoing  learning."  (See  accompa- 
nying story  for  a  case  in  point.) 

Some  distance-learning  specialists  don't 
see  why  the  online  connection  should  be  limited  to 
the  golf  pro  and  student.  Astar  is  working  with 
Body  Balance  for  Performance,  a  fitness  chain  with 
53  franchises,  to  include  golf-fitness  evaluations 
and  recommended  training  regimens  as  part  of  on- 
line golf  lessons. 

One  of  the  enterprising  instructors  working  this 
new  field  is  Paul  Wilson,  of  Kansas  City, 
Kan.  Wilson  is  the  author  of  Swing  Machine 
Golf,  an  instruction  book  based  on  Iron  By- 
ron, the  robotic  golfer  once  used  by  the  U.S. 
Golf  Assn.  to  test  balls.  The  $60  price  of  the 
coffee-table  book  includes  weekly  e-mail 
golf  tips  as  well  as  online  coaching  via  his 
Web  site,  swingmachinegolf.com. 
"It's  a  great  thing,"  says  Scott  Ferguson,  a  for- 
mer University  of  Houston  golfer  who  has  been 
working  with  Wilson  while  competing  on  the  Na- 
tionwide and  Tight  Lies  tours  this  year.  "I  get  who- 
ever's  around— a  friend  or  my  caddie— to  videotape 
me,  then  I  put  the  clip  in  my  laptop  and  e-mail  it 
with  a  Sprint  wireless  card.  A  video  clip  is  only  half 
a  meg,  so  it  takes  30  seconds.  Paul  can  send  me 


PI 
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back  frame-by-frame  pictures  with  lines  and  com- 
ments. I've  been  meaning  to  see  him  a  few  times, 
but  we  usually  get  swing  problems  fixed  via  e-mail. 
It  saves  hours  and  hours  not  having  to  fly  up  to  see 
him."  Adds  Wilson:  "Scott's  e-mails  allow  me  to 
keep  tabs  on  him,  because  at  this  level,  the  changes 
are  pretty  minute." 

Such  fine-tuning  points  up  a  potential  drawback 
to  online  golf  instruction.  Says  instructor  Jim 
McLean:  "Without  precision  in  your  cam- 
era setup,  you've  got  random  information. 
All  I  have  to  do  is  change  the  camera  angle 
slightly,  and  I  can  have  your  swing  look 
any  way  you  want.  But  we  have  lots  of 
video  shot  over  time  from  the  same  angle, 
so  if  s  a  valuable  tool. 

"There's  going  to  be  great  learning  on 
the  Internet,  especially  as  a  follow-up,"  McLean 
continues.  "But  I  don't  see  that  there  are  too  many 
teachers  who,  after  teaching  all  day  on  the  range, 
are  going  to  go  home  and  do  Internet  lessons  all 
night— or  sit  in  a  room  and  wait  for  an  Internet  les- 
son to  come  in  when  you  could  actually  be  out  giv- 
ing a  lesson." 

VI  Golfs  Hart  thinks  the  biggest  advocates  of 


'Without  precision 
in  your  camera  setup, 

you've  got 
random  information' 


this  technology  will  be  young  golfers.  He  points  to 
the  Junior  Golf  Showcase  as  a  model.  Operated  by 
the  Golf  Coaches  Association  of  America,  which 
represents  men's  college  golf,  and  the  National 
Golf  Coaches  Assn.,  the  women's  equivalent,  the 
Showcase  serves  as  a  clearinghouse  for  golfers 
hoping  to  play  college  golf.  Young  players  from 
around  the  world  post  resumes  and  videos  of  their 
swings  on  collegiategolf.com.  It's  an  electronic 
cattle  call  in  which  college  golf  coaches 
review  the  swings  of  prospects.  "These 
young  golfers  have  grown  up  with  this 
technology,  they  understand  the  Inter- 
net," Barger  says.  "They  are  on  it  day  in, 
day  out." 

The  average  handicap  of  golfers  hasn't 
budged  from  about  19  in  more  than  20 
years.  Could  the  rise  of  e-mail  coaching,  not  to  men- 
tion Internet  golf  academies,  cause  this  number  to 
drop  anytime  soon? 

Stay  tuned.  For  the  coming  generation  of 
golfers  seeking  to  polish  their  swings,  "This  is  go- 
ing to  feel  like  a  learning  experience,"  says  Barg- 
er. "But  it's  going  to  be  fun.  It's  got  high  enter- 
tainment value."  ■ 


Distance  learning:  How  to  get  started 


Deciding  which  distance-learning  system  will  work  best  for 
you  is  a  lot  like  picking  a  golf  instructor:  It  depends  on 
what  you  want  to  work  on,  your  level  of  commitment,  how 
much  money  you  want  to  spend,  and  which  system  "clicks"  with 
you  (and  your  computer).  The  best  approach  may  be  to  do  some 
online  comparison  shopping,  starting  with  the  major  players  list- 
ed below.  Most  give  free  trials  or  a  good  look  at  what  they  offer. 


See  for  yourself  by  visiting  golfdigest.com/distancelearning.  If 
you  work  with  a  golf  pro  who  is  allied  with  a  particular  distance- 
learning  system,  ask  for  advice  on  how  to  get  started.  We've  in- 
cluded the  basic  technical  requirements  and  some  specific  prod- 
uct recommendations,  based  on  gear  commonly  used  by 
distance-learning  practitioners.  Most  golf  teachers  recommend 
using  a  tripod  when  filming  your  swing.  S.S. 


ASTAR 
astaris.com 

858755-3425 


Body  Balance  for  Performance 

fitgolf.com 

610  594-0873 


What  you  need 


CyberSportsCoach.com 
cybersportscoach.com 

480837-8830 


Dartfish  USA 
dartfish.com 

404  685-9505 


Swing  Solutions 
swingsolutions.com 

877  796-4765 


VI  Golf 
vlgolf.com 

734  464-2841 


Computer 

Vl/Dell  5150  laptop  ($1,616) 

or  comparable  system 

Operating  system:  Windows  XP 

Home  Edition 

Processor:  Pentium  4  2.66  GHz; 

CD-ROM  drive  (to  load  the 

software) 

Hard  disk:  60  GB 

System  memory:  512  MB 


Firewire  cable  and  card 

IEEE-1394  Firewire  cable  (6  to  4  pin) 


Digital  camcorder 

Panasonic  PV-DV73  palmcorder 
($800)  or  Sony  DCR-HC30  MiniDV 
handycam  ($600) 
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Of  the  Power  Drive 


»  What  three  companies-and 
millions  in  R&D-can  do  for  you 
off  the  tee  By  Roger  0.  Crockett 


Every  golfer  loves  to  tag  a  tow- 
ering drive.  More  than  drain- 
ing a  putt  or  stiffing  an  ap- 
proach to  the  green,  busting  a 
huge  tee  shot  down  the  mid- 
dle brings  you  instant  respect. 
That's  why  drivers  are  the 
most  coveted  clubs  in  golf. 
With  prices  mnning  as  high  as 
$500  for  name-brand  drivers,  worldwide  sales  are  es- 
timated at  $1.1  billion,  the  most  of  any  club  category. 
Sure,  some  of  it  is  hype.  But  today's  titanium  mod- 
els have  measurable  technological  advantages.  "The 
driver  is  one  club  for  which  science  really  enhances 
play,"  says  John  Zumerchik,  author  of  Newton  on 
the  Tee:  A  Good  Walk  Through  the  Science  of  Golf. 
Only  the  U.S.  Golf  Assn.  holds  manufactur- 
ers back.  Clubs  must  conform  to  limits  on  head 
size  and  the  springlike  effect  of  the  face  to  be 
used  in  competition.  Still,  selling  innovation  is 
nearly  every  clubmaker's  priority.  TaylorMade, 
for  example,  just  introduced  the  $499  R7  Quad  tin 
ver  that  features  screws  the  golfer  can  adjust  to  re- 
balance the  club's  weight  and  change  ball-flight 
characteristics.  Cobra  has  unveiled  the  $399  414  and 
454  COMP  that  weave  carbon  composite  into  a  tita- 
nium body.  And  Burrows  Golf,  an  upstart  brand,  has 
piqued  interest  with  its  $399  MAC  Powersphere, 
which  creates  a  shotgun  effect  upon  contact  that 


ERC  FUSION 
CALLAWAY 
COMBINED 
CARBON  COM- 
POSITE WITH 
A  TITANIUM 
FACE.  SUITED 
TO  ELITE 
PLAYERS 


bounces  energy  off  the  back  of  the  club  to  propel  the 
ball  forward.  We  looked  at  three  other  makers— Call- 
away, Nike,  and  MacGregor— to  see  how  far  they 
have  pushed  science  to  develop  the  killer  club. 

Callaway  ERC  Fusion,  $499  For  more  than  a 
decade,  the  folks  at  Callaway  Golf  Co.  have  set  the 
standard  in  club  innovation.  They've  long  been 
among  the  leaders  in  producing  metal  woods,  and 
the  titanium  Great  Big  Bertha  established  a  new 
benchmark  for  oversized  heads  in  1995. 

Now  another  advance  in  material  science  inside 
Callaway  has  inspired  CEO  Ron  Drapeau  to  market 
the  company's  new  driver  as  a  superpremium 
club— among  the  priciest  of  the  big-name  dri- 
vers. Why?  Drapeau's  team  arrived  at  an  af- 
fordable way  to  merge  two  materials:  titani- 
um in  the  face  and  a  carbon-composite  body. 
The  carbon  composite  gives  engineers  extra 
weight  to  move  around  inside  the  clubhead. 
That's  "nirvana  to  a  golf  club  designer,"  says 
Callaway's  research  and  development  chief,  Rick 
Stadterman.  Though  similar  technology  is  available 
in  Japan,  Callaway  is  ahead  of  the  curve  in  the  U.S. 
Callaway— which  spent  $30  million  on  R&D  in 
2003— has  experimented  with  carbon- composite 
prototypes  since  1994.  The  challenge  was  making 
the  club  strong  enough  to  endure  continuous 
pounding.  By  summer  2000,  engineers  were  get- 
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ting  close.  Pushing  the  limits  of  possibility 
with  a  prototype  dubbed  Superman,  staffers 
bombed  drives  to  the  top  of  a  knoll  beyond  the 
test  range's  280-yard  fence,  Stadterman  says. 
But  the  face  was  so  hot  it  was  nonconforming.  Then 
in  2003,  Callaway  created  a  360-cubic-centimeter 
version  for  the  general  market.  The  size  may  be  a 
problem,  though.  While  Callaway  says  Annika 
Sorenstam  and  Arnold  Palmer  like  the  ERC  Fusion's 
compact  design,  retailers  say  many  consumers  pre- 
fer at  least  a  400cc  clubhead.  Another  issue: 
whether  golfers  used  to  the  loud  bang  of  other  tita- 
nium drivers  at  impact  will  accept  the  ERC  Fusion's 
muffled  sound. 

Drapeau  admits  the  club  works  best  in  the  hands 
of  elite  players.  That's  partly  why  it's  labeled  super- 
premium.  "We  have  something  that  has  real  value 
here,"  Drapeau  says.  "We  should  be  able  to  charge 
for  its  benefits."  If  consumers  agree,  it  could  mean 
Callaway  has  set  the  standard  again. 

Nike  Ignite,  $399  Until  this  year,  Nike  drivers 
hadn't  sparked  much  interest.  But  perhaps  you  no- 
ticed the  fire-orange  Ignite  logo  emblazoned  on  the 
cap  of  Tiger  Woods  at  the  Masters.  In  April,  Nike  in- 
troduced its  new  big  stick,  incorporating  technolo- 
gy that  aids  distance  and  promotes  forgiveness. 
Tiger  test-drove  and  approved  it. 

What  Woods  and  LPGA  star  Grace  Park  see  is  a 


IGNITE 

TIGER  WOODS 
AND  LPGA 
STAR  GRACE 
PARK  (ABOVE) 
SEE  A  DRIVER 
THAT  CON- 
FERS POWER 
AND  LETS 
THEM  SHAPE 
SHOTS 


driver  that  confers  power  and  lets  them  shape  shots. 
According  to  LPGA  Tour  stats,  Park  is  driving  the  ball 
nearly  12  yards  farther  with  more  accuracy  using  a 
410cc  Ignite  this  year.  The  result  of  more  than  four 
years  of  development  and  an  R&D  budget  of  more 
than  $1  million,  the  driver  is  intended  to  produce 
good  contact  from  high-handicap  golfers  as  well. 

The  Ignite  is  huge.  Although  Woods  hits  a  small- 
er version,  the  retail  model  comes  in  two  sizes: 
410cc  and  460cc.  The  big  head  accomplishes  what 
golf  techies  call  optimum  MOI,  for  moment  of  iner- 
tia. It  reduces  twisting  at  the  moment  of  impact, 
limiting  slices  and  hooks. 

The  jumbo  size  comes  from  a  breakthrough  in 
material.  Like  most  manufacturers,  Nike  works  with 
variations  of  titanium,  but  its  engineers  struck  pay 
dirt  when  a  group  of  metallurgists  developed  a  tita- 
nium-based alloy,  NexTi,  exclusively  for  the  compa- 
ny. The  material  is  light  and  thin,  but  still  strong  and 
stable.  It  allows  Nike  to  stretch  the  face  over  the  top 

of  the  large  clubhead.  "We  felt  the  bigness  was 
what  the  majority  of  people  wanted,"  says  Tom 
Stites,  Nike's  creative  director  for  golf  clubs. 
Designers,  pushed  by  Woods,  took  pains  to 
make  it  attractive  as  well.  The  ebony  color 
downplays  its  size,  and  the  classic  shape  agrees 
with  Woods's  eye  (box,  page  GD16). 
Nike's  key  marketing  weapon,  of  course,  is 
Woods.  Earlier  in  the  year,  it  began  airing  an  ad  that 
features  Woods  struggling  to  get  a  talking,  orange- 
and-black  tiger  headcover  over  the  bulging  Ignite. 
In  June,  a  new  ad  will  appear  featuring  Park,  David 
Duval,  other  pros— and  the  talking  tiger  headcover. 

The  goal:  to  propel  Nike  Golf  from  a  low  single- 
digit  share  of  the  driver  market  to  double  digits, 
says  Michael  Kelly,  business  director  for  golf  clubs. 
It  won't  happen  overnight.  But  with  Woods  behind 
these  drivers,  rivals  know  Nike  is  on  the  prowl. 

MacGregor  Eye-O-Matic,  $299  MacGregor  Golf 
Co.  used  to  produce  must-have  drivers.  Jack  Nick- 
laus  won  all  of  18  of  his  majors  using  a  MacGregor 
driver.  But  in  the  1990s,  the  company  lost  its  design 
edge  as  it  spun  through  multiple  executives  and  ri- 
vals focused  on  marketing  game-improvement 
clubs  to  the  growing  legions  of  golfers  with  double- 
digit  handicaps.  That  changed  when  entrepreneur 
Barry  Schneider  bought  MacGregor  in  1999.  "If  we 
wanted  to  be  relevant,"  Schneider  says,  "I  knew  we 
had  to  make  clubs  for  these  guys." 

To  develop  the  new  Eye-O-Matic— the  name  was 
introduced  in  1952— Schneider  boosted  annual  R&D 
spending  more  than  50%,  to  4%  of  nearly  $100  mil- 
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lion  of  project  2004  revenue.  MacGregor's  first 
big  effort  prior  to  that  R&D  hike  was  a  flop:  Al- 
though the  2003  driver  achieved  a  deep  center 
of  gravity  for  high-arching  shots,  its  unusual 
head— with  its  bulbous  rear  end  and  odd- 
shaped  toe— made  it  look  "like  a  hunk  of  junk," 
says  one  Chicago  retailer. 

Early  in  2003,  Schneider  sent  his  designers  back 
to  the  drawing  board.  In  the  spring  of  last  year,  Dave 
Wood,  senior  vice-president  for  product  innovation, 
and  Jim  Bode,  vice-president  for  R&D,  led  the  develop- 
ment of  a  dual-radius  clubface— the  elliptical  center- 
piece, or  eye,  has  a  slightly  different  curvature  than 
the  rest  of  the  face.  The  company  says  the  flatter 
shape  of  the  eye  helps  draw  the  ball  back  to  the  center 
of  the  fairway  on  off-center  hits,  while  the  slighdy 
more  curved  perimeter  gives  the  club  a  more  pleas- 
ing, classic  look.  Engineers  also  stretched  the  eye 
into  an  effective  hitting  area  that  is  2.4  inches  wide 
and  1.4  inches  tall  to  reduce  the  chance  of  stray  shots. 
That  area  is  a  30%  improvement  over  earlier  Mac- 
Gregor  models.  "If  s  the  best  driver  they've  made  in  a 
long  time,"  says  Kerry  C.  Kabase,  sales  director  for 
the  Edwin  Watts  Golf  chain  in  Fort  Walton  Beach,  Fla. 

Next  came  the  task  of  marketing  the  club.  To  re- 


EYE-O-MATIC 
A  DUAL- 
RADIUS  FACE 
IS  DESIGNED 
TO  PROPEL 
OFF-CENTER 
HITS  FARTHER 
AND  DRAW 
THEM  BACK 
ON  LINE 


connect  with  amateur  golfers,  especially  younger 
players,  Schneider  bumped  up  the  advertising  and 
promotional  budget  by  15%  over  2003's  level.  Since 
February,  MacGregor  has  been  splashing  a  commer- 
cial on  network  TV  featuring  23-year-old  PGA  Tour 
pro  Aaron  Baddeley.  In  the  spot,  Baddeley  talks  up 
the  Eye-O-Matic  from  a  bright  red  convertible 
loaded  with  cheerleaders.  "He  is  helping  us  present 
a  new  MacGregor,"  says  Marketing  Vice-President 
Julie  Davis.  "If  he's  playing  MacGregor,  then  every- 
one can  and  it  becomes  cool."  II 


A  Dream  of  a  Driver  for  Tiger 


Now  that  he's  using  the  Nike 
Ignite  driver,  Tiger  Woods 
has  moved  from  11th  to  7th 
in  driving  distance,  averaging  300.4 
yards.  Golfs  megastar,  whose  five- 
year,  $100  million 
Nike  Inc.  contract  is 
golfs  richest,  paused 
between  the  Masters 
and  the  Wachovia 
Championship  to  chat 
with  BusinessWeek's 
Roger  O.  Crockett. 


What  did  you  ask  Nike  to 
build  into  its  new  driver? 

A  lot  of  it  is  what  the 
club  looks  like  in  the 
playing     position.     I 


WOODS:  LOOKS  COUNT,  TOO 


don't  care  how  good  it  feels  or  flies. 
For  most  golfers,  if  it  doesn't  look 
good,  you're  going  to  feel  kind  of  un- 
comfortable with  it.  Since  I  started  at 
an  early  age,  I  was  in  the  era  when 
persimmon  was  the 
dominant  wood.  So 
that's  the  look  I  gravi- 
tate to.  There's  some- 
thing simple  and  classic 
about  an  old  persim- 
mon head. 


Do  you  want  your  driver 
to  be  super  hot? 

No.  One  thing  I've 
struggled  with  is,  the 
faster  you  get  the  face, 
the  harder  it  is  to  draw 


the  golf  ball,  because  it  isn't  staying 
on  the  face  long  enough.  If  you  get  a 
hotter  face,  the  predominant  ball 
flight  is  left  to  right,  if  not  straight .... 
That's  why  my  face  is  not  as  fast  as 
the  tour  or  recreational  standard. 

What  about  shafts?  Doesn't  a  longer 
shaft  give  more  distance? 

It  certainly  does.  But  your  disper- 
sion pattern  becomes  greater,  too. 
Right  now  I'm  long  enough  off  the 
tee  where  I  can  sacrifice  that  and  still 
be  able  to  hit  the  ball  out  there  far 
enough  [with  a  43' 2-inch  shaft].  I 
don't  have  to  go  to  a  45-inch  driver. 


BusinessWeek 


For  an  expanded 
Q&A.  go  to 
www.businessweek.convrnagazine^xtra.htm 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 
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A  FLOCK  OF 
SHEEP  THIN 
OUT  THE 
FESCUE  GRASS 


1 


I 


Herb  Kohler 


»  A  Cook's  tour  of  one  of 
his  superb  Whistling  Straits 
courses  in  Wisconsin 
By  Dean  Foust 

From  designer  bathrooms  to 
golf  courses,  Herbert  V.  Kohler 
Jr.'s  imagination  knows  no 
limits.  While  Kohler's  grandfa- 
ther, J.M.,  built  his  first  rudi- 
mentary tubs  by  fusing  enam- 
el to  horse  troughs,  Kohler  has 
turned  the  American  bath- 
room into  a  showcase  that  can 
include  anything  from  stock  tickers  to  wind  and 
rain  simulations.  And  when  Kohler  set  out  in  the 
late  1990s  to  build  two  more  golf  courses  for  guests 
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at  his  American  Club  resort  in  Kohler,  Wis.,  the 
plumbing  scion  spared  no  expense  to  turn  the  flat 
farmland  bordering  Lake  Michigan  into  rolling 
Irish-style  links.  Kohler  and  architect  Pete  Dye 
trucked  in  8,000  loads  of  sand,  invited  Irish  college 
students  to  serve  as  caddies,  and  even  cargo-lifted 
dozens  of  black-faced  sheep  from  the  Old  Country 
to  lend  the  proper  touch. 

So  great  was  the  result  that  one  of  his  two 
courses  at  Whistling  Straits  will  achieve  the  rare 
distinction  this  August  of  hosting  a  major— the 
PGA  Championship— a  mere  six  years  after  it 
opened  for  play.  "I  just  love  the  character  of  this 
course.  The  continuity  of  the  landscape  is  phe- 
nomenal. Kohler  says  in  his  Orson  Welles  bari- 
tone as  we  head  out  from  the  stone  clubhouse  to 
the  10th  tee  on  this  crisp  morning.  Kohler  took  me 
there  first  because  he  was  leaving  on  a  business 


trip  that  day  and  had  time  to  play  only  five  holes. 
As  I  would  see  shortly,  it's  an  easy  walk  from  No. 
11  to  No.  16. 

The  Gnarly  Ball  Gang 

Even  though  he  and  Dye  had  already  built  two  re- 
spected parkland  courses  at  nearby  Blackwolf 
Run,  Kohler  says  he  became  obsessed  during  his 
periodic  golf  jaunts  to  Europe  with  the  challenge  of 
building  a  links  in  Wisconsin.  "The  most  exciting 
courses  in  the  world  for  the  player  are  links  cours- 
es. The  epitome  of  great  golf  is  Royal  County  Down, 
Portrush,  Royal  Dornoch."  But  he  bristles  when  I 
ask  if  he  tried  to  replicate  any  of  those  courses  at 
Whistling  Straits.  "Herb  Kohler  and  Pete  Dye  nev- 
er copy  anything,  period,"  he  answers  gruffly. 

"We  knew  it  was  going  to  be  a  huge  undertaking, 
and  it  was,"  he  recalls.  "Look  out  in  this  direction," 
he  says,  pointing  out  toward  the  rugged,  wind- 
swept   dunes    overlooking     Lake 
Michigan.  "That  was  a  military  air- 
port—flatter 'n  a  pancake.  There 
were  four  or  five  toxic  waste  dumps 
out  there,  40  trash  dumps.  This 
property  was  a  focal  point  for  major 
drug  transactions  between  Milwau- 
kee and  Green  Bay.  You  wouldn't  be- 
lieve the  unseemly  characters  we 
came  across." 

As  Kohler  steps  up  to  the  10th  tee 
of  the  Straits  course,  he  leans  over 
and  says:  "I  usually  play  with  guests 
from  the  green  tees,  but  I'll  treat  you 
as  a  member  of  the  Gnarly  Ball 
Gang,  and  we'll  play  from  the 
[shorter]  whites."  Of  course,  now  I 
have  to  ask  about  the  Gnarly  Ball 
Gang.  Kohler  laughs  and  explains  that  it's  a  group 
of  eight  local  guys,  including  himself,  who  wage  an 
annual  golf  competition  that  begins  about  Labor 
Day  and  stretches  around  the  globe,  with  the  group 
hopping  Kohler's  private  jet  to  play  as  far  away  as 
the  Dominican  Republic  or  Europe.  The  tourna- 
ment concludes  just  before  Christmas  with  the 
winner  taking  possession  of  the  Gnarly  Ball  trophy, 
which  he  describes  as  a  handcrafted  piece  of  drift- 
wood with  two  rusted  cast-iron  balls  that  dangle 
from  a  heavy  steel  chain. 

The  10th  hole  is  a  tricky  par  4  that  requires  an  ex- 
acting drive  to  avoid  a  steep  ravine  on  the  left  and  a 


yawning  fairway  bunker  on  the  right.  Kohler 
threads  the  fairway  perfectly  with  his  tee  shot,  using 
a  compact  half  swing  that  is  almost  a  punch  shot. 
My  tee  shot,  however,  sails  left  and  disappears 
down  the  steep  slope  to  the  left.  "Hit  another," 
Kohler  barks.  "Like  Eisenhower,  I  give  lots  of  mul- 
ligans." I  decline  in  hopes  of  finding  my  ball,  but  I 
soon  realize  I  had  been  fairly  warned.  Once  in  the 
fairway,  after  we  each  hit  our  approach  shots  and  I 
start  walking  to  the  green,  my  caddie  yells: 
"Duck!"  just  as  Kohler,  without  warning,  punches  a 
second  ball  over  my  head  and  toward  the  green.  A 
few  steps  later,  a  third  ball  comes  whizzing  by. 

As  we  approach  the  green,  Kohler  plays  his  first 
ball— and  plays  it  well,  chipping  to  within  five  feet. 
But  just  as  he  settles  in  over  his  par  putt,  a  flock  of 
sheep  come  trotting  by  along  the  edge  of  the  green, 
bells  clanging.  "They're  the  real  owners  of  the 
course,"  Kohler  mutters  as  he  stands  over  his  ball. 


THE  11TH  HOLE, 
NICKNAMED 
"THE  SAND 
BOX" 


He  lips  out  his  putt  but  taps  in  for  a  bogey,  and 
we're  on  to  No.  11.  The  sheep  may  have  cost  him  a 
stroke,  but  Kohler  says  they  serve  an  important 
purpose:  "They  eat  enough  of  this  thick  fescue 
grass  out  of  the  rough  so  you  can  get  a  clubhead 
through  it." 

At  the  11th  hole,  a  504-yard  par  5  that  Dye  nick- 
named "the  sand  box"— and  indeed  it  looks  as  if  at 
least  half  of  those  8,000  truckloads  were  dumped 
on  this  one  hole— Kohler  lands  his  tee  shot  safely  in 
the  narrow  fairway.  With  a  well-placed  second  shot, 
he  is  just  100  yards  below  the  steeply  elevated 
green.  But  his  approach  shot  lands  in  the  deep 
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bunker  that  sits  15  feet  below  the  green.  Kohler 
blasts  away  with  his  sand  wedge,  only  to  watch  his 
first  attempt  roll  back  down  the  ledge.  His  second 
attempt  sticks  on  the  green,  and  with  two  putts,  he 
salvages  a  double  bogey. 

Still  Smarting 

Coming  off  the  green,  Kohler  tells  me  he  has  played 
with  everyone  from  former  President  George  H.W. 
Bush  to  actor  Kevin  Costner  and  singer  Amy  Grant. 
Kohler  has  for  years  been  a  regular  at  the  AT&T 
Pebble  Beach  National  Pro-Am,  although  he  admits 
he's  still  smarting  from  his  team  being  disqualified 
last  year,  after  his  partner,  tour  pro  Ted  Purdy,  failed 
to  sign  his  scorecard.  "I  paid  $70,000  for  a  [hospi- 
tality] tent  and  one  slot  in  the  AT&T,  and  I'm  dis- 
qualified," he  grumbles. 

Golf  helped  Kohler  land  a  part  in  one  of  Cost- 
ner's  more  recent  films.  The  two  met  years  ago  at 
the  Pebble  Beach  Pro-Am  and  discovered  their  ca- 
reer paths  mirrored  each  other's:  Kohler  initially 
studied  drama  at  Yale  University,  and  Costner  ma- 
jored in  business  at  California  State  University  at 


THE 

WHISTLING 

STRAITS 

CLUBHOUSE; 

THE  7TH  HOLE, 

ON  LAKE 

MICHIGAN 


Fullerton.  They  have  since  played  together  many] 
times.  Then,  three  years  ago,  Costner  telephoned 
Kohler  out  of  the  blue  and  asked  if  he  wanted  a 
part  in  his  movie,  Open  Range.  "I  told  Costner: 
'O.K.,  I'll  do  it,  but  on  two  conditions:  I  want  to 
ride  a  horse,  and  I  want  to  kill  someone.' "  There 
was  a  long  pause  before  Costner  replied:  "Well,  ] 
I'm  not  sure  about  the  horse,  but  I  guarantee  you 
can  kill  someone."  Indeed,  Kohler,  portraying  a 
character  described  as  Cafe  Man  in  the  credits, 
shoots  a  man  in  a  pivotal  scene. 

At  the  16th,  Kohler  makes  his  first  par  and  then 
plays  No.  17— a  short  par  3  that  runs  along  the 
lake— just  as  flawlessly.  With  the  flag  up  close,  he 
hits  a  7-iron  just  off  the  green  but  chips  up  close  for 
a  gimme.  On  the  par-four  18th,  Kohler  lands  his 
drive  safely  in  the  fairway  again,  but  his  approach 
shot  plunks  down  in  one  of  the  deep  bunkers 
fronting  the  green.  Kohler  hacks  away  and 
emerges  with  his  second  try.  Two  putts  later,  he 
closes  out  with  a  double  bogey.  An  18-handicapper, 
Kohler  shoots  a  respectable  mini-round— five  over 
after  five  holes— for  such  a  treacherous  course.  His 
best-ever  scores  on  the  Straits?  "An  83,  an  86,  and 
a  whole  bunch  [of  rounds]  in  the  90s,"  he  says. 

I  have  even  more  respect  for  his  ability  after 
peering  inside  his  bag.  His  Cobra  irons  look  as  if 
they're  at  least  five  years  old,  and  some  of  his 
wedges,  he  admits,  were  purchased  as  far  back  as 
1990.  "I  have  friends  who  play  with  new  clubs 
every  year,  but  I've  never  been  a  big  club  changer," 
he  says  with  a  shrug.  "I  know  I  should  switch  to 
newer  clubs,  but  I  just  feel  comfortable  with  my 
old  irons." 

When  I  speak  to  him  a  few  months  later,  he  has 
changed  his  tune.  He  says  that  as  he  was  walking  off 
the  18th  green  at  the  Pebble  Beach  Pro-Am  in  Feb- 
ruary, "my  friend  [CBS  golf  announcer]  David 
Feherty  looked  in  my  bag  and  said:  'Kohler,  those  are 
nothing  but  rat  killers.  Let  me  send  you  some  new 
clubs.'  "  A  few  weeks  later  a  full  set  of  Cobra  irons 
and  woods  arrived,  and  Kohler  admits  he  has  been 
smitten  with  them.  "I  may  be  in  trouble  because  Ted 
Purdy,  who  I  help  sponsor  on  the  tour,  also  said  he 
was  sending  me  a  new  set  of  Pings,"  he  says. 

It  should  be  no  surprise  that  Kohler  had  a  hard 
time  parting  with  his  old  clubs.  Given  his  affection 
for  throwback  courses,  you  would  expect  him  to  be 
out  there  playing  with  a  niblick  and  mashie,  just  as 
golfers  do  on  the  classic  courses  of  Ireland.  ■ 
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Golf  training  aids  have  come  a  long  way 
from  the  gawky  harnesses  you  wore  to 
build  your  swing  and  those  hinged  clubs 
that  flopped  in  half  when  you  swung 
them  incorrectly.  These  days,  you  can  choose  from 
an  array  of  futuristic  gizmos  that  use  everything 
from  lasers  to  3D  imagery  to  global-positioning 
satellites  (GPS)  to  help  you  enhance  your 
swing— or  your  ability  to  play  a  course.  Here's  a 
look  at  some  of  the  latest  high-tech  goodies 
designed  to  make  golf  easier  and  more  fun. 


»  These  high-tech  helpers  are 
designed  to  improve  your 
game— or  at  least  your  psyche 
By  Dean  Foust 


^  P3PR0 
SIMULATOR 

With  this  $549  home 
simulator  (P3pro.com), 
you  can  play  a  virtual 
course  from  your  living 
room.  Players  hit  full-swing 
shots  into  a  tarp  or  net  and 
then  view  the  results  on  a 
PC  or  TV  screen. 
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9  VIRTUALLY 
PERFECT  GOLF 
LEARNING 
SYSTEM 

At  the  Virtually  Perfect 
teaching  centers 
(virtuallyperfectgolf. 
com;  $90  an  hour), 
you're  outfitted  with 
goggles  that  let  you 
see  your  swing 
against  an  overlay 
of  a  virtual  golfer's 
perfect  swing. 
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»  SWING-TEMPO 

Consistent  rhythm 
is  the  key  to  a  good 
swing.  The  $129 
Swing-Tempo  (swing- 
tempo.com)  works  as  a 
metronome  for  golfers. 
Once  programmed,  the 
device  delivers  the  right 
cadence  for  the 
backswing.topofthe 
swing,  and  downswing 
via  ring  tones,  LED 
lights,  or  vibrations. 
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a  VI  DIGITAL  COACHING  SYSTEM 

The  $90  Vlsystem  (vlgolf.com)  allows  golfers  with  a  PC, 
camera,  Internet  hookup,  and  practice  area  to  film  their 
swings,  study  their  mechanics,  and  even  e-mail  the 
footage  to  one  of  1,700  instructors  for  an  opinion. 


»ROBOKADDY 

Good  caddies  are  hard 
to  find.  So  consider 
the  Robokaddy 
(powakaddyusa.com),  a 
$1,299  remote-controlled 
cart  that  can  be  maneu- 
vered by  a  pocket-size 
transmitter  from  up  to 
50  yards  away.  With  two 
simple  clicks,  the  50-pound 
unit  folds  up  to  fit  in  the 
trunk  of  your  car. 


^  PROAIM  VIRTUAL 
ALIGNMENT  TRAINER 

If  you  have  trouble  putting,  maybe  you  need 
glasses-the  $120  ProAim  alignment 
glasses  (proaim.com).  These  specs  use 
fiber-optic  technology  to  project  a  virtual 
grid  that  identifies  the  path  your  putter 
should  take  to  achieve  a  proper  stroke. 
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More  than  a  game. 

With  over  120  facilities  and  more  in  development,  we're  taking  golf  to  kids.  Golf  takes  over  from  there. 
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Economics  Health  Care 


COMMENTARY 


BY  MICHAEL  J.  MANDEL 


The  Catastrophe  That  Won't  Happen 

i/Vhy  biotech  gains  will  rein  in  medical  costs.  The  lesson  of  info  tech 


IT'S  ACCEPTED  WISDOM  that  rising 
medical  costs  will  be  a  crushing  bur- 
den for  the  next  generation.  The  lat- 
est report  from  Medicare,  for  exam- 
ple, projects  that  its  cost  will  rise 
Tom  less  than  3%  of  gross  domestic  prod- 
lct  today  to  almost  14%  in  75  years.  5 
rhere's  also  little  faith  that  technological 
idvances  in  medicine  will  make  a  dent  in 
:hese  rising  costs.  Instead,  new  techniques 

:eem  to  require  enormous  expenditures.  And 
vhile  science  has  made  big  strides  in  unrav- 
;ling  the  human  genome,  the  resulting  new 
Irugs  are  expensive  to  produce. 

But  before  concluding  that  technology 
:an't  reduce  costs,  let's  remember  a  bit  of  his- 
ory.  Throughout  the  PC  boom  of  the  1980s 
ind  early  '90s,  the  same  doubts  were  raised 
ibout  the  payoff  from  info  tech.  People  saw 
mge  sums  being  spent  on  computers  and 
loftware— well  over  3%  of  GDP— with  no  ap- 
>arent  efficiency  gain.  Economists  called  this 
the  productivity  paradox"  and  even  pro- 
>osed  that  computers  were  cutting  efficiency, 
>y  giving  people  more  opportunity  to  goof  off 
it  work.  In  1987,  Nobel  prize  winner  Robert 
vl.  Solow  famously  said:  "You  can  see  the 
:omputer  age  everywhere  but  in  the 
)roductivity  statistics." 

The  payoff  from  info  tech  was  there, 
lowever— it  just  took  longer  than  ex- 
acted. Intel  Corp.  introduced  the  first 
nicroprocessor  in  1971,  but  it  took  25 
^ears  for  real  productivity  gains  to 
;how  up.  Now  they  are  obvious  to 
.'veryone. 

Today,  biotech  may  well  be  where 
nfo  tech  was  in  the  1980s:  a  technology 
hat  is  still  expensive  and  hasn't  ma- 
ured  yet.  Genentech  only  brought  the 
irst  recombinant  DNA  drug  to  market 
n  1982.  If  biotech  follows  the  same  path  as  info  tech,  then  real 
jains  in  medical  productivity— measured  by  cost  per  patient— 
;hould  arrive  toward  the  end  of  this  decade. 

While  the  nature  of  technological  change  is  hard  to  predict, 


Analysts 

are  too 

pessimistic 

about 

Medicare's 

future 


we  can  already  see  a  glimmer  of  how  these  gains  might  happen. 
Improvements  in  biotech  manufacturing,  for  example,  are  like- 
ly to  bring  down  costs.  Understanding  better  why  only  some 
cancer  patients  benefit  from  a  treatment  could  make  doctors 
more  efficient  in  prescribing  expensive  drugs.  And  the  contin- 
ued shrinkage  in  the  size  and  expense  of  devices  such  as  im- 
plantable cardiac  defibrillators  could  help  limit  hospital  stays. 
Current  forecasts  don't  factor  in  the  cost-reducing  potential 
of  such  new  technologies.  Instead,  most  analysts  assume  that 
the  pattern  of  recent  years— of  health-care  costs  outracing 
GDP— will  continue  indefinitely.  That's  why  long-term  projec- 
tions show  health  care  rising  explosively  as  a  share  of  GDP. 

But  in  a  dynamic  industry  such  as  health  care,  extrapolating 
current  trends  into  the  long-term  future  is  a  mistake.  To  see 
how  ludicrous  these  assumptions  are,  let's 
apply  the  same  methods  to  the  future  of  info 
tech.  In  the  past  10  years,  business  spending 
on  technology,  per  person,  has  risen  at  6.6% 
a  year,  compared  with  a  4%  rise  in  per  capita 
GDP.  If  we  follow  the  lead  of  health-care  an- 
alysts and  extend  this  trend,  we  reach  the  ab- 
surd conclusion  that,  in  75  years,  information 
technology  will  absorb  almost  29%  of  GDP. 

Moreover,  most  long-term  forecasts  use  a 
projection  method  that  rules  out  the  possibil- 
ity that  the  U.S.  can  grow  its  way  out  of  the 
health-care-spending  squeeze.  The  Medicare 
Trustees,  like  most  other  analysts,  assume  that 
over  the  long  run,  health-care  costs  per  bene- 
ficiary will  grow  at  a  rate  one  percentage  point 
faster  than  per-capita  GDP.  For  example,  if 
per-capita  GDP  rose  at  3.5%  a  year,  analysts  as- 
sume medical  costs  would  climb  4.5%.  Or  if  GDP  jumped  an  as- 
tronomical 5.5%  a  year,  medical  costs  would  surge  6.5%. 

Under  these  assumptions,  the  economy  is  like  a  greyhound 
chasing  a  mechanical  rabbit— it  can  never  catch  up  with  med- 
ical costs.  That's  why  most  forecasts  conclude  that  faster  eco- 
nomic growth  actually  creates  bigger  Medicare  deficits.  In  real- 
ity, however,  there's  no  reason  why  more  robust  growth  will 
automatically  translate  into  even  more  medical  spending. 

In  fact,  the  biggest  dangers  are  a  slowdown  in  growth  and  a 
lack  of  technological  innovation.  A  long-term  reduction  in  the 
rate  of  economic  growth  could  lead  to  a  smaller  pie,  making  it 
harder  to  pay  for  medical  care.  And  a  lack  of  technological 
breakthroughs  could  leave  today's  labor-intensive,  hospital- 
based  system  still  in  place— an  untenable  long-term  setup. 

Nobody  is  saying  that  health-care  costs  are  a  minor  issue. 
But  the  burden  of  paying  for  Medicare  and  medical  care  in  gen- 
eral may  turn  out  to  be  lighter  than  people  expect.  ■ 
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STRUGGLING  NEW  YORKERS  (left  to  right) 
Eduardo  Sanchez,  security  officer,  $8.50  an  hour; 
Cordie  Green,  chef,  $6.90  an  hour;  Isaac  Guindi, 
retail  manager,  $13  an  hour;  Barbara  O'Rourke, 
nursing-home  housekeeper,  $7.97  an  hour; 
Romona  Lawrence,  home  health  aide,  $7 an  hour. 
None  but  O'Rourke  has  benefits. 
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In  today's  cutthroat  job  market, 
bottom  rung  is  as  high  as  most  workers 
will  ever  get.  But  the  political  will  to 
help  them  seems  a  long  way  off. 
By  Michelle  Conlin  and  Aaron  Bemsran 
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AT  RISK  Grocery 
cashier  Sherry  Kovas 
of  Palm  Desert  fears 
the  impact  of 
a  new  Wal-Mart 
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ATRINA  GILL,  A  36-YEAR-OLD  CERTIFIED 
nursing  aide,  worked  in  one  of  the  pre- 
miere long-term  care  facilities  near  Port- 
land, Ore.  From  10:30  p.m.  to  7  a.m.,  she 
was  on  duty  alone,  performing  three 
rounds  on  the  dementia  ward,  where  she 
took  care  of  up  to  28  patients  a  night  for 
$9.32  an  hour.  She  monitored  vitals, 
i  turned  for  bedsores,  and  changed  adult 
diapers.  There  were  the  constant  vigils  over  patients  like  the  one 
who  would  sneak  into  other  room  mistaking  female  patients  for 
his  deceased  wife.  Worse  was  the  res  'ent  she  called  "the  hitter" 
who  once  lunged  at  her,  ripping  a  muscle  in  her  back  and  laying 
her  flat  for  four  days.  Last  month,  Gill  quit  and  took  another  job 
for  68<{:  an  hour  more,  bringing  ht  r  salary  to  $14,400  a  year.  But 
like  so  many  health-care  workers,  she  has  no  health-care  benefits 
from  her  job.  So  she  and  her  ga  ige  mechanic  husband  pay  $640 
monthly  for  a  policy  and  have  i  acted  up  $160,000  in  medical 
debts  from  their  youngest  sc  i  Bru  -vn's    uicer  care. 


In  New  York  City,  Joseph  Schiraldi,  41,  guards  one  of  the 
biggest  terrorist  targets  in  the  world:  the  Empire  State  Build- 
ing. For  eight  hours  a  day,  he  X-rays  packages,  checks  visitors' 
IDs,  and  patrols  the  concourse.  But  on  $7.50  an  hour  in  the 
priciest  city  in  the  U.S.,  he's  a  security  officer  without  security- 
no  pension,  no  health  care,  and  no  paid  sick  days,  typical  for  a 
nonunion  guard. 

Bellingham  (Wash.)  day-care  teacher  Mandy  Smith  can't  af- 
ford child  care  for  her  6-year-old  son,  Jordan,  on  her  take-home 
pay  of  $60  a  day.  Neither  can  commercial  cleaner  Theresa 
Fabre  on  her  $8.50  an  hour  job.  So  her  son,  Christian,  9,  waits 
for  her  after  school  in  a  crumbling  upper  Manhattan  library 
where  the  kids  line  up  five-deep  to  use  one  of  two  computers. 
The  librarian  doubles  as  a  de  facto  babysitter  for  40  or  so  oth- 
er kids  of  the  working  poor. 

Over  the  past  year,  the  loss  of  lucrative  white-collar  work 
offshore  has  dominated  news  headlines,  provoking  economic 
anxiety  among  middle-class  families  who  fear  they  may  be 
next.  But  there's  an  equally  troubling  yet  more  often  over- 
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looked  problem  among  the  nation's  working  poor— for  whom 
the  raises  come  in  dimes,  the  sick  days  go  unpaid,  and  the 
benefits  are  out  of  reach. 

Today  more  than  28  million  people,  about  a  quarter  of  the 
workforce  between  the  ages  of  18  and  64,  earn  less  than  $9.04 
an  hour,  which  translates  into  a  full-time  salary  of  $18,800  a 
year— the  income  that  marks  the  federal  poverty  line  for  a  fam- 
ily of  four  (table).  Any  definition  of  the  working  poor,  of  course, 
involves  some  blurry  lines.  Some,  like  Gill,  who  make  just  above 
the  $9.04  wage,  often  bounce  around  the 
threshold  with  their  chaotic  hours,  slip- 
pery job  security,  and  tumultuous  lives. 

There's  also  the  fact  that  about  one- 
third  work  only  part-time,  and  more  than 
a  third  are  18-  to  25-year-olds,  who  may 
still  live  at  home  but  may  eventually  work 
their  way  up  the  ladder.  Some  perhaps 
moonlight  with  a  second  job.  And  others 
may  have  spouses  whose  incomes  lift  their 
families  up.  But  most  poor  workers  tend  to 
marry  people  with  similar  backgrounds, 
leaving  both  to  juggle  jobs  as  janitors, 
health  aides,  and  retail  workers  that  don't 
raise  them  into  the  middle  class. 

Overall,  63%  of  U.S.  families  below  the 
federal  poverty  line  have  one  or  more 
workers,  according  to  the  Census  Bureau. 
They're  not  just  minorities,  either;  nearly 
60%  are  white.  About  a  fifth  of  the  work- 
ing poor  are  foreign-born,  mostly  from 
Mexico.  And  the  majority  possess  high 
school  diplomas  and  even  some  college— 
which  30  years  ago  would  virtually  have 
assured  them  a  shot  at  the  middle  class. 


TOIL  AND  TROUBLE 

NOW,  THOUGH,  MOST  labor  in  a  nether- 
world of  maximum  insecurity,  where  one 
missed  bus,  one  stalled  engine,  one  sick  kid 
means  the  difference  between  keeping  a  job 
and  getting  fired,  between  subsistence  and 
setting  off  the  financial  tremors  of  turned- 
off  telephones  and  $1,000  emergency- 
room  bills  that  can  bury  them  in  a  moun- 
tain of  subprime  debt. 

At  any  moment,  a  boss  pressured  to 
pump  profits  can  slash  hours,  shortchang- 
ing a  family's  grocery  budget— or  con- 
versely, force  employees  to  work  off  the 
clock,  wreaking  havoc  on  child-care  plans. 
Often,  as  they  get  close  to  putting  in 
enough  time  to  qualify  for  benefits,  many 
see  their  schedules  cut  back.  The  time  it 
takes  to  don  uniforms,  go  to  the  bathroom, 
or  take  breaks  routinely  goes  unpaid. 
Complain,  and  there  is  always  someone 
younger,  cheaper,  and  newer  to  the  U.S. 
willing  to  do  the  work  for  less.  Pittsburgh 
native  Edward  Plesniak,  36,  lost  his 
$10.68-an-hour  union  job  as  a  janitor 
when  the  contractor  fired  all  the  union 
workers    to    make    way    for    cheaper, 


The  Working  Poor: 
Who's  In  The  Ranks 

The  majority  are  white,  female, 
and  higji  school  educated 

LOW-WAGE* 
WORKFORCE 

TOTAL 
WORKFORCE 

24% 

100% 

AVERAGE  HOURLY  WAGE  2003 

$7.09 

$17.15, 

GENDER 

Female 

58% 

45% 

42% 

55% 

RACE 

58% 

73% 

Hispanic 

22% 

11% 

14% 

10% 

Asian/other 

6% 

6% 

EDUCATION 

Less  than 
High  School 

23% 

6% 

High  School 

37% 

29% 

Some  college 

31% 

29% 

College 
or  more 

9% 

36% 

AGE 

18-25 

37% 

10% 

26-35 

22% 

25% 

36  plus 

41% 

65% 

OCCUPATION 

Services 

50% 

18% 

Operations 

21% 

24% 

Clerical 

15% 

16% 

Managers 

12% 

41% 

Others 

2% 

1% 

•Low-wage  refers  to  hourly  wage  rate  necessary  for  a  family  of  four  to  just 
surpass  the  poverty  line  (weighted)  with  full-time,  full-year  work  In  2003. 
this  wage  was  $9  04 
Data:  Economic  Policy  Institute 


nonunion  labor.  So  far,  Plesniak  has  been  able  to  dredge  up 
work  only  as  a  part-time  floor  waxer.  The  pay:  $6.00  an  hour, 
with  no  benefits.  "I  feel  like  I'm  in  a  nightmare,"  says  the  mar- 
ried father  of  three.  "And  I  can't  wake  up." 

What's  happening  in  the  world's  richest,  most  powerful  coun- 
try when  so  many  families  seem  to  be  struggling?  And  what  can 
be  done?  There's  no  question  that  robust  growth  is  a  potent  rem- 
edy: Recall  that  the  full-employment  economy  of  the  late  1990s 
reduced  the  ranks  of  the  working  poor.  Five  years  of  a  4%  jobless 
rate  bid  up  wages  across  the  board.  That 
brought  a  healthy  cumulative  14%  pay  hike, 
after  inflation,  to  those  in  the  bottom  fifth 
between  1995  and  2003,  when  they  aver- 
aged $8.46  an  hour,  according  to  an  analy- 
sis of  Census  data  by  the  Economic  Policy 
Institute  (EPI),  a  liberal  Washington  re- 
search group.  The  share  of  the  workforce 
earning  subpoverty  pay  actually  shrank 
eight  percentage  points,  to  24%  last  year,  or 
5  million  fewer  than  in  1995. 

That's  real  progress,  certainly.  But  it  still 
leaves  many  workers  earning  less  than 
what  it  takes  to  lift  a  family  above  the 
poverty  line.  In  other  words,  the  boom  did- 
n't last  long  enough  to  bring  more  people 
into  better  circumstances.  Now,  in  the  cur- 
rent recovery,  there  has  been  brisk  growth 
again,  as  well  as  high  productivity  and  job 
creation.  But  so  far,  wages  at  the  low  end 
haven't  budged  much.  Many  of  today's 
economic  gains  are  flowing  to  profits  and 
efficiency  improvements,  and  the  job  mar- 
ket isn't  tight  enough  yet  to  lift  pay  for  av- 
erage workers,  much  less  for  those  on  the 
bottom.  Of  course,  if  the  recovery  contin- 
ues apace,  a  strong  labor  market  could 
bump  wages  up. 

Perplexing,  too,  are  signs  that  many  jobs 
the  working  poor  hold  won't,  over  time, 
lead  them  out  of  their  straits.  Five  of  the  10 
fastest-growing  occupations  over  the  next 
decade  will  be  of  the  menial,  dead-end  va- 
riety, including  retail  clerks,  janitors,  and 
cashiers,  according  to  the  Bureau  of  Labor 
Statistics  (table,  page  63).  What's  more, 
while  full  employment  in  the  1990s  may 
have  brought  higher  pay  for  people  like 
health  aides  and  maids,  the  ladder  up  into 
the  middle  class  has  gotten  longer,  and  they 
are  more  likely  than  in  other  periods  to  re- 
main a  health  aide  or  a  maid. 

A  2003  study  of  1990s  mobility  by  two 
economists  at  the  Federal  Reserve  Bank 
of  Boston  found  that  the  chances  that 
poor  Americans  would  stay  stuck  in  their 
strata  had  increased  vs.  the  1970s.  Given 
the  economy's  strong  showing  in  the 
'90s,  that's  a  concern.  "If  current  trends 
persist,  a  greater  and  greater  share  of 
wealth  will  keep  going  into  the  hands  of 
the  few,  which  will  destroy  initiative," 
worries  James  D.  Sinegal,  CEO  of  Gostco 
Wholesale  Corp.,  which  offers  above- 
average  pa     and  benefits  in  the  retail 
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sector.  "We'll  no  longer  have  a  motivated  working  class." 
So  although  a  fast-growing  economy  and  full  employment 
are  necessary  for  powering  wages  at  the  bottom,  they  may  not 
be  enough  in  today's  economy.  To  survive  in  waves  of  increas- 
ing global  competition,  U.S.  companies  have  relentlessly  cut 
costs  and  sought  maximum  productivity.  That  has  put  steady 
downward  pressure  particularly  on  the  lowest  rungs  of  the  la- 
bor force,  while  rewarding  the  growing  ranks  of  educated 
knowledge  workers.  In  this  increasingly  bifurcated  job  market, 
workers  who  lack  skills  and  training  have  seen  their  bargaining 
power  crumble  relative  to  those  higher  up  the  scale. 

For  one  thing,  globalization  has  thrown  the  least-skilled  into 
head-on  competition  with  people  willing  to  work  for  pennies  on 
the  dollar.  And  a  torrent  of  immigration,  mainly  poor  rural  Mex- 
icans, has  further  swelled  the  low-end  labor  pool.  Together,  these 
trends  have  shoved  many  hourly  wage  occupations  into  a  world- 
wide, discount  labor  store  stocked  with  cheap  temps,  hungry 
part-timers,  and  dollar-a-day  labor  in  India,  Mexico,  and  China, 
all  willing  to  sell  their  services  to  the  lowest  bidder.  Against  such 
headwinds,  full  employment  offers  only  partial  protection. 

What's  more,  other  traditional  buffers  don't  help  low-end 
workers  as  much  anymore.  While  labor  unions  were  largely  re- 
sponsible for  creating  the  broad  middle  class  after  World  War  II, 
bringing  decent  wages  and  benefits  to  even  lowf-skilled  employ- 
ees such  as  hotel  and  garment  workers,  that's  not  the  case  today. 
Most  U.S.  employers  fiercely  resist  unionization,  which,  along 
with  other  factors,  has  helped  slash  union  membership  to  just 
13%  of  the  workforce,  vs.  a  midcentury  peak  of  more  than  35%. 


GRAVITATIONAL  PRESSURE 

THE  FEDERAL  MINIMUM  WAGE,  too,  long  served  as  a  bulwark 
against  low  pay  by  putting  a  floor  under  the  bottom  as  the  rest  of 
the  workforce  gained  ground.  At  $5.15  an  hour,  it  remains  30% 
less  than  it  was  in  1968,  after  inflation  adjustments.  It  hasn't 
moved  in  nearly  seven  years,  victim  of  a  divided  political  Estab- 
lishment in  which  programs  for  a  relatively  powerless  group  of- 
ten get  jammed  up  in  bipartisan  gridlock. 

Add  to  all  this  the  fact  that  a  college  degree,  the  time-tested  pass- 
port to  success,  is  today  less  available  to  those  without  family  re- 
sources. The  cost  of  college  has  exploded,  leaving  fewer  than  5%  of 
students  from  bottom-earning  families  able  to  get  that  all-impor- 
tant diploma.  The  result: 


As  globalization  quickens, 
the  UNSKILLED  American    I 
worker  is  at  a  distinct 
disadvantage 

policy  prescriptions  for  improving  the  working  poorV 
prospects.  Measures  with  any  real  impact  are  almost  always 
costly  and  ignite  political  fights  over  priorities  (table,  page  64) 
Lifting  the  minimum  wage  by  $1.50  an  hour,  for  example 
would  boost  the  incomes  of  more  than  10  million  workers, 
majority  of  the  gains  would  flow  to  adult  women  over  age  20 
mostly  nonunionized  workers  in  retail,  according  to  an  analysis 
by  the  EPI.  To  support  the  wage  floor  over  the  long  term,  the 
minimum  would  need  to  be  linked  to  some  measure  of  nation- 
al living  standards,  such  as  inflation  or  average  wages,  to  keep 
many  families  from  simply  slipping  back  into  working  poverty 
after  a  few  years.  Yet  trying  to  hike  the  minimum  wage  always 
sparks  a  monumental  battle  in  Washington.  That's  just  what's 
happening  now,  after  Senator  Edward  M.  Kennedy  (D.-Mass.) 
proposed  to  lift  it  to  $7.00  an  hour. 

Writing  some  new  rules  for  globalization  would  shore  up 
low-end  workers,  too.  Some  Democrats  advocate  linking  trade 
pacts  to  labor  rights,  by,  for  example,  requiring  countries  that 
want  favored  trade  status  to  allow  workers  to  form  unions.  The 
idea  isn't  to  eliminate  low-wage  competition— an  impossibility, 
in  any  case— but  simply  to  blunt  its  sharpest  blows,  particular- 
ly on  less-skilled,  predominantly  male  factory  workers.  Many 
economists  calculate  that  globalization  has  been  responsible  for 
about  one-fifth  of  the  decline  in  blue-collar  pay  since  1973.  But 
just  think  back  to  the  fight  over  NAFTA  a  decade  ago  to  see  how 
far  such  proposals  might  go  in  Congress. 

Curbing  the  flood  of  unskilled  immigrants,  assuming  it  could 
even  be  done,  also  would  ease  some  of  the  gravitational  pres- 
sure on  low-end  pay.  Slowing  the  pace  of  entry,  or  shifting  the 
flow  toward  higher-skilled  workers,  would  mitigate  the  stifi 
wage  competition  among  everyone  from  janitors  to  sales  clerks. 
Yet  if  anything,  political  momentum  seems  to  be  moving  in  the 
opposite  direction,  such  as  President  Bush's  proposals  earlier 
this  year  to  set  up  a  temporary  worker  program. 
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The  pattern  of  low  skills 
crosses  the  generations 
(page  68).  Columbus 
Harris,  50,  a  $6.75-an- 
hour  driver  for  the  elderly 
in  Pine  Bluff,  Ark,  could- 
n't help  his  kids  with  col- 
lege. So  his  middle  son 
Christopher  joined  the 
Army  to  get  an  education. 
"I  worry  about  the  fact 
that  a  lot  of  the  gains  in 
educational  attainment 
are  concentrated  among 
the  youngsters  from  rich 
and  upper-middle-class 
families,"  says  Gary  Burt- 
less,  a  senior  fellow  at  the 
Brookings  Institution. 
There    are   no   easy 


Life 
At  The 
Bottom 

Working  one's 
way  up  the  ladder 
is  becoming 
haru     not  easier. 
And  the  difficulty 
mcv  get  more 
severe 


Wages  for  low-earning  men 

recovered  during  the  boom  but 

are  still  below  their  peak... 

REAL  HOURLY  WAGE  FOR  MALE  WORKERS 
IN  THE  BOTTOM  20TH  PERCENTILE 


The  working  poor  are  also  U 
likely  to  receive  benefits 


,,  PERCENT 


...while  those  for  women,  though 
gaining,  continue  to  lag 

REAL  HOURLY  WAGE  FOR  FEMALE  WORKERS  IN 
THE  BOTTOM  20TH  PERCENTILE 


1973*  1995*  2003 

-6.62      s6.92      s794 


In  2003  dollars 


WORKERS" 

•Latest  year  available  "Private-sector  wage  and  salary  w< 
18-64.  who  worked  at  least  20  hours  per  week.  26  weeks  pi 
Data:  Economic  Policy  Institute 
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A  hike  in  unionization  would  also  give  the  working  poor 
some  leverage  over  wages.  The  rule  of  thumb  used  to  be  that 
union  workers  earn  about  one-third  more  than  nonunion  ones. 
But  the  differential  has  ballooned  with  the  collapse  of  pay  scales 
at  the  bottom.  Today,  blue-collar  workers  in  a  union  make  54% 
more  than  unorganized  ones  and  are  more  than  twice  as  likely 
to  have  health  insurance  and  pensions,  according  to  an  EPI 
analysis.  Because  unions  boost  workers'  bargaining  power  and 
help  them  win  a  greater  share  of  productivity  gains,  any  resur- 
gence would  give  low-wage  workers  more  clout  to  deal  with  the 
effects  of  factors  such  as  globalization,  immigration,  and  tech- 


PRICED  OUT  Driver 
Columbus  Harris  of 
Pine  Bluff,  Ark., 
couldn't  help  his 
kids  go  to  college 


nology.  Still,  the  U.S.  isn't  likely  to  al- 
ter the  laws  governing  unionization 
any  time  soon.  Employers  have  body- 
blocked  such  attempts  since  the  late 
1970s,  arguing  that  profits  and  eco- 
nomic growth  would  suffer.  Today,  la- 
bor law  reform  still  goes  nowhere,  snagged  in  the  broader  po- 
litical deadlock  that  grips  the  U.S. 

America's  divisions  surface  only  sporadically  as  a  pressing  is- 
sue. Senator  John  Edwards  (D-N.C.)  put  them  at  the  core  of  his 
Presidential  campaign,  castigating  the  "two  Americas"  divided 
into  rich  and  poor.  This  prompted  John  Kerry  to  adopt  a  populist 
tone  for  a  while.  Some  Democrats  urged  him  to  target  policies 
perceived  as  unfair  to  both  low-  and  middle-income  workers, 
from  trade  pacts  to  tax  cuts  for  the  wealthy.  Kerry  still  mentions 
these  issues,  but  they're  hardly  a  central  plank  of  his  platform.  Of 
course,  that  could  change  if  Edwards  ends  up  joining  the  ticket  A 
recent  poll  found  that  78%  of  voters  care  more  about  fighting 
poverty  than  they  do  about  gay  marriage.  "The  issue  is  sitting  out 
there  for  a  candidate  to  seize  on,  but  voters  want  to  hear  new  so- 
lutions," says  Democratic  political  consultant  Tom  Freedman. 


WHERE  HOPE  LIES 

STILL,  HISTORICALLY,  class-based  appeals  have  had  scant  reso- 
nance in  U.S.  politics.  In  addition,  there's  little  sustained  outcry 
from  the  working  poor  themselves,  who  often  are  overwhelmed 
by  their  personal  difficulties  and  politically  disengaged.  Only 
about  40%  of  them  vote,  vs.  74%  of  the  investor  class,  according 
to  the  Russell  Sage  Foundation.  "If  you  look  at  families  in  the 
bottom  20%,  they  are  dropping  out  of  the  political  system  like 
flies,"  says  foundation  President  Eric  Wanner. 

A  few  initiatives,  though,  have  broad  enough  appeal  to  win  sup- 
port from  both  sides  of  the  divide.  Lawmakers  from  both  political 
parties  are  struggling  to  devise  ways  to  help  the  uninsured  get 
health  coverage.  While  they're  split  on  this  subject,  too,  nearly 
everyone  agrees  that  something  should  be  done.  The  Children's 
Health  Insurance  Program  (CHIP),  which  covers  poor  kids,  was  es- 
tablished by  Democrats  and  Republicans  alike,  though  a  lot  of  chil- 
dren remain  uncovered.  Any  expansion,  or  a  broader  solution  that 
involves  expanding  Medicaid,  would  help  many  working  poor 
adults,  among  the  most  likely  to  need  coverage. 


.a  trend  that's  projected 
to  increase... 
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...making  it  hard  for  many 
to  support  their  families... 

MEAN  HOUSEHOLD  INCOME 
RECEIVED  BY  EACH  FIFTH* 

BOTTOM  FIFTH 
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Median  annual  earnings  up  to  $19.600-and  less  likely  to  have  benefits     Data:  Bureau  of  Labor  Statistics 
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"Latest  year  available.  2002 
Data:  U.S.  Census  Bureau 


...and  leaving  more  Americans 
stuck  at  the  bottom. 
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Similarly,  the  1996  welfare  reform  ef- 
fort has  brought  a  rough  consensus  to- 
day that  Congress  should  help  welfare 
moms  with  child  care  so  they  can  work- 
Washington  could  broaden  eligibility 
for  child-care  help  to  include  more 
working-poor  families,  too.  Richer  edu- 
cational loan  programs  would  also 
help.  Given  the  country's  soaring 
deficits,  though,  Congress  isn't  inclined 
to  devote  big  resources  to  such  projects. 
One  place  to  look  for  money  might  be 
in  the  tax  code,  but  in  an  election  year, 
the  high-profile  investor  class  and  the 
organized  elderly  are  likelier  to  get  any 
new  largesse  than  the  working  poor. 

Government  may  be  stalled,  but 
some  employers  are  stepping  up,  at 
least  in  small  ways.  A  number  of  lead- 
ing companies,  including  Bank  of 
America  Corp.  and  Marriott  Interna- 
tional Inc.,  have  programs  to  aid  their 

low-wage  workers— they  offer  small  emergency  loans  or  grants 
to  employees  who  face  sudden  crises,  help  them  with  child  care, 
or  find  creative  ways  to  make  their  workdays  more  flexible.  "As- 
suming employers  have  answered  the  question  as  to  whether 
they're  paying  market-based  wages  and  benefits,  there  are  still  a 
lot  of  other  things  they  can  do,  some  of  them  relatively  low  cost," 

Lowering  The  Hurdles: 
What  Can  Be  Done 

Liberals  and  conservatives  agree  broadly  on  some  measures  but 
remain  deeply  split  on  many  others.  Looming  budget  deficits  also  stand 
in  the  way  of  any  major  new  initiatives. 

CHILD  CARE  Both  sides  largely  agree  that  poor  families,  especially  single 
moms,  could  work  more  and  earn  more  if  they  had  better  day-care  options. 

EDUCATION  The  No  Child  Left  Behind  Act  could  ultimately  bring  along 
disadvantaged  students.  So  could  dozens  of  lawsuits  aimed  at  equalizing 
state  spending  on  poor  and  affluent  schools. 

HEALTH  CARE  The  GOP  and  Dems  both  say  they  want  to  insure  the 
uninsured,  many  of  them  working  poor,  although  the  parties  are  at  a 
standoff  on  how  to  achieve  that. 

GLOBALIZATION  Putting  labor  standards  in  trade  pacts  would  blunt  the 
impact  on  the  lowest-skilled  workers,  but  companies  argue  that  doing  so 
would  slow  economic  growth. 

IMMIGRATION  Neither  party  has  any  real  idea  of  how  to  stop  desperate 
immigrants  from  undercutting  U.S.  pay  levels.  Tougher  border  policing 
and  sanctions  on  employers  haven't  stopped  the  flood  of  new  workers. 

MINIMUM  WAGE  Raising  the  wage  floor  from  $5.15  an  hour-which  is 
30%  lower  after  inflation  than  in  1968-would  help  millions  of  subpoverty 
workers,  but  employers  successfully  lobby  against  such  measures. 

TAXES  Payroll  taxes  are  a  huge  burden  on  the  working  poor,  but  it  would 
cost  billions  to  phase  them  out  or  offset  them  by  expanding  the  Earned 
Income  Tax  Credit. 


DEEP  IN  DEBT  Nursing  aide 
Katrina  Gill  of  Portland,  Ore., 
with  her  son  Brandyn.  His 
cancer  treatment  is  costly 

says  Donna  Klein,  president  of  Cor- 
porate Voices  for  Working  Families,  a  I 
business  group  in  Washington  that 
sponsored  a  recent  study  on  pro- 
grams for  low-wage  workers. 

Still,  even  those  who  push  above  a 
poverty-level  wage  can  fall  into  a 
trap.  Between  $7  to  $10  an  hour, 
they  make  just  enough  to  start  losing 
what  little  safety  net  there  is,  says 
Ron  Haskins,  a  former  Republican 
staffer  who  helped  spearhead  the 
1996  welfare  reform,  now  a  senior 
fellow  at  the  Brookings  Institution. 
They  often  become  ineligible  for 
food  stamps  or  child-care  assistance, 
and  the  earned  income  tax  credit 
starts  phasing  out  for  a  single  parent  at  $13,730.  "For  them, 
Horatio  Alger  does  not  apply,"  says  Haskins. 

Women,  especially  single  ones,  have  the  most  difficulty.  Often, 
their  wages  barely  cover  the  cost  of  child  care.  Low-income 
women's  pay  is  actually  up  since  1973,  but  they  still  average  just 
$794  an  hour,  much  less  than  their  male  counterparts.  That's  one 
^^^    reason  the  U.S.  has  the  highest  child-poverty  rate  in  the 
industrialized  world.  "Our  low-income  mothers  work 
twice  as  hard  as  those  in  any  other  industrial  country— 
but  their  kids  are  the  worst  off,"  says  Syracuse  Univer- 
sity public  policy  professor  Timothy  M.  Smeeding. 


UNIONS  Making  it  easier  to  form  unions  would  allow  low-wage  workers  to 
fight  for  higher  pay  as  productivity  improves. 


THE  WAL-MART  EFFECT 

LATELY,  THERE'S  A  NEW  NAME  for  the  downward 
pressure  on  wages:  the  so-called  Wal-Martization  of 
the  economy.  Most  recently,  the  dynamic  played  out 
starkly  in  the  five-month  Southern  California  super- 
market strike  that  ended  in  February.  The  three  chains 
involved,  Safeway,  Albertson's,  and  Kroger,  said  they 
had  no  choice  but  to  cut  pay  and  benefits  drastically 
now  that  40  Wal-Mart  Stores  supercenters  would  be 
opening  up  in  the  area.  The  reason:  Wal-Mart  pays  its 
full-time  hourly  workers  an  average  of  $9.64,  about  a 
third  of  the  level  of  the  union  chains.  It  also  shoulders 
much  less  of  its  workers'  annual  health  insurance  costs 
than  rivals,  leaving  53%  of  its  1.2  million  employees 
uncovered  by  the  company  plan. 

Now,  after  the  strike,  new  hires  will  have  lower  wages 
and  bear  a  much  higher  share  of  health  costs  than  cur- 
rent union  members,  making  health  insurance  too  pricey 
for  many  of  them,  too.  Eventually,  many  grocery  jobs 
could  wind  up  paying  poverty-level  wages,  just  like  Wal- 
Mart's.  "I  used  to  load  workers  into  my  truck  to  take 
them  down  to  United  Way,"  says  Jon  Lehman,  a  former 
manager  of  a  Louisville  Wal-Mart  who  now  works  for 
the  United  Food  &  Commercial  Workers  Union.  In  his  17 
years  with  Wal-Mart,  he  kept  a  Rolodex  with  numbers 
for  homeless  shelters,  food  banks,  and  soup  kitchens. 
"They  couldn't  make  it  on  their  paychecks." 

It's  a  prospect  that  deeply  worries  workers  like 
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Middleware  is  Everywhere. 


Can  you  see  it? 
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1.  Car  notifies  owner  for  service. 

2.  Factory  informed  immediately. 

3.  Supplier  ships  parts  instantly. 

4.  Dealer  inventory  adjusts  in  real  time. 

5.  Car  back  on  road  in  no  time. 


MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  software 
like  DB2®  and  WebSphere®  that  can  connect  your  business 
end-to-end.  You  can  build  upon  your  existing  applications, 
creating  a  responsive  environment  where  partners,  vendors 
and  customers  can  easily  work  together.  And  IBM  software 
is  based  entirely  on  open  standards  for  maximum  efficiency, 
flexibility,  speed  and  agility.  That's  ON  DEMAND  BUSINESS. 


See  how  middleware  works.  See  how  it  helps  businesses  succeed.  See  it  at  ibm.com/middleware/integrate 
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Sherry  Kovas.  Over  26  years,  she  worked  her  way  up  to  $17.90 
an  hour  as  a  cashier  at  Ralph's  Grocery  Co.  store  in  the  posh 
California  enclave  of  Indian  Wells.  To  Kovas,  the  Medici-like 
lifestyles  of  her  customers— the  personal  chefs,  the  necklaces 
that  would  pay  her  yearly  salary— never  seemed  so  much  an 
emblem  of  inequality  as  a  symbol  of  what  was  possible.  Now, 
though,  after  the  banks  foreclosed  on  some  strikers'  homes 
and  the  repo  men  hauled  away  their  cars,  there's  already  talk 
of  grocery  store  closings  in  the  area  because  of  the  new 
Wal-Mart  supercenter  up  the  road.  "They  say  Wal-Mart's 
going  to  kill  us,"  says  Kovas,  who  fears  losing  the  three- 
bedroom  modular  home  that  she,  her  five-year- old  son,  hus- 
band, and  mother-in-law  share.  "But  I'm  44  years  old.  I'm  too 
old  to  start  over." 


The  U.S.  has  long  tolerated  wider  disparities  in  income  thanl 
other  industrialized  countries,  mosdy  out  of  a  belief  that  anyone  j 
with  enough  moxie  and  husde  could  lift  themselves  up  in  Amer- 
ica's vibrant  economy.  Sadly,  it  seems  that  path  is  becoming  anl 
ever  steeper  climb.  Strong  recovery  and  vigorous  growth  will| 
again  get  wages  growing.  But  as  a  new  phase  of  prosperity  be- 
gins, it  may  be  time  for  some  added  advantages  for  those  Strug- 1 
gling  in  a  brutal  global  economy.  Otherwise,  the  outcome  could 
be  more  polarization  and  inequality.  The  farther  down  that  road  | 
the  country  goes,  the  harder  it  will  be  to  change  course.  ■ 


BusinessWeek  online 


For  conversations  with  Costco  CEO  James 
Sinegal,  Brookings'  Ron  Haskins,  and  Russell  Sage's  Eric  Wanner, 
go  to  www.businessweek.com/magazine/extra.htm 


HIGHER  EDUCATION 


College  Tuition? 
Gumption  Won't  Cover  It 


Even  for  those  poor  kids  who  sweat 
through  honors  calculus,  surpass 
1,200  on  the  SATs,  and  graduate 
class  valedictorian,  getting  a  BA 
is  far  more  difficult  than  it  used  to 
be.  At  the  country's  top  146  colleges  and 
universities,  only  3%  of  the  student  body  are 
from  families  in  the  country's  bottom 
quarter  of  wage-earners,  according  to  an 
Educational  Testing  Services  report. 
Meanwhile,  40%  of  this  year's  freshman 
class  at  the  nation's  top  42  state  universities 
come  from  families  making  more  than 
$100,000,  up  from  about  32%  in  1999,  says 
the  Higher  Education  Research  Institute.  "I 
used  to  be  able  to  tell  my  kids  they  would  be 
able  to  figure  out  how  to  pay  for  school," 
says  Joan  Becker,  associate  vice-provost  at 
the  University  of  Massachusetts  at  Boston. 
'Now  it's  getting  more  and  more  difficult, 
even  at  the  state  schools." 

Why  is  it  so  much  harder  for  the  brightest 
low-income  kids  to  afford  college?  Start  with 
rising  costs.  Over  the  past  decade,  tuition 
rose  47%  at  public  four-year  colleges  and 
42%  at  their  private  counterparts,  according 
to  the  College  Board.  Last  year  alone,  the 
cost  of  public  college  jumped  14.1%.  The 
most  elite  schools,  with  their  sizable 
endowments,  can  afford  to  supplement 
student-aid  packages.  Harvard  University, 
for  example,  just  cut  its  required  parental 
contribution  for  families  with  an  income 
under  $40,000  after  President  Lawrence  H. 
Summers  worried  publicly  in  February  that 
higher  education  was  widening  the  gap 
between  the  haves  and  have-nots. 
At  state  schools,  though,  even  for  those 


on  the  elite  roster,  aid  packages  are 
decreasing  in  the  face  of  tuition  hikes.  For 
the  2003-04  school  year,  total  state 
appropriations  for  higher  education  actually 
declined  2.1%,  to  $60.3  billion,  according  to 
a  survey  conducted  by  the  Center  for  the 


Priced  Out  of  a  B  A 

College-qualified  high  school  grads  who 
complete  a  bachelor's  degree,  2002: 

mrm* 


LOW  INCOME 

($75,000  and  above)       ($24,999  and  below) 


62%  21% 


Djta:  -  or,  Student  Financial  Assistance 


Study  of  Education  Policy  at  Illinois  State 
University.  It's  the  biggest  drop  in  11  years. 

What's  more,  the  federal  Pell  Grant 
program,  founded  to  equalize  educational 
opportunities  for  all  Americans,  is  funding 
far  less.  Shortly  after  the  program's  1972 
introduction,  qualified  students  could  count 
on  the  grant  to  foot  84%  of  their  public- 
college  tuition.  Today,  the 
Pell  covers  a  bit  less  than 
40%.  The  shortfall  between 
the  maximum  Pell  Grant 
award-$4,050  last  year- 
and  a  low-income  families' 
unmet  need  averages 
$6,200  annually  at  private 
schools  and  $3,800  at 
public  four-year  colleges, 
says  Brian  K.  Fitzgerald  of 
the  Advisory  Committee  on 
Student  Financial 
Assistance. 

Meanwhile,  working 
students  are  penalized. 
Those  who  slog  away  in 
minimum-wage  jobs  in 
high  school— often  to  help 
their  parents  with 
expenses— find  their  Pell 
Grant  eligibility  reduced  because  the 
government  counts  their  hours  as  earned 
income.  Take  Larissa  Rybus,  19,  a  first-year 
student  at  Ohio's  Kent  State  University.  Her 
father  made  $16,000  last  year  as  a  self- 
employed  carpenter.  A  high  school  honors 
student,  Rybus  fears  that  financial  aid, 
scholarships,  and  a  $6.50-an-hour  pet- 
store  job  won't  add  up  to  enough  to  see  her 
through  the  requirements  for  an  education 
degree.  Says  Rybus:  "I'm  working  so  many 
hours  I  can  barely  keep  my  grades  up  for 
my  scholarships." 

For  the  children  of  the  working  poor, 
getting  an  education  has  become  not  so 
much  a  test  of  intelligence  as  one  of 
endurance. 

-By  Jessi  Hempel  in  New  York 
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do  other  airlines  have 
against  your  knees 


/antage  member 


Well,  for  one  thing,  the  seat  in  front  of  you.  But  on  American,  you  get 

More  Room  Throughout  Coach®  on  more  planes  than  any  other  airline.  Room  to  work,  or  just 

as  important,  room  not  to  work.  So  next  time  you  fly,  get  a  lot  more  airline. 


AmericanAirlines  (it 


You  will  find  more  room  on  all  of  our  more  than  five  hundred  777.  767.  737.  MD80  and  F1 00  aircraft:  not  available  on  A300.  757  or  American  Eagle. 


Marketing  Reta  i 


Yes,  We  Have 
A  New  Banana 

The  casual  outfitter  is  moving  smartly 
from  khakis  to  high  fashion 


OR  MARKA  HANSEN,  LAST 
year's  holiday  season  was  an 
early  test  of  her  mettle  as  a 
fashion  prophet.  The  51- 
year-old  president  of  Banana 
Republic,  appointed  last 
June,  had  bet  that  blue 
would  be  the  top-selling  color  in  stretch 
merino  wool  sweaters.  She  was  wrong. 
"The  No.  1  seller  was  moss  green,"  says 
Hansen.  "We  didn't  have  enough." 

Hansen  is  about  to  face  many  more 
such  risky  decisions  as  she  transforms  the 
435-store  Banana  Republic,  a  unit  of  San 
Francisco's  Gap  Inc.,  into  a  more  fashion- 
conscious  retailer.  Not  long  ago,  Banana 
was  a  purveyor  of  chic  basics- 
casual  office  wear  in  black  or 
beige.  But  take  a  look  around  the 
mall-based  chain  these  days,  and 
you'll  find  $128  strapless  dresses 
with  pink  and  green  flowers  and 
$68  black  tops  with  tiers  of  ruf- 
fles on  the  bodice.  For  men,  Ba- 
nana offers  shirts  made  of  Italian 
fabrics  with  details  like  collar 
stays.  Banana  hopes  the  offerings 
will  help  distinguish  it  from  sister 
store  Gap,  known  for  khakis  and 
other  basics. 

So  far,  Hansen  seems  to  be 
getting  more  right  than  wrong. 
Last  year,  Banana  accounted  for 
about  13%  of  Gap  Inc.'s  $15.9  bil- 
lion in  sales.  For  the  quarter  end- 
ed May  1,  Banana's  same-store 
sales  jumped  21%,  compared 
with  just  7%  for  Gap  overall.  An- 
alysts applaud  how  Banana  is  re- 
newing itself.  "It's  a  good  strate- 
gy," says  Cynthia  R.  Cohen  of 
Miami  consultants  Strategic 
Mindshare.  "It  could  attract  new 
customers  and  get  old  customers 
to  come  in  more  often." 


Still,  why  go  to  the  trouble  of  reinvent- 
ing a  store  that  wasn't  really  broken?  Do- 
ing well  isn't  enough  for  Banana.  It  needs 
to  prosper  without  cannibalizing  sisters 
Gap  and  Old  Navy.  Gap  Inc.  headed  into  a 
three-year  downturn  in  late  1999,  at  least 
partly  because  overlap  between  the  two 
other  chains  led  Gap  shoppers  to  head  for 
lower-priced  Old  Navy.  Gap  stores  got 
back  on  track  starting  last  year  by  return- 
ing to  basics  such  as  cropped  pants,  jeans, 
and  khakis.  That,  of  course,  created  a  new 
problem.  Gap  no  longer  looked  like  Old 
Navy.  Now  it  looked  like  Banana  Republic. 
The  solution:  Shift  Banana  away  from 
staples  and  toward  trends.  Sticking  with 


basics  "wouldn't  be  good    SNAZZIER 
for  us  or  Gap  Inc.,"  says    Clutch  bag 
Banana  marketing  chief    M*^^ 
Jack      Calhoun,      who 
joined  the  company  a  year  ago. 

Banana  successfully  made  itself  over 
once  before— in  the  late  1980s,  when  it 
shed  its  safari-style  merchandise  in  favor 
of  clothes  for  the  dressed-down  work- 
place, a  strategy  that  sustained  it 
through  the  dot-com  era.  The  current 
transformation  is  harder  because  Ba- 
nana is  far  larger  than  it  was  15  years' 
ago,  and  its  image  as  a  store  for  staples  is 
more  ingrained.  When  Banana  surveyed 
consumers  before  embarking  on  its  cur- 
rent makeover,  shoppers  "didn't  think  of 
us  for  fashion,"  says  Hansen,  a  17-year 
company  veteran  who  started  out  as  a 


3anana 
'.  Republic's 
Fresh  Skin 

How  the  retailer  is 
attempting  to 
transform  itself: 

MERCHANDISE 

Emphasizing 
trendiness  and  color 
over  basics  and  neutrals 

DECOR  Making  stores  feel 
more  upscale  by  adding 
touches  such  as  potted  plants 
and  flowers 

PROMOTION  Persuading 
fashion  editors  to  use  the 
chain's  clothes  in  their 
editorial  pages 

IMAGE  Depicting  ordinary, 
real-world  settings  in  ads  so 
clothes  appear  accessible 
and  wearable 


HANSEN 

Keeping  off 
Gap  and  Old 
Navy  turf 
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SOMEONE  IN  H.R.   HAS   A 


DRUG    PROBLEM. 


If  you  work  in  human  resources, 
you  know  chat  if  an  employee  has  a 
problem,  it's  your  company's  problem, 
too.  Millions  of  parents  have  trouble 
talking    to    their    child    about    illegal 
drugs  —  or  what   to  do  about 
an   existing   problem.    Struggling 
with  this  can  make  it  hard  for 
employees  to  focus  on  meetings 
or  deadlines  at  work  —  or  even        management 
make  it  to  work.  Which  can  end  up 
seriously  affecting  your  company  s 
bottom  line. 

But  you  can  help  them  —  and  keep 
your  company  running  smoothly.  How? 
Bv  providing  vour  employees  with  the 
right  tools  to  help  them  keep  their 
kids  drug-free.  The  @Work  program 


SOCIETY  FOB 


RESOURCE 


is  a  free,  easv-to-implement  resource 
that  focuses  on  an  employee's  family 
bv  providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small  and 
large  organizations  —  from  private 
businesses  to  government  agencies 
to  nonprofits  —  have  implemented 
the  @Work  program  and  have 
seen  what  it  can  do. 

The  one  thing  thev  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee  s  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 
theanttdrug.com/atwork 


WORK     theantidrug 


People  Producers 


EYE-CATCHING 

Banana  brooch 


Banana  merchandise  manager  and  lat- 
er headed  Gap  brand's  adult  merchan- 
dising. "We  weren't  seen  as  the  place 
for  color  and  new  feminine  styles." 

CUTTHEVOGUEING 

INDEED,  BANANA  IS  joining  a  segment 
of  the  apparel  business  that's  already 
crowded  with  brands  ranging  from  Polo 
Ralph  Lauren  and  Calvin  Klein  to  Ann- 
Taylor  and  Ellen  Tracy.  As  the  newcomer,  it 
is  trying  to  build  a  name  in  fashion  and 
design  circles,  hiring  new  talent,  including 
a  men's  designer  from  Nautica  Enter- 
prises Inc.  Banana  has  moved  its  shows 
out  of  the  showroom  and  recendy  pre- 
sented its  fall  line  at  New  York's  Chelsea 
Art  Museum.  And  if  s  trying  to  get  its 
clothes  seen  in  fashion  magazines.  It  has 
had  some  success: 
Vogue  and  Elle  have 
photographed  Bana- 
na's clothes,  and  last 
fall,  George  Clooney 
appeared  in  Vanity 
Fair  sporting  Ba- 
nana's blue-linen  shirt 
Still,  Banana  wants 
to  make  sure  ordinary 
folks  see  its  moderate- 
ly priced  clothes  as 
accessible.  Ads  show 
models  in  comfort- 
able settings  such  as  lounging  at  home  or 
meeting  for  drinks.  "They're  not  vogue- 
ing  and  posing,"  says  Calhoun.  "We're 
creating  a  genuine  moment  so  you  can 
see  yourself  in  these  clothes." 

Customers  have  noticed  the  changes. 
"They  have  a  much  better  selection  now, 
not  just  for  work  but  for  going  out,  too," 
says  nursing  student  Michelle  McKenney, 
eyeing  a  $68  top  with  a  ruffle  at  the 
shoulder  at  a  store  in  San  Mateo,  Calif. 
But  even  if  Banana  hits  the  mark  with  Mc- 
Kenney, its  new  lines  are  sure  to  scare  off 
longtime  customers.  Cheryl  Swanson,  a 
New  York  branding  consultant  says  Ba- 
nana "has  gotten  so  frou-frou,  it's  cheesy." 
In  the  past,  Banana  didn't  have  to 
worry  much  about  making  the  wrong 
fashion  call  since  it  sold  mostly  basics. 
"Now,  we  have  to  be  on  trend  at  the 
same  time  as  the  rest  of  the  fashion 
business,"  says  Hansen.  That  leaves  lit- 
tle room  for  error.  If  Hansen  and  her 
crew  make  too  many  wrong  fashion 
calls,  profits  could  disappear  faster  than 
last  year's  moss-green  sweaters.  ■ 

-By  Louise  Lee  in  San  Francisco 


BusinessWeek  onlint 


For  a  slideshow  of 
Banana  Republic's  new  fashions,  go  to 
businessweek.com/magazine/extras.htm 
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QUIET  MAN 

As  close  to 
a  sure  thing 
as  it  gets  in 
Hollywood 


Hollywood's 
Most  Wanted 

Jerry  Bruckheimer  churns  out  the  hits 
and  Disney  and  CBS  need  him  badly 


THERE'S  NOT  MUCH  ABOUT 
Jerry  Bruckheimer  that 
suggests  die  bravado  of  his 
movies  or  the  sizzle  of  his 
TV  shows.  The  producer 
responsible  for  the  mega- 
action  films  Armageddon 
and  Pirates  of  the  Caribbean:  The  Curse  of 
the  Black  Pearl  as  well  as  the  hyper- 
charged  forensic  drama  CSI:  Crime  Scene 
Investigation  is  a  slight  58-year-old  who 
speaks  in  a  near  whisper.  Indeed,  Bruck- 


heimer is  so  shy  that  he  insisted  Jeffrey 
Katzenberg,  a  co-founder  of  Dream 
Works  SKG,  accompany  him  on  his  first 
date  with  the  woman  who  would  be 
come  his  second  wife.  The  most  macho 
things  about  Bruckheimer  are  that  he 
drives  a  silver  Ferrari  and  is  devoted  to 
ice  hockey.  He  organizes  a  weekly 
scrimmage  that  has  attracted  such  A-list 
players  as  Tom  Cruise  and  Cuba  Good- 
ing Jr.  Even  so,  Bruckheimer  calls  him- 
self a  lousy  skater.  Gooding  jokes  that 


die  producer  "tries  hard  for  an  old  guy." 
As  unassuming  as  he  is,  Bruckheimer 
:arries  the  future  of  two  of  the  industry's 
biggest  players  on  his  slender  shoulders. 
His  four  CBS  programs,  which  also  in- 
clude crime  dramas  Cold  Case  and  With- 
out a  Trace,  each  rank  among  the  top  18 
shows  and  are  largely  responsible  for  the 
Viacom  Inc. -owned  network  overtaking 
NBC  in  overall  ratings  in  the  past  two 
pears.  A  new  CSI,  based  in  New  York, 
should  air  in  the  fall.  Leslie  Moonves, 
chairman  of  CBS  Entertainment,  says:  "I 
sometimes  think  the  'B'  in  CBS  means 
Bruckheimer."  And  his  films  are  so  crucial 
to  Walt  Disney  Co.,  whose  studio  has  had 
a  string  of  big-budget  bombs  this  year, 
that  it  moved  up  the  opening  of  the 
sword-swinging  King  Arthur  to  July  7 
from  its  original  November  date.  "He  can 
start  a  whole  new  streak  for  us,"  says  Dis- 
ney studio  chief  Richard  W.  Cook. 

SWEET  DEAL 

BRUCKHEIMER,  WHO  started  out  as  an 
advertising  executive,  is  as  close  as  Hol- 
lywood has  to  a  sure  thing.  Since  1983, 
when  he  and  producer  Don  Simpson 
came  out  with  Flashdance,  18  of  the  22 
films  Bruckheimer  has  produced  or  co- 
produced  have  generated  more  than 
$100  million  in  worldwide  box-office 
receipts.  The  movies  may  not  be  fa- 
vorites of  the  critics,  but  they  lure  view- 
ers with  their  slick  sheen,  frequent  ex- 
plosions, and  pulsating  soundtracks. 
Last  year,  Pirates  grossed  $654  million  in 
worldwide  sales  plus  $360  million  in 
DVD  sales,  helping  boost  earnings  at  a 
dme  when  Disney  CEO  Michael  D.  Eis- 
ner was  under  attack  for  the  media  gi- 
ant's poor  performance. 

That's  why  Disney  is  eager  to  extend  the 
producer's  five-year  deal.  And  a  sweet  deal 
it  is:  Bruckheimer  makes  about  $5  million 
for  each  film,  gets  75%  of  the  studio's  take, 
and  receives  some  unusual  perks— like  a 
$10  million  annual  development  budget 
and  a  sleek  Santa  Monica  (Calif.)  office  for 
his  26-person  team  that  features  a  martini 
bar  and  pool  table.  Few  other  producers 
who  aren't  named  Steven  Spielberg  can 
command  those  terms. 

And  Bruckheimer  is  negotiating  from 
strength:  Disney's  other  successful  part- 
ner, Steven  P.  Jobs's  Pixar  Animation  Stu- 
dios, has  announced  it  is  leaving  next 
year.  At  the  same  time,  Eisner  is  locked  in 
tense  negotiations  over  extending  the  con- 
tracts of  Harvey  and  Bob  Weinstein,  the 
mercurial  founders  of  Disney's  Miramax 
Film  Corp.,  which  made  Chicago  and  oth- 
er big  hits.  Bruckheimer  says  he  isn't  talk- 
ing to  other  studios;  indeed,  few  others 


would  give  him  the  latitude  he  has  now. 
Cook  says  "the  deal  is  almost  done"— 
which  in  Hollywood-speak  means  any- 
thing could  happen. 

Disney  has  blown  it  with  Bruckheimer 
before.  Back  in  2000  it  dropped  CSI  at  the 
last  minute  because  of  a  hefty  cost  of  $2 
million  an  episode.  Bruckheimer  doesn't 
hold  a  grudge;  after  all,  he  was  free  to  take 
the  show  to  CBS,  which  snapped  it  up. 
Since  then,  the  ratings  at  Disney's  ABC 
have  tanked  while  CSI  has  dislodged  ER  to 
become  TV's  top-rated  drama  and  has 
brought  in  huge  syndication  revenues.  "It 


THE  PLAYER 


finicky  about  details.  Actors  in  his  movie 
Black  Hawk  Down  were  trained  by  the 
military,  and  he  hired  an  ex-U.S.  Drug  En- 
forcement Administration  operative  to 
sniff  around  the  Miami  drug  scene  to 
make  the  Bad  Boys  II  script  more  authen- 
tic. Three  weeks  before  Pirates  was  re- 
leased, he  brought  in  Academy  Award- 
winning  composer  Hans  Zimmer  to  redo 
the  soundtrack.  "He  attends  more 
screenings  of  films  than  anyone  I  have 
ever  seen,"  says  Pirates  director  Gore 

ACTION! 

King  Arthur 


Jerry  Bruckheimer 

The  former  ad  exec  has  put  together  hit 
after  hit  in  two  decades-plus  as  a  producer 


BORN  Sept.  21, 1945,  Detroit,  the 
only  child  of  German  immigrants. 

EDUCATION  B.A.,  psychology, 
University  of  Arizona,  1965. 

CURRENT  POSITION  Head  of  Jerry 
Bruckheimer  Films  and  Jerry 
Bruckheimer  TV. 

BONA  FIDES  Met  Don  Simpson  at  a 
screening;  they  became  Hollywood's 
hottest-producing  team  in  the 
1980s,  with  Top  Gun  and  Beverly 
Hills  Cop.  After  Simpson's  death  in 
1996,  Bruckheimer  produced  hits 
Armageddon,  Pearl  Harbor,  and 


Pirates  of  the  Caribbean. 

SWEET  REVENGE  After  Disney 
dropped  the  pilot  for  CSI  just  before 
production  was  to  begin,  he  took 
the  show  to  CBS.  It  became  the 
top-rated  TV  program,  yielding  two 
spin-offs. 

HOME  LIFE  Married  to  author  Linda 
Bruckheimer,  his  second  wife.  They 
have  seven  dogs,  houses  in  Beverly 
Hills  and  Malibu,  and  a  110-acre 
farm  near  Bloomfield,  Ky.,  with  a 
skeet-shooting  range  and  a  hockey 
rink  inside  the  barn. 


was  a  $1  billion  mistake  for  Disney,"  says 
Bruckheimer,  who  has  moved  his  TV  pro- 
duction unit  to  Warner  Bros. 

What  makes  Bruckheimer  so  successful 
in  film  and  television  is  simple,  or  so  he 
says:  "I  make  what  I  like  to  see  on  the 
screen.  If  I  was  making  my  movies  for  crit- 
ics, I'd  be  living  in  some  small  Hollywood 
apartment  somewhere."  Instead,  he  and 
his  wife,  Linda,  have  homes  in  Beverly 
Hills  and  Malibu  and  a  110-acre  farm  in 
Kentucky.  Still,  it  took  the  young  producer 
nearly  a  decade  after  he  moved  to  Holly- 
wood in  1972,  and  a  chance  encounter 
with  Simpson  at  a  screening,  to  hit  the  big 
time.  After  Flashdance,  they  produced  Bev- 
erly Hills  Cop,  a  crime  drama  that  the  two 
turned  into  a  comedy  starring  Eddie 
Murphy  and  Top  Gun,  the  Tom  Cruise  flick 
based  on  an  article  Bruckheimer  read  in 
California  magazine  about  a  Navy  training 
facility  for  ace  pilots. 

It's  not  just  instinct  that  has  served 
Bruckheimer  so  well.  He  is  notoriously 


Verbinski.  "And  he  learns  a  little  some- 
thing from  each  of  them  that  makes  that 
film  and  the  next  one  that  much  better." 
Bruckheimer  will  doggedly  fight  stu- 
dios for  more  money  or  the  actor  he 
wants,  and  he  will  press  his  case— quiet- 
ly—with  even  superstar  directors.  "I  call 
[Bruckheimer]  the  great  water  torturer," 
says  Michael  Bay,  who  has  directed  five 
films  for  him,  including  Armageddon 
and  Pearl  Harbor.  "If  he  wants  some- 
thing, he'll  bug  you  to  death  until  it  gets 
done."  Verbinski  calls  Bruckheimer  "the 
heat  shield"  because  he  fended  off  Dis- 
ney, which  wanted  a  more  typically 
handsome  actor  like  Matthew  Mc- 
Conaughey  instead  of  Johnny  Depp  to 
play  the  lead  in  Pirates.  Depp  went  on  to 
nab  an  Oscar  nomination,  the  movie 
grossed  over  $1  billion,  and  two  sequels 
are  in  the  works.  That's  just  one  reason 
why  Disney  is  unlikely  to  let  Jerry  Bruck- 
heimer walk  away  again.  0 

-By  Ronald  Grover  in  Los  Angeles 
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HEN  DEPUTY  DE- 
fense  Secretary 
Paul  D.  Wolfowitz 
asked  Congress  in 
early  May  for  $25 
billion  more  for 
the  wars  in  Iraq 
and  Afghanistan,  Michael  Keane,  a  lec- 
turer at  the  University  of  Southern  Cali- 
fornia's Marshall  School  of  Business, 
reached  for  his  pen.  Like  many  other  B- 
school  teachers,  Keane  uses  case  stud- 
ies—analyses of  real  transactions  and 
outcomes— to  teach  MBA  students  in  his 
financial  strategy  class.  But  his  cases  offer 
a  sobering  twist— each  corporate  example 
is  taught  alongside  a  corresponding  mili- 
tary campaign.  And  Wolfowitz  had  just 
given  him  his  next  lesson  plan. 

Keane's  premise  is  simple.  Business 
and  military  strategy  are  based  on  simi- 
lar principles— but  with  war,  the  out- 
comes resonate  on  a  massive  scale.  Want 
a  model  for  a  successful  hostile 
takeover?  That's  easy:  the  Civil  War  bat- 
de  of  Vicksburg,  Miss.,  that  turned  the 
war  in  favor  of  the  Union  Army.  Repeat- 
ed failure  to  market  a  product  properly? 
Consider  the  flawed  campaigns  in  Viet- 
nam that  still  haunt  U.S.  policy  deci- 
sions. And  now,  Keane  is  teaching  a 
messy  mergers-and-acquisitions  case: 
the  war  and  reconstruction  of  Iraq. 
Sure,  it's  easy  to  suggest  military  strate- 
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gy  from  the  ivory  tower.  But  the  B-school 
lecturer,  who  is  also  a  rnilitary  strategist 
and  former  Defense  Dept  fellow,  saw  ac- 
tion firsthand  earlier  this  year  when  he  em- 
bedded with  the  U.S.  Army's  101st  Air- 
borne Division  in  Mosul,  Iraq.  He  was 
there  to  advise  the  division  on  integrating 
business  and  economic  development  into 
military  efforts.  Iraq,  he  says,  is  a  spectac- 
ular version  of  a  troubled  transaction,  rife 
with  serious  threats  to  success:  an  unde- 
termined desired  outcome,  culture  clashes, 
conflicting  interests,  and  an  endangered 
profit-and-loss  sheet 

Add  to  those  problems  some  angry 
shareholders,  in  this  case  senators  who 

Michael  Keane 

The  B-school  teacher  embedded  with 
the  101st  Airborne  Division  in  Iraq 

TITLE:  Lecturer,  University  of  Southern 

California's  Marshall  School  of  Business; 

managing  director,  Wedbush  Morgan  Securities 

AGE:  43 

BORN:  New  York  City 

CAREER:  1998-present,  lecturer,  USC;  2002- 

present,  managing  director,  Wedbush 

Morgan  Securities;  1995-1998,  consultant, 


IISSION  Keane  finds  scolded  WolJ 
that  waging  war  and  fowitz  for  ask-l 
jusiness  are  similar      mg3   essentially) 

for  a  blar 
:heck.  That  raises  another  lesson:  Al- 
ways integrate  expenditures  with  strate- 
gy—and conduct  meticulous  researcl 
before  plowing  ahead  with  a  business  or 
war  plan.  "I've  seen  better  due  diligence 
around  a  QuikStop  purchase,"  he  says  ofi 
the  Iraq  war. 

EXPLOSIVE  DISCONTENT 

AS  WITH  LEADERS  of  scandal-plagued 
companies,  Keane  draws  a  parallel  with 
those  in  charge  of  the  Iraq  war,  who  over- 
promised,  underachieved,  then  tried  to 
hide  failure.  The  lesson?  Make  clear  how 
each  action  will  help  accomplish  the  over- 
all goal,  and  be  honest  about  how  much 
money  and  human  capital  are  needed.  In 
Iraq,  the  fall  of  Baghdad  came  quickly 
enough  for  the  President  to  declare  a  mis 
sion  accomplished.  But,  as  it  turns  out, 
that  takedown  was  a  prelude  to  a  costly 
guerrilla  war  that  the  shareholders— U.S 
citizens,  Congress,  and  soldiers— weren't 
expecting.  Now  disappointment  has  giv- 
en way  to  explosive  discontent.  It  mirrors 
common  merger  problems  like,  say,  those 
between  J.P.  Morgan  &  Co.  and  Chase 
Manhattan  Bank  in  2001,  a  combination 
that  started  with  optimistic  talk  of  syner- 
gies but  devolved  into  turf  battles  and  a 
steep  share-price  decline. 

Keane's  class,  one  of  the  most  popular  at 
the  B-school,  is  likely  to  see  high  enroll- 
ment again  in  the  fall.  By  that  time  he'll 
have  new  material  on  exit  strategies— or 
the  lack  thereof.  The  haphazard  strategy 
for  extrication  has  left  the  U.S.  looking 
"like  entrenched  management  facing  a 
group  of  activist  shareholders,"  says 
Keane.  And  the  Iraqis  looking  like  a  group 
simmering  over  the  merger  terms.  I 

-By  Kate  Hazelwood  in  New  York 
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7am-10am:  Last  minute  client 
meeting  in  Beijing  to  discuss 
major  structural  change. 

11  am -4pm:  Intense  meeting 
with  engineers  to  defy  laws 
of  physics. 

7pm -1 1  pm:  Motivational 
meeting  with  contractors  to 
pull  off  the  impossible. 


(11:10pm:  Angry  voice 
message  from  fiancee  in 
Los  Angeles  complaining 
that  you  forgot  to  call.) 
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The  Other 
U.S.  Military 

The  private  contractor  biz  is  hot,  vast,  and 
largely  unregulated.  Is  it  out  of  control? 


ALMOST  SINCE  THE  FIRST 
American  tank  rolled 
into  Iraq  last  year,  the 
role  of  private  military 
contractors  has  been 
controversial.  When 
Kellogg  Brown  &Root 
Inc.  (KBR),  a  subsidiary  of  Halliburton 
Co.,  billed  the  government  hundreds  of 
millions  of  dollars  to  support  the  inva- 
sion, critics  griped  that  it  was  receiving 
preferential  treatment  because  of  ties  to 
the  Bush  Administration— and  was  over- 
charging to  boot.  When  the  bodies  of  four 
security  guards  employed  by  Blackwater 
USA  were  mutilated  in  Fallujah  in  March 
while  escorting  food  deliveries  to  U.S. 
troops,  Marines  laid  siege  to  the  city,  ig- 
niting widespread  violence.  And  when  a 
classified  U.S.  mil;  report  came  to 
light  in  late  April  lleging  abuses  of 
detainees  at  the  Abu  b  prison,  pri- 


vate military  contractors  (PMCs)  found 
themselves  in  the  center  of  a  firestorm. 

The  end  of  the  Cold  War  and  Pentagon 
efforts  to  increase  efficiency,  speed  the  de- 
livery of  services,  and  free  troops  for  pure- 
ly military  missions  have  triggered  a 
boom  in  the  outsourcing  of  work  to  pri- 
vate contractors.  Indeed,  with  the 
strength  of  America's  armed  forces  down 
29%,  to  1.5  million,  since  1991,  contrac- 
tors have  become  a  permanent  part  of  the 
military  machine,  doing  everything  from 
providing  food  services  to  guarding  Iraq 
Administrator  L.  Paul  Bremer. 

Now,  along  with  the  heady  growth, 
come  mounting  concerns  that  an  indus- 
try dependent  on  taxpayer  dollars  i..is 
been  spiraling  out  of  control.  That  is 
Congress,  the  Defense  Dept.,  and  the 
Coalition  Provisional  Authority  (CPA  i 
Iraq  scrambling  to  draft  regulations  that 
make  contractors— both  on  the  security 


ABOVE BAGHDAD 

A  chopper  from 
security  company 
Blackwater  USA 
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and  services/reconstruction  side  of  the  in 
dustry— more  accountable. 

Like  many  businesses  that  have  tc 
staff  up  rapidly,  some  security  contrac- 
tors have  cut  corners  in  the  rush  to  ex 
pand.  On  the  ground  in  Iraq,  contractors 
appear  to  have  operated  with  little  or  nc 
supervision.  Mercenaries  are  not  choir 
boys,  but  some  outfits  have  signed  ur 
hired  guns  trained  by  repressive  regimes 
And  revelations  that  civilians  are  per 
forming  sensitive  tasks  such  as  interro 
gation  have  jolted  Congress  and  the  pub 
lie.  "This  outsourcing  thing  has  gone 
crazy,"  says  Gary  D.  Solis,  a  former  Ma- 
rine Corps  judge  advocate  and  now  ad 
junct  law  professor  at  Georgetown  Uni 
versity.  "You  have  a  lot  of  people  with 
heavy  weaponry  answerable  to  no  one." 

TAKING  A  PLEDGE 

CONTRACTOR  PROBLEMS  are  not  con 
fined  to  the  headline-making  security  and 
interrogation  side  of  the  business.  The 
CPA's  new  inspector  general,  Stuart  W 
Bowen,  is  currendy  auditing  five  of  the 
biggest  contractors  in  Iraq— Fluor,  Par- 
sons, Washington  Group  International 
Perini,  and  KBR— to  make  sure  they  are 
following  U.S.  laws  and  codes  of  ethics. 
BusinessWeek  has  learned.  "Our  intent  is  to 
deter  waste,  fraud,  and  abuse  and  ensure 
compliance  with  federal  law,"  Bowen  said 
in  a  phone  call  from  Baghdad. 

There  is  no  single  industry  association 
for  contractors,  but  one  group,  Interna 
tional  Peace  Operations  Assn.  in  Ross 
lyn,  Va.,  is  trying  to  bring  some  order  to 
the  security  outfits.  Members  of  the  IPOA 
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must  pledge  to  follow  a  code  of  conduct 
and  "stricdy  adhere  to  all  relevant  inter- 
national laws  and  protocols  on  human 
rights."  The  IPOA  currently  has  just  nine 
members,  including  ArmorGroup  Inter- 
national Inc.,  a  British  security  firm  with 
900  employees  in  Iraq.  But,  says  IPOA 
President  Doug  Brooks,  "companies  are 
starting  to  come  together  and  realize  the 
value  of  having  an  organization  that  sets 
standards." 

BIG,  BUT  HOW  BIG? 

ALTHOUGH  MANY  PMCs  agree  that  the 
industry  would  benefit  from  increased 
oversight,  some  say  Uncle  Sam's  propos- 
als may  go  too  far.  Blackwater  USA,  based 
in  Moyock,  N.C.,  which  has  been  criti- 
cized for  employing  former  Chilean  com- 
mandos trained  during  the  dictatorship 
of  Augusto  Pinochet,  takes  issue  with  a 
Defense  Dept.  proposal  to  apply  the  Uni- 
form Code  of  Military  Justice  to  contrac- 
tors. But,  says  Blackwater  spokesman 
Chris  Bertelli,  "we  have  no  problem  with 
industry  standards  for  hiring  practices." 

The  exact  size  of  the  PMC  business  is  dif- 
ficult to  determine  because  there  is  no  cen- 
tral register  of  contracts,  and  the  Defense 
Dept.  sometimes  has  other  agencies  do  its 
purchasing.  For  example,  the  contract  with 
CACI  International  Inc.  at  Abu  Ghraib 
prison  was  admimstered  by  the  Interior 
Dept,  according  to  The  Washington  Post. 
Still,  P.W.  Singer,  a  fellow  at  the  Brookings 
Institution  and  author  of  Corporate  War- 
riors: The  Rise  of  the  Privatized  Military  In- 
dustry, estimates  it  is  a  $100  billion  indus- 
try with  several  hundred  companies 
operating  in  more  than  100  countries. 

In  a  May  4  letter  to  the  House  Armed 
Services  Committee,  Defense  Secretary 


Donald  H.  Rumsfeld  said  that  approxi- 
mately 20,000  private  security  workers 
are  employed  in  Iraq.  That  doesn't  in- 
clude the  thousands  of  civilians  recon- 
structing bridges,  roads,  and  phone  lines. 
In  the  Gulf  War,  the  military"  outsourced 
only  1%  of  its  work,  primarily  for  airfield 
maintenance.  Singer  estimates  that  con- 
tractors are  handling  as  much  as  30%  of 
the  military's  services— including  recon- 
struction—in Iraq.  "We  have  pushed  out: 
sourcing  way  beyond  what  anyone  con- 
templated," he  says. 

Spying  a  growth  business,  some  big  de- 
fense contractors  are  scoop- 
ing up  PMCs,  many  of 
which— especially  in  the  se- 
curity sector— are  small  and 
privately  held.  Computer 
Sciences  acquired  DynCorp, 
Northrop  Grumman  bought 
Vinnell,  and  L-3  Communi- 
cations nabbed  Military  Pro- 
fessional Resources  Inc. 
"[Defense  giants]  have  been 
buying  up  these  companies 
like  mad,"  says  Deborah  D. 
Avant,  a  professor  at  George 
Washington  University  who  is  writing  a 
book  about  military  contractors.  "This  is 
where  they  think  the  future  is." 

Yet  in  the  wake  of  Abu  Ghraib,  critics, 
including  current  and  former  military  of- 
ficials, are  starting  to  ask  some  hard  ques- 
tions: Has  the  military  pushed  outsourc- 
ing too  far  too  fast?  Where  do  you  draw 
the  line?  And  who's  in  charge?  A  June, 
2003,  report  by  the  General  Accounting 
Office  concluded  that  there  are  no  De- 
fense Dept.-wide  policies  "on  the  use  of 
contractors  to  support  deployed  forces,"  a 
situation  that  sows  confusion. 


"You  have  a 
lot  of  people 
with  heavy 
weaponry 
answerable 
to  no  one55 


Few  analysts  see  a  fundamental  pro 
lem  with  contractors  building  basi 
camps,  serving  food,  and  cleaning  to: 
lets— the  logistical  side  of  making  wa 
The  growing  concern  is  about  using  con 
tractors  to  perform  functions  such  as  se 
curity  and  interrogation.  A  report  by  Ma 
jor  General  Antonio  M.  Taguba  conclude 
that  two  interrogators-for-hire,  one  fror 
CACI  and  one  from  Titan  Corp.,  in  con 
junction  with  military  officers,  "were  e 
ther  directly  or  indirectly  responsible  fo 
the  abuses  at  Abu  Ghraib."  Titan  says  th 
individual  worked  for  a  subcontractor. 
"Why  the  hell  were  co 
tractors  there  in  the  fir; 
place?"  asks  John  D.  Hutso: 
a  former  Rear  Admiral  an 
Navy  judge  advocate  gene: 
who  is  now  dean  of  th, 
Franklin  Pierce  Law  Centei 
"I  have  a  problem  with  peo 
pie  carrying  weapons  in  ai 
offensive  way.  And  I  have  . 
serious  problem  with  peopl 
in  sensitive  positions,  lik 
interrogators." 

Blindsided  by  the  Abi 
Ghraib  scandal  and  allegations  tha 
PMCs  have  hired  questionable  employ 
ees,  Congress  is  putting  the  Pentagon  oi 
notice  to  get  a  grip  on  mercenaries  an 
even  more  benign  contractors.  Hous 
and  Senate  bills  would  require  Defens 
to  provide  Congress  with  a  plan  for  col 
lecting  data  on  contractors  and  clarify 
ing  the  responsibilities  of  commander! 
who  manage  them.  This  Wild  West  of . 
business  is  not  going  to  go  away,  but  i 
could  get  a  lot  tamer  fast.  ■ 

-By  Spencer  E.  Ante  in  New  York,  witf 
Stan  Crock  in  Washington 


Contract  Kings 


The  companies  with  the  biggest  contracts  in  Iraq  are  not  the  security  outfits  making  headlines. 
But  contractors  providing  services  and  doing  reconstruction  face  closer  scrutiny,  too. 


COMPANY 

KELLOGG  BROWN  & 
ROOT  (HALLIBURTON) 

BECHTEL  GROUP 


PARSONS 

INTERNATIONAL 
AMERICAN  PRODUCTS 

PERINI 


VALUE  WORK 

$3.97  billion      Extinguishing  oil-well  fires  in  Iraq  and  working  on  oil-field  reconstruction  in  southern  Iraq. 

$2.83  billion      Rebuilding  power  systems,  sanitation  services,  airports,  roads,  and  rail  systems.  Hired  Olive 
Security,  a  company  made  up  of  former  British  Special  Forces  officers,  to  provide  security. 

$880  million     Destroying  enemy  weapons  in  Iraq  and  rebuilding  the  oil  infrastructure  in  northern  Iraq. 

$528  million      Reconstructing  Iraq's  electrical  system-including  equipment,  operations,  and  maintenance- 
and  training  Iraqi  Ministry  of  Electricity  personnel. 

$525  million      Providing  goods  and  services  to  U.S.  Central  Command  and  fixing  Iraq's  southern  power  grid. 
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KINETIC    AIR  CIRCULATOR 


,VE   AIR-CIRCULATING   TECHNOLOGY 


DURABLE    CUSHIONING 


LE   SHOWN    FROM   THE   ROCKPORT  DRESSPORTS   3.0   COLLECTION, 
URING    PATENTED    KINETIC   AIR    CIRCULATOR'"   FOOTBED   TECHNOLOGY, 

ORT  SECURITY-FRIENDLY  FIBERLON   SHANK  AND  FLEXIBLE,   SHOCK-ABSORBING   OUTSOLE. 
LABLE    IN    MULTIPLE    SIZES   AND   WIDTHS    FOR    A  TRULY   CUSTOMIZED   I 
tfE    IN    COMFORT,   ARRIVE    IN    STYLE. 

'LL  FIND  ROCKPORT  COLLECTIONS  AT  FINE   RETAILERS   NEAR   YOU. 

^SE   VISIT   ROCKPORT.COM    FOR   A   LIST  OF   LOCATIONS    IN   YOUR   AREA. 


PROMOTES   AIR    FLOW 


O 


ROCKPORT 


Information  Technology  Software 


Teaching 

Microsoft 
To  Make 
Nice? 

General  counsel  Brad 
Smith  is  settling  suits 
and  turning  enemies 
into  partners 


IN  LATE  2001,  WHEN  BRADFORD 
L.  Smith  was  bidding  to  become 
Microsoft  Corp.'s  general  counsel, 
he  put  together  a  PowerPoint  pres- 
entation for  senior  execs  that  con- 
sisted of  a  single  slide.  The  mes- 
sage was  simple  and  potent:  It's 
time  to  make  peace.  Microsoft's  longtime 
legal  deputy  argued  that  the  software  gi- 
ant should  alter  its  legal  tactics— and 
business  practices— to  improve  its  rela- 
tionships with  regulators  and  tech  com- 
panies. Smith  found  a  receptive  audience 
in  Chairman  William  H.  Gates  III  and 
Chief  Executive  Steven  A.  Ballmer.  The 
company  was  just  then  putting  the  finish- 
ing touches  on  a  tentative  settlement  with 
the  Justice  Dept.  that  would  finally  end  a 
bitter  four-year  antitrust  battle,  and  they 
were  willing  to  try  something  new.  "I  felt 
like  I  not  only  got  the  job,  I  got  something 
of  a  mandate,"  Smith  recalls. 


In  fact,  Smith's  appointment  signaled  a 
major  shift  for  the  tech  industry's  school- 
yard bully.  For  most  of  its  29  years,  Mi- 
crosoft rarely  shied  away  from  a  court 
fight.  But  in  the  past  two  years,  the  com- 
pany has  aggressively  resolved  litigation 
with  governments  and  companies,  settling 
nearly  two  dozen  cases  and  shelling  out  $5 
billion  to  plaintiffs  in  the  process.  In  addi- 
tion to  the  deal  with  the  Justice  Dept.,  Mi- 
crosoft settled  disputes  with  AOL  Time 
Warner,  Sun  Microsystems,  and  smaller 
companies  such  as  Be  Inc.  Outsiders  say 
the  mild-mannered,  45-year-old  Midwest- 
erner  has  been  a  key  part  of  the  change.  "A 
big  reason  we  were  able  to  reach  a  settle- 
ment was  because  of  the  trust  I  had  in 
Brad,"  says  Paul  T.  Cappuccio,  general 
counsel  for  Time  Warner  Inc.,  which  re- 
ceived $750  million  when  it  settled  its  an- 
titrust suit  against  Microsoft  in  May,  2003. 

Smith  is  hardly  cutting  these  deals  on 


SMITH  "I  felt  like 
I  not  only  got  the 
job,  I  got 
something  of  a 
mandate" 


BE 


his  own.  Without  th  ;. 

support  of  Gates  an<  i. 

Ballmer,  Smith  woul 

be  writing  combativ 
^^^  briefs,    not    colossa 

checks.  While  Gate 
and  Ballmer  were  open  to  a  more  concilia  I 
tory  legal  approach,  it  was  Smith  who  del 
signed  the  strategy  to  make  it  happen.  Hil 
predecessor,  William  H.  Neukom,  who  rej 
tired  in  2002,  treated  legal  challenges  likl 
death  matches  during  his  22  years  as  genj 
eral  counsel.  Smith,  in  contrast,  is  a  natun 
diplomat.  "The  company  has  made  it  4pv 
priority  to  do  all  we  can  to  end  these  lega 
issues,"  Ballmer  says.  "What  Brad  ha 
brought  is  a  tremendous  amount  of  ener 
gy,  talent,  and  creativity  to  help  us  in  thi 
effort  and  to  do  so  in  a  way  that  increase^ 
collaboration  with  other  companies." 


A  WIN-WIN  FOCUS 

THE  COMPANY  STILL  FACES  a  doze 
cases  that  could  cost  it  billions  more  to  n 
solve.  Most  prominent  are  a  Europe 
Union  antitrust  case  and  a  private 
titrust  suit  filed  by  digital  media  rival  Re 
alNetworks  Inc.  Smith  won't  settle  at  a 
costs,  vowing  not  to  pay  unreasonably 
fees  or  compromise  on  Microsoft's  basil 
belief  that  it  has  the  right  to  add  feature! 
it  chooses  to  its  products.  But  he  promts 
es  to  keep  trying  to  resolve  cases  with  th 
same  philosophy  he  has  used  so  fa 
"Don't  allow  something  to  become  per 
sonal  if  it's  not.  Maintain  an  open  and  di 
rect  channel  of  communication  [and]  fc 
cus  on  win-win  opportunities,"  he  sayj> 
"If  you're  looking  at  a  single  issue,  it  cai 
be  hard  to  bridge  differences.  But  if  yo* 
can  expand  people's  horizons  so  tha 
we're  looking  at  three  or  four  issues,  w> 
sometimes  create  opportunities  to  fash 
ion  a  win-win  that  weren't  there  before.' 
Smith's  most  daunting  challenge  ma; 
be  within  Microsoft.  If  the  company5 
hyperaggressive  culture  isn't  tamed,  i 
could  get  into  new  legal  scraps  faste 
than  Smith  can  resolve  the  old  ones.  Al 
ready,  trouble  is  brewing.  Microsof 
plans  to  incorporate  Web  search  intt 
Windows— an  attempt  to  use  its  operat 


k 


AIitdeNicer5aLot 
Lighter  in  the  Wallet 

Brad  Smith  has  spent  $5  billion 
to  settle  several  major  lawsuits. 
Now  he's  trying  to  reach  deals  in 
other  important  cases. 


MAJOR  SETTLEMENTS 

U.S.  JUSTICE  DEPT.  In  the  long-running  antitrust  trial,  Microsoft  was  ruled  an  illegal  monopo 
using  its  Windows  operating  system  to  elbow  Netscape  Communications  out  of  the  Web  browsi 
market.  Microsoft  settled  in  2001,  agreeing  to  change  its  business  practices.  It  was  not  fined. 

STATE  SUITS  After  the  federal  antitrust  ruling,  several  states  filed  class  actions,  claiming  that 
consumers  were  overcharged.  Microsoft  has  agreed  to  pay  about  $1.5  billion  to  settle  10  of  the 

SUN  MICROSYSTEMS  Sun  claimed  that  Microsoft  altered  its  Java  programming  language  in 
violation  of  a  license  agreement.  On  Apr.  2,  Microsoft  agreed  to  pay  Sun  $1.95  billion  and  collar, 
on  technology. 
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rig-system  monopoly  that  could  provoke 
rustbusters.  Adversaries  say  they  appre- 
iate  Smith's  diplomacy  but  doubt  the 
ompany  will  change  fundamentally. 
The  question  is:  Is  it  real  or  is  it  a  mi- 
age?"  says  Thomas  Vinje,  a  partner  at 
iw  firm  Clifford  Chance  LLP  in  Brussels, 
/ho  has  represented  Microsoft  foes. 

Smith  concedes  that  Microsoft  has  a  lot 
d  prove.  "This  is  a  work  in  progress,"  he 
ays.  "Nobody's  going  to  be  able  to  evalu- 
te  how  successful  we  are  until  we're  sev- 
ral  years  out  and  people  can  look  back  at 
ow  we've  done  things." 

From  his  earliest  days,  it  was  clear  that 
mith  was  going  to  be  good  with  people, 
lis  father,  a  manager  at  Wisconsin  Bell 
telephone  Co.,  bounced  around  the  state 
i  different  posts,  moving  the  family  each 
uric  Smith's  way  of  coping  with  new 
chools  was  to  plunge  into  student  activi- 
es  and  make  new  friends.  He  was  editor 
f  his  high  school  newspaper  in  Appleton, 
Vis.,  and  student  government  president 
is  junior  and  senior  years.  So  busy  was 
mith  that  he  used  his  mom's  Pontiac  sta- 
lon  wagon  as  his  office— packing  it  with 
tudent  government  and  newspaper  work. 

High-school  gave  him  a  chance  to  de- 
elop  his  diplomatic  skills,  too.  When  he 
tarted  at  Appleton  West  High  School  in 
tie  1970's,  students  complained  about  the 
trict  hallway  policy— they  were  barred 
rom  walking  the  halls  for  any  reason 
uring  class  time.  As  class  president, 
mith  helped  broker  a  deal  to  establish  a 
•ass  system  so  students  could  use  the 
alls  for  legitimate  reasons,  like  running 
a  their  lockers  for  a  textbook.  "He  was 
ery  good  at  dealing  with  all  those 
roups,"  says  Tom  Fanning,  a  retired  Ap- 
pleton West  history  teacher. 

College  opened  the  world  to  Smith.  His 
rrst  trip  abroad  came  as  a  Princeton  Uni- 
ersity  senior,  when  he  traveled  to  Geneva 
d  work  on  his  thesis  on  international 
efugee  law.  After  graduating  from  Co- 
ombia  Law  School  in  1985,  he  landed  at 
Washington,  D.C.,  firm  Covington  &  Burl- 
ig,  and  by  1989,  he  had  moved  to  its  Lon- 
lon  office.  Microsoft  hired  him  in  1993  to 
un  legal  affairs  at  its  European  headquar- 


ters in  Paris.  It  brought  him  to  the  Red- 
mond (Wash.)  headquarters  in  1996  to 
manage  international  legal  affairs. 

"ENGAGING" 

BY  THE  TIME  Smith  became  general 
counsel  in  2002,  the  company  was  not 
only  weary  from  the  four-year  antitrust 
battle  but  isolated  from  many  in  its  in- 
dustry. In  a  business  where  collaboration 
is  vital,  few  companies  had  come  forward 
to  defend  Microsoft.  And  Smith's  prede- 
cessor, Neukom  had  an  uncompromising 
style  that  rankled  foes  and  some  partners 
alike.  Neukom  denies  he  was  too  harsh 
and  says  "it  takes  two  to  litigate."  But 
others  in  the  industry  draw  a  sharp  con- 
trast between  him  and  Smith.  "One  was 
very  unapproachable,  and  the  other  is 
very  engaging,"  says  Lee  Patch,  vice-pres- 
ident for  legal  affairs  at  Sun. 

Smith's  willingness  to  seek  a  middle 
ground  led  to  the  breakthrough  in  his  set- 
tlement with  longtime  foe  AOL.  He  started 
by  getting  to  know  Cappuccio  over  lunch 
at  the  Four  Seasons  restaurant  in  New 
York.  The  two  hit  it  off  so  well  that  they 
talked  until  the  restaurant  shut  down  in 
mid-afternoon.  Later,  Smith  tried  to  shift 
the  focus  from  the  companies'  differences 
and  offered  a  settlement  with  benefits  for 
both  companies.  Microsoft  would  cut  AOL 
a  check  if  the  Net  access  leader  would 
agree  to  license  Microsoft's  digital  media 
software  for  playing  music  and  movies. 
Cappuccio  went  for  it  and  the  deal  was 
inked  a  year  ago. 

Smith's  work  is  far  from  done,  but  he's 

optimistic  about  finding  common  ground 

in  more  disputes.  "With  enough  time  and 

a  little  creativity,  anything  is  possible,"  he 

says.  His  dream  isn't  beyond  reach.  After 

all,  who  would  have  predicted  two  years 

ago  he  would  turn  onetime  enemies  Sun 

and  AOL  into  Microsoft's  bedfellows?  ■ 

-By  Jay  Greene  in  Redmond,  Wash., 

with  Andy  Reinhardt  in  Paris  and 

Tom  Lowry  in  New  York 


For  a  Q&A  and  a  bio  on 
Brad  Smith,  go  to  www.businessweek.com/ 
magazine/extra. htm 


)R  UNRESOLVED  LAWSUITS 

CAN  UNION  Regulators  accused  Microsoft  of  illegally  using  its  Windows  monopoly  to  gain 
i  in  the  digital-media  player  and  server  markets.  The  European  Commission  ruled  against 
)ft  on  Mar.  24  and  imposed  a  $612  million  fine.  Microsoft  plans  to  appeal. 

ETWORKS  It  has  sued  for  $1  billion,  accusing  Microsoft  of  illegally  using  Windows  to  gain  an 
istribution  advantage  for  its  digital-media  software.  The  case  is  expected  to  go  to  trial  in  2006  at 
iest. 

OF  MASSACHUSETTS  It's  the  only  state  that's  continuing  to  pursue  the  federal  antitrust  case, 
the  Justice  Dept.  deal  doesn't  do  enough  to  protect  consumers.  A  court  ruling  is  expected  this  year. 
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Finance  Stock  Exchanges 


Archipelago:  'The  Thorn 

In  NASDAQ's  Side' 

Its  powerful  electronic  stock  exchange  is  rapidly  stealing  market 
share  from  the  leader.  And  now  it's  on  the  verge  of  going  public 


GERALD  D.  PUTNAM  HAS 
been  stalking  his  prey  for 
eight  years  now.  At  the 
height  of  the  late  1990s 
day-trading  frenzy,  he 
devised  a  quicker  way  for 
investors  to  get  the  best 
prices  for  stocks  and  bypass  NASDAQ's 
aging  automated  marketplace.  Today,  as 
chief  executive  of  Archipelago  Holdings 
LLC,  operator  of  the  superfast  ArcaEx 
stock  exchange,  Putnam  finally  has  NAS- 
DAQ squarely  in  his  sights. 

In  the  past  year,  his  Chicago-based 
outfit  has  snared  nearly  a  fifth  of  the  trad- 
ing volume  in  NASDAQ  stocks.  With  a 
pending  initial  public  offering  expected  to 
raise  a  war  chest  of  several  hundred  mil- 
lion, the  45-year-old  Putnam  is  poised  to 
do  more  damage.  Says  Celent  Communi- 
cations LLC  analyst  Jodi  Burns:  "He  rep- 
resents the  thorn  in  NASDAQ's  side." 

Putnam's  assault  is  triggering  fierce 
resistance  from  NASDAQ.  On  April  12, 
just  a  few  weeks  after  Archipel- 
ago filed  its  IPO  papers,  NAS- 
DAQ announced  steep  price  cuts 
for  trades  between  its  biggest- 
volume  customers— slicing  its 
levy  on  trades  from  a  tenth  of  a 
penny  per  share  to  a  hundredth 
of  a  cent.  It  hiked  the  rebates  it 
pays  broker-dealers  who  bring 
in  new  business.  And  it  elimi- 
nated their  fees  if  they  trade 
New  York  Stock  Exchange-list- 
ed securities  on  its  system. 
"NASDAQ  seems  to  be  trying  to 
derail  the  Archipelago  IPO,"  ar- 
gues Seth  Merrin,  CEO  of  New 
York  institutional  broker  Liq- 
uidnet  Inc. 

The  batde  will  certainly  be  fu- 
rious, but  Putnam  may  have  the 
upper  hand.  Just  as  NASDAQ  dis- 
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rupted  less  electronically  savvy  players  in 
the  1970s  by  pioneering  a  novel  comput- 
er-trading system,  Putnam's  ArcaEx  ex- 
change is  creating  havoc  for  NASDAQ.  Ar- 
caEx, along  with  electronic  trading 
networks  run  by  Instinet  Group  Inc.  and  a 
few  others,  has  been  luring  traders  with 
low  fees  and  more  user-friendly  systems 
that  often  provide  better  access  to  the  best 
prices  for  stocks. 

MOMENTUM  SHIFT 

BY  ITS  OWN  RECKONING,  NASDAQ's 
share  of  trading  volume  in  its  own  listed 
stocks  has  plunged  from  86.6%  in  January, 
2003,  to  just  47.8%  last  month.  Mean- 
while, ArcaEx  picked  up  18.8%  of  the  vol- 
ume, up  from  virtually  nothing,  while  In- 
stinet reached  24.2%,  compared  with 
12.4%  before.  The  business,  says  Instinet 
Executive  Vice-President  Andrew  Gold- 
man, has  become  "hypercompetitive." 

NASDAQ's  reversal  of  fortune  is  show- 
ing up  in  its  bottom  line.  Despite  a  surge 


The  Triple  Threat 
Of  ArcaEx 

The  electronic  stock  exchange  is 
planning  an  IPO,  and  that  spells  trouble 
for  NASDAQ  and  other  rivals 

CASH  Raising  several  hundred  million  dollars 
would  give  Archipelago  the  cash  to  extend  its  lead 
in  technology  and  to  build  its  brand 

CURRENCY  By  using  stock  to  buy  other  electronic 
stock-t  pding  networks,  the  exchange  would  be 
able  to      w  faster 

\  'isting  would  boost  its  visibility  and 
cachet  an         i  estors,  traders,  and  companies 
deciding  ;;st  their  own  shares 

Data:  BusinessWeek 


in  trading  on  Wall  Street  in  recent 
months,  its  revenue  plunged  21%,  to 
$128.4  million,  in  the  first  quarter.  It  eked 
out  a  paltry  $4.6  million  profit  only  be- 
cause it  cut  costs  to  the  bone,  slashing  its 
staff  by  29%  in  the  past  year.  By  contrast, 
Archipelago's  revenue  surged  67%,  to 
$146  million,  producing  a  $21.6  million 
profit,  vs.  an  $18.5  million  loss  in  the 
year-earlier  period.  Instinet,  which  is 
controlled  by  Reuters  Group  PLC  andl 
owns  4.4%  of  Archipelago,  boosted  its 
revenue  21%,  to  $313  million,  and  turned 
a  $34  million  loss  a  year  earlier  into  a 
$19  million  profit.  Unlike  Archipelago, 
Instinet  doesn't  run  a  full-fledged  ex- 
change, but  it  does  have  Reuters'  deep 
pockets  to  bankroll  its  efforts  to  poach 
business  from  NASDAQ. 

Now,  Putnam  is  getting  ready  to  step 
up  his  assault  on  NASDAQ.  Even  if  some 
of  the  original  investors— such  as  the 
IPO's  lead  underwriter,  Goldman,  Sachs  & 
Co.— cash  out,  Putnam  will  probably  be 
left  with  a  minimum  of  several  hundred 
million  to  pump  into  Archipelago.  That's 
in  addition  to  some  $50  million  Archipel- 
ago collected  in  November  when  it  sold  a 
23-4%  stake  to  private-equity  firm  Gener- 
al Atlantic  Partners  LLC,  which  usually 
holds  investments  over  several  years.) 
Putnam  is  expected  to  devote  much  of  th 
cash  to  keeping  ArcaEx's  technology 
ahead  of  its  rivals  and  to  build  its  brand  in 
a  push  to  win  listings  from  companies 
that  might  otherwise  go  to  NASDAQ. 

Putnam  could  also  pursue  more  acqui 
sitions  by  using  his  quoted  stock  as  cur- 
rency. Archipelago  already  has  snapped 
up  a  competing  electronic-trading  net- 
work, REDIBook  ECN  LLC,  and  partnered 
with  the  Pacific  Exchange  Inc.,  which 
gave  it  exchange  status— something  NAS- 
DAQ has  never  been  able  to  persuade  the 
Securities  &  Exchange  Commission  tc 
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grant  it.  Celenfs  Burns  figures  that  Put- 
nam will  have  a  "huge  cash  reserve"  to 
use  as  he  sees  fit.  Archipelago  hasn't  said 
when  it  will  start  marketing  the  IPO, 
when  it  will  launch  the  offering,  what  it 
will  do  with  the  proceeds,  or  how  it  will 
price  it.  It  declines  to  comment  while  the 
IPO  is  pending. 

Despite  the  threat  of  an  Archipelago 
suddenly  flush  with  cash,  NASDAQ  insists 
that  its  price-cutting  isn't  aimed  at  killing 
the  IPO.  Executive  Vice-President  Christo- 


pher Concannon  says  NASDAQ  is  only 
"staking  out  a  price-leadership  position." 
But  if  NASDAQ's  lower  rates  prove  to  be 
enticing  to  broker-dealers,  they  could  shift 
millions  of  dollars  in  business  back  to 
NASDAQ— and  cause  a  world  of  hurt  for 
Archipelago.  Transaction  fees  accounted 
for  93.5%  of  Archipelago's  revenue  last 
year.  It's  too  early  to  tell  whether  Archipel- 
ago is  losing  much  business  by  not  match- 
ing NASDAQ's  price  cuts,  or  to  know  how 
long  NASDAQ  can  maintain  them.  So  far 


Winning  Share 

Archipelago's  share  of  trading  volume 
of  NASDAQ-listed  stocks  has  exploded 

ARCHIPELAGO  NASDAQ 


MARCH  2003 


0.3%      80.9% 


APRIL  2004 


18.8        47.8 


Data:  NASDAQ 


the  move  hasn't  done  much  for  NASDAQ's 
bottom  line:  Its  market  share  crept  up  just 
a  tenth  of  a  point  in  April. 

Whether  or  not  NASDAQ  is  deliberate- 
ly targeting  Archipelago,  its  moves  have 
unsettled  Putnam.  In  fact,  he  had  to  file 
amended  papers  with  the  SEC  on  Apr.  20 
and  list  extra  risk  factors  that  could  make 
potential  investors  jittery.  He  warned  that 
the  price-cutting  could  trim  Archipelago's 
revenues  "materially  and  adversely." 
While  some  observers  think  the  IPO 
could  raise  $1  billion,  NASDAQ's  moves 
might  make  that  figure  unrealistic.  Al- 
ready, the  IPO  is  taking  longer  than  ex- 
pected to  get  on  the  road,  and  now  mar- 
kets have  been  faltering  and  the  slack 
summer  IPO  season  is  approaching. 

Putnam  faces  some  other  complica- 
tions. For  one,  the  SEC  is  threatening  to 
cap  certain  fees,  which  would  make  life 
more  difficult  for  all  the  market  players. 
And  Archipelago  is  wrestling  with  a  seri- 
ous legal  challenge  that  could  cloud  the 
IPO's  outlook:  Trader  and  author  Lewis  J. 
Borsellino,  a  former  partner  who  had  a 
falling-out  with  Putnam  in  their  pre- 
Archipelago  days,  claims  he  is  owed  at 
least  $80  million  for  fi- 
nancing the  original 
technology.  He's  trying 
to  force  the  company  to 
put  the  IPO  proceeds 
into  escrow  while  his 
case  proceeds.  Archipel- 
ago is  fighting  the  suit 
But  if  Putnam  keeps  winning  more 
business,  his  rivals  probably  will  have  big- 
ger worries.  And  it  may  not  be  long  before 
Putnam  takes  aim  at  even  bigger  game.  He 
told  global  leaders  at  a  World  Economic 
Forum  session  a  few  years  ago  that  he  was- 
n't sure  the  NYSE  "is  really  such  a  nation- 
al treasure  that  we  all  need  to  protect." 
While  Putnam  already  is  craving  the 
NYSE's  business,  the  Big  Board  hasn't  tak- 
en note  of  Archipelago— at  least  not  yet  ■ 
-By  Joseph  Weber  in  Chicago 


IN  A  FIGHT 

Recent 

NASDAQ  price 
cuts  could  put 
a  damper  on 
Putnam's  IPO 
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Marsh  Mac's 
Integrity  Injection 

The  beleaguered  financial-services  giant 
places  a  bet  on  security  star  Kroll 


AFTER  FINDING  ITSELF 
the  subject  of  several 
recent  investigations, 
Marsh  &  McLennan 
Cos.  is  expanding  its 
expertise  in  the  area. 
The  insurance  and  fi- 
nancial-services giant's  $1.9  billion  pur- 
chase of  premier  risk  consultancy  Kroll 
Inc.,  announced  on  May  18,  gives  MMC  a 
foothold  in  services  ranging  from  foren- 
sic accounting  to  executive  security. 
More  important,  perhaps,  snapping  up  a 
company  that's  devoted  to  preserving 
corporate  integrity  may  help  belea- 
guered Marsh  &  McLennan  regain  some 
esteem  on  Wall  Street.  The  stakes  are  es- 
pecially high  for  MMC  Chairman  and 
Chief  Executive  Officer  Jeffrey  W.  Green- 
berg,  52,  who  initiated  the  cash  deal  as 
various  parts  of  his  $11.6  billion  empire 
have  come  under  scrutiny  from  in- 
vestors and  regulators. 

WIN-WIN 

CERTAINLY,  THE  MARKET'S  initial  posi- 
tive reaction  to  Greenberg's  pricey  bet  is  a 
welcome  relief  from  the  controversies 
that  have  plagued  MMC's  main  business- 
es. Just  as  its  Putnam  Investments  unit 
agreed  to  pay  out  $110  million  in  settle- 
ments in  April  over  its  trading  practices  in 
mutual  funds,  New  York  State  Attorney 
General  Eliot  Spitzer  started  looking  into 
potential  conflicts  of  interest  in  the  Marsh 
Inc.  brokerage  business.  (In  an  illustra- 
tion of  the  clubby  world  in  which  these 
players  operate,  Spitzer  once  worked 
with  Kroll  Chief  Executive  Michael  G. 
Cherkasky  in  the  New  York  County  Dis- 
trict Attorney's  Office.)  Cherkasky  will 
run  Marsh  Inc.'s  newly  combined  risk- 
consulting  business  while  founder  Jules 
B.  Kroll,  who  has  close  ties  to  Greenberg 
and  his  father,  American  International 


How  Kroll  Boosts 
Marsh  &  McLennan 

The  $1.9  billion  purchase  of  Kroll 
helps  MMC  by: 


REVVING  UPgrowth  with  booming  businesses 
such  as  corporate  security  and  restructuring  services 


BOLSTERING  its  damaged  reputation  by  adding  an 
outfit  that  stakes  its  fortunes  on  preserving  integrity 


SERVING  its  existing  customers  better  with  a  range 
of  added  complementary  services 


Data:  BusinessWeek 


Group  CEO  Maurice  R.  Greenberg,  will     has 
become  a  vice-chairman  of  Marsh. 

Still,  many  view  the  deal  as  a  win  on 
all  sides.  Marsh  &  McLennan's  stock 
began  to  rise  on  the  news— an  unusual 
market  reaction  to  acquisitions.  It  had 
been  trading  near  its  52-week  low.  Ana- 
lysts like  the  fact  that  Kroll  is  in  a  lucra- 


tive sector  that  complements  several 
mature  MMC  businesses.  "That's  the 
one  thing  that  Kroll  is  doing— grow- 
ing," says  Standard  &  Poor's  equity 
analyst  Greg  Simcik.  "Marsh  is  having 
some  trouble  with  that."  Greenberg 
argued  that  Kroll  "is  a  powerful 
strategic  fit." 

"DIFFERENT  ROOMS" 

THE  PAYOFF  FOR  Kroll  may  be  even  bet- 
ter. In  addition  to  getting  a  32%  premium 
on  its  shares  at  the  time  the  deal  was  an- 
nounced, the  $485  million  security  outfit 
should  get  access  to  a  much  broader 
client  base.  MMC's  Mercer  Inc.  consul- 
tancy is  a  powerhouse  in  the  nation's  hu- 
man resources  departments,  where  Kroll 
does  background  checks.  MMC's 
brokerage  places  a  major  chunk  of 
corporate  insurance,  an  area  in 
which  Kroll  already  does  post-inci- 
dent reports.  "We  live  in  the  same 
house  of  a  client,  but  we  have  been 
occupying  different  rooms,"  says 
Kroll,  who  launched  the  company 
in  1972  and  netted  $110  million  for 
his  stake.  While  he  wasn't  looking 
to  sell,  Kroll  adds,  extending  his 
concept  of  risk  management  into 
these  areas  "is  the  fulfillment  of  a 
lifetime  dream." 

Of  course,  aligning  one's  for- 
tunes with  a  company  embroiled 
in  scandal  can  quickly  become  a 
nightmare.  That's  especially  true 
at  Kroll,  which  bases  its  entire 
identity  on  upholding  integrity 
and  security  while  ferreting  out 
wrongdoing.  Among  other 
things,  it's  known  for  tracking 
down  the  assets  of  dictators  such 
as  Haiti's  Jean-Claude  "Baby 
Doc"  Duvalier  and  Iraq's  Sad- 
dam Hussein. 

Cherkasky  admits  that  MMC's 
woes  came  up  in  conversation 
when   the   deal  was   proposed. 
"We're  a  due  diligence  compa- 
ny," he  says.  "But  this  is  also  a 
company    that    looks    past    the 
headlines."  In  his  view,  MMC's 
history,  brand  strength,  and  pro- 
fessionalism outweigh  the  scan- 
dals  weighing    it   down.    Then 
again,  observers  note  that  Kroll 
been  beefing  up  fund  manager 
background  checks  and  was  hired  to 
do  forensics  on  the  kind  of  market- 
timing  practices  that  got  Putnam  into 
trouble.  The  true  value  of  this  mar- 
riage is  perhaps  yet  to  be  seen.  ■ 

-By  Diane  Brady,  with  Mara  Der 
Hovanesian,  in  New  York 
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COMMENTARY 


BY  EMILY  THORNTON 


Corporate  Control  Freaks 

Investors,  beware:  Google  and  others  are  out  to  sidestep  governance  reforms 


ATTENTION,  INVESTORS  con- 
sidering joining  the  rush  to 
hand  over  $2.7  billion  to 
Google  Inc.  in  one  of  this  year's 
hottest  initial  public  offerings: 
You  will  be  buying  shares  of  a  company 
that  may  ignore  a  key  corporate-gover- 
nance reform.  Not  all  members  of  the 
board  committee  that  determines  the  pay 

and  perks  of  Google's  execs  are  likely  to  be  independent  Nor  are 
all  those  on  the  committee  that  nominates  Google's  directors. 

How  can  Google  get  away  with  this?  The  answer  lies  on  page 
89  of  its  prospectus.  If  shareholders  representing  two-thirds  of 
the  votes  agree,  Google  may  declare  itself  a  "controlled  compa- 
ny." As  such,  it  will  be  exempt  from  new  New  York  Stock  Ex- 
change and  NASDAQ  requirements  that  a  majority  of  a  compa- 
ny's board  as  well  as  all  members  of  the  nominating  and 
executive  compensation  committees  must  be  independent. 
Google  declined  to  comment  because  it  is  in  the  standard 
quiet  period  before  its  offering. 

Google's  decision  to  consider  an  exception  to  the 
reforms  is  at  the  heart  of  a  troubling  issue.  Stock 
exchanges  adopted  new  rules  in  November  to 
curb  self-dealing  and  corporate  abuse  by 


KEEPING  OUTSIDE 
DIRECTORS  AT  BAY 

Companies  in  which  insiders  control  more  than  half 
the  votes  can  get  around  new  rules  aimed  at  making 
boards  more  independent.  Some  recent  examples: 


GOOGLE 


INFRASOURCE 
SERVICES 


ORBIT! 


WIT  OFFSHORE 


The  Web  search  engine's  board  may  not  have  independent 
compensation  or  nominating  committees 


The  construction-services  outfit  won't  have  an  independent 
board,  nominating,  or  compensation  committee 


The  online  travel-sen/ices  company's  board,  along  with  the 
compensation  and  nominating  committees,  are  packed  with 
directors  affiliated  with  its  founding  airlines 


The  oil-and-gas-exploration  company's  only  independent 
committee  will  be  compensation 


Data:  Securities  &  Excnange  Commission  filings 


making  boards  more  independent  of  management.  But  the 
rules  have  a  big  loophole:  Companies  in  which  an  individual, 
group,  or  another  company  holds  more  than  50%  of  their 
votes  can  ignore  them. 

Google  is  in  good  company.  No  one  knows  exactly  how  many 
companies  are  filing  for  exemptions  and  regulators  won't  have 
a  count  until  yearend.  But  a  long  queue  of  companies  ranging 
from  cable-TV  outfit  Cox  Communications  Inc.  to  Weight 
Watchers  International  Inc.  seems  to  be  forming.  Newly  mint- 
ed public  companies  such  as  Orbitz  and  IPO  candidates  such  as 
oil-and-gas  exploration  outfit  W&T  Offshore  Inc.  are  also  lining 
up.  "It  seems  appropriate,  given  that  the  five  founding  airlines 
or  their  affiliates  own  approximately  68%  of  our  stock,"  says 
spokeswoman  Maryellen  Thielen  of  Orbitz,  which  went  pubhc 
in  December.  W&T  Offshore  declined  to  comment. 

Even  mutual-fund  researcher  Morningstar  Inc.,  which  plans 
to  go  pubhc,  is  tempted  by  the  loophole.  It  warns  investors  in  its 
prospectus  that  it  will  "rely  on"  the  exemption,  though  it  will 
have  an  independent  board  and  committees  for  the  "foresee- 
able future."  Morningstar  declined  to  comment. 

Companies  that  skirt  the  reforms  carry  risks  for  investors.  In 
the  worst  case,  managements  largely  insulated  from  oversight 
by  independent  directors  could  end  up  like  previous  wipe- 
outs  controlled  by  insiders,  such  as  Adelphia  Communi- 
cations Corp.  And  even  in  the  best  case,  many  could  be 
shunned  by  institutional  investors,  potentially  de- 
pressing their  value.  As  part  of  an  initiative  to 
grade  IPOs,  Rockville  (Md.)-based  corporate 
governance  adviser  Institutional  Shareholder 
Services  Inc.  has  started  giving  negative  marks  to 
companies  that  plan  to  sidestep  the  reforms.  Jay  W. 
Lorsch,  a  professor  specializing  in  corporate  gover- 
nance at  Harvard  Business  School,  warns  that  absent 
independent  directors,  "the  majority  shareholders 
can  walk  all  over  the  minority." 

Proponents  of  the  exemption  contend  that  in- 
vestors benefit.  Without  it,  tightly  controlled  gems 
such  as  Google  may  never  go  pubhc.  And  people  as- 
sociated with  a  company,  they  say,  could  be  the  best 
candidates  to  oversee  it.  "They've  got  skin  in  the 
game,"  says  Cox  Communications  Chief  Financial 
Officer  Jimmy  W  Hayes 

Maybe  so.  But  going  around  reforms  negates  the 
reason  they  were  created  in  the  first  place— to  restore 
investor  trust.  "Companies  need  to  go  above  and  be- 
yond the  requirement,"  says  Louis  M.  Thompson  Jr., 
president  and  CEO  of  the  National  Investor  Relations 
Institute.  Investors  who  spot  companies  that  don't 
should  proceed  with  caution.  ■ 
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Think  You  Could 
Do  This  at  89? 

Granddaddy  of  fitness  Jack  LaLanne  is 
flexing  for  a  whole  new  audience 


EFORE  THE  STAIRMAS- 
ter,  Body  by  Jake,  Power 
Bars,  Dr.  Atkins,  and  a 
health  club  on  every  cor- 
ner, there  was  Jack 
LaLanne.  In  the  1950s 
and  '60s,  LaLanne's  daily 
physical  fitness  program  was  must-see  TV 
for  millions  of  housewives  fighting  flab. 
Well,  love  handles  are  still  with  us,  and  so, 
it  turns  out,  is  the  indefatigable  LaLanne. 
At  89  (he'll  be  90  in  September),  the 
king  of  pushups  is  mounting  an  unlikely 
comeback  LaLanne's  national  TV  show, 
which  ran  from  1953  to  1985,  is  gaining 
new  exposure  on  ESPN  Classic.  The  nos- 
talgia network  has  been  running  the 
black-and-white,  half-hour  sweatfests  dai- 
ly since  October.  It  added  a  second  airing 
on  weekdays  in  March.  "We  thought  this 
would  be  a  great  idea,  given  that  there  is 
such  a  cult  following  for  Jack,"  says  Crow- 
ley Sullivan,  head  of  programming  and  ac- 
quisitions at  ESPN  Classic,  who  acquired 
the  rights  to  the  shows  from  LaLanne. 

Then  there's  LaLanne's  thriving  biz  as  a 
motivational  speaker.  For  a  two-hour  talk, 
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which  often  includes  leading  the  audience 
in  exercises,  companies  and  senior  groups 
pay  $15,000.  He  accepts  about  one  date  a 
month.  The  biggest  payday  these  days, 
though,  is  the  $150  Jack  LaLanne  Power 
Juicer,  the  vegan's  answer  to  the  George 
Foreman  grill.  On  infomercials  and  the 
Home  Shopping  Network,  LaLanne  and 
Elaine,  his  wife  of  45  years,  pitch  the  ap- 
pliance that  serves  up  vegetable  and  fruit 
elixirs.  The  manufacturer,  Fairfield  (N.J.)- 
based  TVistar  Products  Inc.,  says  the  juicer, 
which  launched  in  January,  2002,  just 


THE  STAT 


1 


Million 

The  number  of  $150 
Jack  LaLanne  Power 
Juicers  sold  since 
January,  2002 


NO  SWEAT  His  TV  show 
has  been  resurrected 
on  ESPN  Classic 

passed  a  million  in  sales. 
Says  Jack:  "We've  never 
had  so  much  money." 

LaLanne  has  been 
less  visible  in  recent 
years,  but  he  stayed  in 
the  fitness  biz.  When  his 
show  went  off  the  air,  he 
yakked  about  health  on 
talk  shows.  The  Jack 
LaLanne  Health  Spa 
chain  was  sold  to  Bally 
Entertainment  Corp., 
and  Jack  still  gets  a 
monthly  check  as  part  of 
a  noncompete  deal.  But 
today  the  LaLanne  brand  is  brimming 
with  life.  Jack  says  his  fitness  message  res- 
onates with  fans  because  they  trust  the 
messenger:  Tve  always  told  the  truth  and 
practiced  what  I  preached.  And  everything 
I  preached  has  come  to  pass.  Isn't  nutrition 
everything?  Isn't  exercise  king  today?" 

TUNE  IN,  TONE  UP 

THAT  SURE  WASN'T  the  case  when 
LaLanne  got  his  start  in  a  gym  he  opened 
in  Oakland,  Calif.,  in  1936.  He  had  to  scuf- 
fle for  customers  to  lift  weights  and  eat  at 
the  snack  bar  that  served  peanut  butter 
and  honey  sandwiches.  But  a  Bay  Area  yo- 
gurt company  in  1951  sponsored  the  first 
LaLanne  TV  show,  which  aired  locally  in 
San  Francisco.  Two  years  later  the  pro- 
gram made  its  national  debut,  drawing 
mostly  stay-home  moms  who  tuned  in  to 
tone  up.  A  broomstick,  towel,  and  hard- 
back chair  were  the  only  props. 

These  days,  LaLanne  still  talks  the  talk 
and  touches  the  toes.  The  LaLanne  home 
in  Morro  Bay,  about  halfway  between  Los 
Angeles  and  San  Francisco,  is  equipped 
with  a  gym  and  outdoor  pool.  He  exercises 
two  hours  each  morning,  starting  at  5  a.m. 
"You  don't  see  him  slowing  down  much," 
says  stepson  Dan  Doyle  LaLanne. 

In  or  out  of  the  gym,  Jack  likes  to  travel 
in  style.  He  recently  splurged  on  a  sporty 
Mercedes  convertible.  And  the  LaLannes 
dine  out  every  night,  with  Jack  bringing 
the  brown  rice  and  homemade  soup.  It's 
more  than  a  way  of  life— it's  a  business 
strategy.  "I  can't  afford  to  die,"  he  says. 
"It'll  ruin  my  image."  Right,  Jack.  Now 
pass  the  bean  sprouts.  ■ 

-By  Mark  Hyman 
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LaLanne  speaks  out  on 
a  variety  of  topics  in  an  interview  posted  at 
www.businessweek.com/magazine/extra.htm 
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Brigham  Young  University  Hawaii 


BYU-Hawaii  offers  an  under- 
graduate experience  that  pre- 
pares students  for  sendee  across 
cultural  boundaries.  Located  on 
Oahu,  BYU-Hawaii  has  a  highly 
international  campus:  45  per- 
cent of  its  2400  students  come 
from  70  countries  outside  the 
United  States. 

In  a  world  where  diversity  often 
means  divisiveness  and  strife, 
BYU-Hawaii  fosters  multi-cultural 
harmony  and  empathy  for  others. 
Through  courses  in  English,  busi- 
ness, technology,  the  arts  and  the 
sciences,  students  interact  with 
people  whose  backgrounds  dra- 


matically differ  from  their  own. 

Many  BYU-Hawaii  students 
supplement  classroom  learning 
with  daily  practical  experiences  at 
the  Polynesian  Cultural  Center, 
the  university's  unique  partner 
institution  that  each  year  draws  a 
million  visitors  from  around  the 
world.  At  the  Center,  students 
gain  valuable  leadership  skills 
through  hosting,  translations, 
marketing,  cultural  performing 
and  other  functions. 

BYU-Hawaii  alumni  can  be 
found  worldwide,  building  bridges 
of  understanding  in  their  careers, 
communities,  and  families. 
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Laie,  HI  •  808.293.3660  •  www.byuh.edu 


Center  for  International  Entrepreneurship 

One  of  BYU-Hawaiis  primary  purposes  is  to  attract  students 
from  the  Pacific  and  Asia  and  prepare  them  to  return  home  and 
succeed.  Many  come  from  underdeveloped  economies  where  it  is 
extremely  difficult  to  sustain  a  family. 

While  targeted  to  international  business  management  majors,  the 
Center  for  International  Entrepreneurship  serves  all  interested  students. 
Through  courses,  laboratories,  research  projects,  mentoring  from  suc- 
cessful business  leaders,  and  student  business  competitions,  the  Center 
teaches  the  principles  and  skills  needed  to  generate  incomes,  from  the 
smallest  "microfinance"  ventures  to  large  multinationals. 

Our  domestic  and  international  students  who  access  the  Center 
graduate  with  the  multi-cultural  understanding  and  business  acu- 
men to  thrive  in  myriad  organizational  and  intercultural  capacities. 

BRIGHAM  YOUNG  UNIVERSITY  HAWAII 


University  of  Wyoming 

The  University  of  Wyoming 
offers  extraordinary  opportuni- 
ties for  individual  growth  and 
leadership  development,  as 
well  as  the  chance  to  study  with 
nationally  known  faculty  using 
cutting-edge  technology.  As  one 
of  the  smallest  universities  in 


Laramie.WY  •  800.342.5996  •  www.uwyo.edu 


the  nations  highest  research 
classification,  UW  offers  stu- 
dents the  proven  benefits  of 
attending  a  nationally-ranked 
university,  combined  with  a 
canng,  personalized  approach 
to  teaching  that  our  competi- 
tors, large  and  small,  can't  offer. 
Students  can  pick  one  of  our 
180  degree  programs;  join  one 
of  our  200  student  organiza- 
tions; cheer  on  Cowboy  and 
Cowgirl  athletes  in  the  Division 
I-A  Mountain  West  Conference; 
and  enjoy  the  spectacular 
Wyoming  outdoors,  where  ski- 
ing, snowboarding,  climbing, 
biking,  and  rafting  in  the  Rocky 
Mountains  are  only  minutes 
away. 

Ready  for  a  university  that 
offers  academic  challenge  and 
personal  opportunity? 

Come  to  the  University  of 
Wyoming  -  home  of  new 
thinking  in  higher  education. 
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Our  theatre  majors  leam  the  skills  that  this  year  earned  seven 
American  College  Theatre  Festival  awards  and  the  right  to 
perform  at  the  Kennedy  Center  for  the  Performing  Arts  in 
Washington,  DC.  And  our  dance  program  is  out  of  this  world, 
with  an  exciting  mix  of  traditional  disciplines  and  dramatic  verti- 
cal dance  on  the  Vedauwoo  rock  formations. 

Pre-veterinary  science  students  can  pursue  animal  care  and  research 
with  some  of  the  nations  leading  professors,  two  of  whom  discovered 
chronic  wasting  disease  in  deer  and  elk,  and  recendy  confirmed  that 
the  cause  of  death  for  hundreds  of  elk  was  ground  lichen  previously  con- 
sidered harmless.  Email  why-wyo@uwyo.edu  for  more  information. 

university 
of  Wyoming 

New  Thinking 
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Montana  Tech 

Recognized  as  one  of  the  finest 
small  science  and  engineering  col- 
leges in  America,  Montana  Tech 
has  a  century-old  tradition  of  pro- 
viding outstanding  graduates 
(Rhodes  and  Goldwater  Scholars) 
to  business  and  industries  around 
the  globe.  Montana  Tech's  hall- 
marks include  its  excellent  place- 
ment rate  of  graduates,  highly  per- 
sonalized small-college  environ- 
ment, exceptional  scholarship  pro- 
gram, and  its  affordable  cost. 


Butte,  MT  •  800.445.TECH  •  www.mtech.edu 


Montana  Tech  provides  excep- 
tional undergraduate  and  graduate 
educational  programs  to  its  2,200 
students  in  a  truly  personalized 
setting.  The  16:1  student-faculty 
ratio  ensures  that  students  receive 
the  individual  attention  for  which 
Montana  Tech  is  famous.  While 
still  focusing  on  its  original  pro- 
grams in  minerals  and  energy 
engineering,  Montana  Tech  has 
expanded  its  degree  offerings  to 
include  over  30  academic  pro- 
grams. Students  can  choose  from 
degree  areas  in  the  arts,  business, 
engineering,  health  care,  science, 
and  technical  communications. 

Located  in  the  heart  of  the 
mountains  of  Southwest  Montana, 
the  58-acre  main  campus  has 
recendy  seen  over  $20  million 
in  building/renovation  projects. 
Blue-ribbon  trout  fishing,  world- 
class  hunting,  and  numerous  other 
outdoor  recreational  opportunities 
exist  near  the  campus. 


Business  Degree  Program 

Techs  Business  and  Information  Technology  (BIT)  degree  is  a 
dynamic  balance  between  traditional  Business  Administration 
coursework  and  an  innovative  computer  science/information 
technology  requirement.  While  focusing  their  business  courses  in 
the  areas  of  management,  business  information  systems  or 
entrepreneurship,  students  also  study  in  the  areas  of  networking, 
systems  design,  and  applications  programming.  Over  135 
companies  visit  the  Montana  Tech  campus  each  year  to  recruit 
the  Colleges  students  for  both  summer  and  permanent  positions. 
The  BIT  program  averages  better  than  95%  placement  of  its 
graduates  with  starting  salaries  in  excess  of  S55,00O. 

Montana  lech 

THE  UNIVERSITY  OF  MONTANA 


Dixie  State  College  of  Utah 


Located  in  the  southwest  comer 
of  Utah,  Dixie  State  College  of 
Utah  currendy  has  an  enrollment 
of  8,000  students,  which  is  con- 
tinually on  the  rise.  The  college  is 
accredited  by  the  Northwest  Ass- 
ociation of  Schools,  Colleges,  and 
Universities  and  offers  baccalaure- 
ate degrees  in  Business  Admin- 
istration, Computer  and  Informa- 
tion Technology,  and  Elementary 
Education.  A  Bachelors  of  Science 
in  Nursing  program  will  begin 


this  fall.  Dixie  State  also  offers  a 
wide  variety  of  associate  degree 
and  certificate  programs. 

The  college  primarily  serves  the 
fastest  growing  county  in  the  state 
and  headquaners  the  Washington 
County  Economic  Development 
Council.  The  recreational  hub  of 
the  state,  Las  Vegas,  Lakes  Powell 
and  Mead  and  Grand  Canyon. 
Zion,  and  Bryce  Canyon  National 
Parks  are  all  located  within  a 
180-mile  radius  of  St.  George. 


St.  George,  UT  •  435.652.7586  •  www.dixie.edu 
B.S.,  Business  Administration  with  Accounting  emphasis 

This  exciting,  new  market  driven  business  degree  will  be 
offered  beginning  this  fall  at  Dixie  State  College.  The  curricu- 
lum has  been  designed  to  provide  graduates  with  an  expanded 
job  market  and  the  flexibility  to  pursue  graduate  studies 
leading  to  either  an  MBA  or  a  Masters  of  Accountancy  and 
CPA  status. 

This  new  four-year  curriculum  provides  29  total  credits 
of  accounting  courses  within  the  traditional  Business 
Administration  curriculum.  The  program  is  made  up  of 
outstanding  faculty  who  bring  extensive  experience,  both  in 
teaching  and  industry,  to  their  courses. 

Students  in  the  program  have  access  to  a  number  of  oppor- 
tunities to  gain  practical  business  experience  in  the  fastest 
growing  region  in  Utah  and  to  the  colleges  nationally  recog- 
nized business  and  service  clubs.  DSCs  traditionally  smaller 
class  size  promotes  student/faculty  interaction. 
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The  Evergreen  State  College 


Evergreen  is  the  leader  in 
learning  communities  in  which 
students  explore  areas  of  interest 
in-depth  and  in  relation  to  other 
fields.  Students  are  challenged  to 
go  beyond  the  obvious  answers 
and  understand  root  causes  to 
develop  meaningful  solutions. 

Founded  in  1967,  Evergreen 
has  developed  a  national  reputa- 
tion for  an  integrated  curriculum 
focused  on  topical  themes. 
Located  in  Olympia,  Washington, 
Evergreen  is  a  public  four-year 


college.  Quick  facts:  4,000  under- 
grad  enrollment;  20%  non-resi- 
dents; 18%  minorities;  campus 
housing  for  about  1,000;  22:1 
student  to  faculty  ratio.  Costs: 
about  $14,000  (residents)  and 
about  $24,000  (non-residents). 

Alumni  are  highly  satisfied — 
90  percent  would  choose 
Evergreen  if  they  were  to  start 
college  again.  Employers  give 
alumni  strong  ratings  on  all  job 
skills  and  abilities.  Forty  percent 
of  alumni  attend  graduate 
school  within  five  years  of 
graduating. 

Prominent  alumni 
include — Lynda  Barry 
(author,  cartoonist),  Joe 
Dear  (former  director  of 
OSHA),  Matt  Groening 
Tcreator  of  "The  Simpsons"), 
and  Dr.  James  Moore 
(Senior  Fellow  at  Harvard 
Law  School,  founder  of 
I  GeoPartners  Ventures). 








Olympia,  WA  •  360.867.6170  •  www.evergreen.edu 


Interdisciplinary  BA/BS 

Evergreen  students  enroll  in  integrated  programs  that  address 
themes  from  a  variety  of  disciplines.  The  theme  in  a  recent  fresh- 
man program  was  understanding  and  resolving  conflicts  between 
humans  and  natural  ecosystems.  Team-taught  by  two  pro- 
fessors, this  program  integrated  ecology,  economics,  public  policy, 
environmental  studies,  evolutionary  biology  and  writing. 

Professors  get  to  know  students  as  individuals  and  write  an 
evaluation  of  the  students  achievement  each  quarter — addressing 
what  the  student  learned  and  how  they  demonstrated  that 
learning.  Intermediate  and  advanced  level  programs  may 
incorporate  internships  and  study  abroad  opportunities. 

Popular  areas  of  study:  computer  studies,  counseling,  environ- 
mental studies,  film/video,  fineAisual  arts,  humanities,  perform- 
ing arts  and  sciences. 

EVERQREEN 


Willamette  University 

Since  1842,  Willamette's 
liberal  arts  curriculum  has 
provided  a  high  quality  aca- 
demic experience  that  uniquely 
emphasizes  cultural  ennchment 
and  civic  engagement.  With 
a  student-to-teacher  ratio  of 
11:1,  Willamette   maintains   a 


Salem,  OR  •  877.LIBARTS  •  www.willamette.edu 


Waller  Hall,  completed  in  1867,  is  the  oldest 
on  campus. 


highly  collaborative  learning 
environment  where  dedicated 
faculty  work  closely  with  stu- 
dents. The  University's  beautiful 
61 -acre  campus  is  located  across 
the  street  from  the  Oregon  State 
Capitol,  offering  students  access 
to  internship  and  research 
opportunities  found 
nowhere  else  in  the 
region.  The  Uni- 
versity encourages 
students  to  become 
connected  to  the 
community  through 
student  organizations, 
study  abroad  pro- 
grams, forensics,  Div- 
ision III  athletics, 
service  projects  and 
music,  theatre  and 
choir  productions.  For 
students  interested 
in  pursuing  advanced 
degrees,  Willamette 
building       offers    dual    degree 


opportunities  in  business, 
forestry  and  engineering  and 
automatic  consideration  for 
admission   into   graduate   pro- 


teaching.  Willamette  is  home 
to  a  wireless  campus  that 
has  undergone  more  than  $70 
million   in   recent  construction 


grams   in   business,    law   and      and  renovations. 


The  International  Connection 

Exploring  various  cultures  is  an  important  part  of  a  Willamette 
education.  Approximately  50  percent  of  Willamette  under- 
graduates take  advantage  of  the  University's  27  study  abroad 
programs  in  18  countries.  Located  adjacent  to  campus  is  Tokyo 
International  University  of  America,  the  American  campus  of 
Willamette's  Japanese  sister  university.  An  immersion  program 
through  the  residence  halls  provides  unique  opportunities  for 
interactions  between  Japanese  and  American  students.  Many 
graduates  pursue  volunteer  and  career  opportunities  that 
take  them  around  the  world.  Willamette  is  the  current  leader 
of  small  colleges  in  the  region  for  the  number  of  active  Peace 
Corps  volunteers. 


WILLAMETTE 

THE  FIRST  UNIVERSITY  IN  THE  WEST 
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Montana  State  University-Billings 


One-on-one  relationships  with 
faculty,  staff,  and  other  students 
at  Montana  State  University  - 
Billings  make  the  difference.  In 
addition  to  receiving  quality 
instruction,  students  pamcipate 
in  real-world  experiences  such  as 
group  projects,  internships,  and 
cooperative  education  programs 
to  prepare  students  for  careers. 

Our  commitment  to  access  and 
excellence  begins  in  the  classroom 
and  extends  well  beyond  the 
boundaries  of  our  campus.  MSU- 
Billings  has  over  4,500  full-time 
students  giving  it  many  of  the 
advantages  of  a  larger  university,  yet 
all  of  the  classes  are  still  taught  by 


professors,  not  graduate  assistants. 
Nationally  the  campus  has  been 
recognized  by  AACTE  as  one  of  the 
vers-  best  teacher  education  colleges 
in  the  nation.  Other  programs  of 
note  include  the  newly  formed 
College  of  Allied  Health  Professions 
which  is  helping  to  meet  the 
employment  demands  of  Billings  as 
a  regional  medical  center. 

MSU- Billings  112  acre  main 
campus  is  located  in  the  largest 
city  in  Montana  and  is  a  regional 
center  for  banking,  medical  care, 
and  industry.  Partnerships  pro- 
vide unprecedented  job  opportu- 
nities for  students  both  during 
their  education  and  after. 


Billings,  MT  •  406.657.2158  •  www.msubillings.edu 
Business  Degree  Program 

The  College  of  Business  at  Montana  State  University — Billings 
provides  a  comprehensive  undergraduate  business  education. 
Dynamic  faculty  members  come  from  leading  schools  throughout 
the  United  States  and  internationally  Student-based  teaching 
coupled  with  practical  experience  in  the  business  community 
characterizes  the  MSU-Billings  College  of  Business  faculty 
member. 

State  of  the  art  classrooms,  computer  facilities  and  a  compre- 
hensive campus  library  allow  College  of  Business  students  to 
access  and  use  current  technology  to  complement  their  education. 
The  College  of  Business  recendy  received  SI. 4  million  from 
the  Sam  E.  McDonald  family.  This  gift  will  directly  impact  stu- 
dents providing  opportunities  for  international  travel,  enrichment 
seminars,  and  increased  technology  innovation  opportunities. 
Our  faculty  and  students  are  engaged  in  international  business 
including  the  annual  International  Business  Conference  and 
trips  to  Japan,  China,  and  Mexico. 


The  University  of  Arizona 

The  University  of  Arizona  is 
one  of  the  nations  leading  pub- 
lic student-centered  research 
universities  and  one  of  only  62 
included  in  the  Association  of 
American  Universities,  a  presti- 
gious organization  whose  mem- 
bers are  recognized  for  excep- 
tionally strong  research  and 
academic  programs. 

Offering  300  degree  pro- 
grams through  16  colleges  on 


Tucson,  AZ  •  www.arizona.edu/ua 


three  campuses,  the  UA  is  one 
of  only  12  land  grant  universi- 
ties nationwide  with  a  health 
sciences    center.    Experts    in 
fields  as  diverse  as  creative  pho- 
tography, philosophy,  astrono- 
my, geology,  pharmacy,  biotech- 
nology and  biomedical  sciences 
comprise  a  world-class  faculty. 
UA's  main  campus  is  located 
in  the  heart  of  the  bountiful 
Sonoran    Desert,    one   of  the 
oldest   continuously 
populated  regions  in 
the    United    States. 
Tucson's    Hispanic 
and  Native  American 
heritage   makes   the 
city     an     attractive 
destination  and  con- 
tributes to  the  UA's 
ability  to  thrive  in  an 
increasingly   diverse 
and   interconnected 
world. 


The  Honors  College 

Top  students  from  around  the  nation  consistently  choose  the 
UA  for  its  exceptional  Honors  College,  which  offers  challenging 
academic  experiences  that  foster  intellectual  growth.  Whether 
honors  students  choose  one  of  the  nation's  top  ten  business 
programs  like  the  Eller  College  of  Management  Entrepreneurship 
or  MIS  programs  or  the  UA's  outstanding  School  of  Music  and 
Da  ice,  the  Honors  College  is  committed  to  student  success. 
It  provides  personalized  advising,  funded  research,  travel  experi- 
ences, cultural  events,  and  faculty-student  interaction  that  encour- 
ages lasting  relationships.  Honors  residence  halls  instill  the  spirit 
of  community  among  the  best  and  brightest  UA  undergraduates. 
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City  University 

City  University  is  the  largest  ioral  sciences  delivered  m-person 
private,  not-for-profit  institution  days,  evenings  and  weekends,  as 
of  its  kind  in  the  Northwest.  The  well  as  on-line  for  distance  learn- 
Universitys  mission  is  based  on  ing,  to  more  than  13,000  students 
three  philosophical  principles:  world-wide.  Every  learning  expe- 
education  is  a  lifelong  process  and  rience  is  lead  by  teaching  faculty 
must  be  relevant  to  the  students  who  have  advanced  degrees  and 
aspirations;  education  should  be  are  practitioners  in  the  fields  they 
affordable  and  offered,  as  much  as  teach.  Each  earned  degree  repre- 
possible,  at  the  student's  conven-  sents  a  wide  breadth  of  knowl- 
ience;  and  the  opportunity  to  edge  and  skills  reflecting  that  pro- 
leam  should  be  open  to  anyone  gressive  use  of  practitioner  faculty 
with  the  desire  to  achieve.                 who  help  students  blend  the  lat- 

City  University  offers  compre-  est  technology  with  the  most  for- 
hensive,  accredited  programs  in  ward-thinking  business,  educa- 
business,  education  and  behav-      tional  and  leadership  ideals. 

Bellevue,  WA  •  866.42. C1TYU  •  www.cityu.edu 
Three  Unique  90  Credit  Degree  Completion  Programs 

The  BS  in  Business  Administration  delivers  practical,  ground- 
engaged  knowledge  in  seven  emphasis  areas  including  gen- 
eral management,  human  resources  and  marketing.  Already 
meeting  todays  need  for  renewed  standards,  five  intensive 
credits  in  business  ethics  have  been  required  since  1996. 

The   BA   in   Education   prepares   candidates   for   K-8   or 
Special  Education  K-12  teaching.  The  field-intensive  BA  is 
designed  for  accessibility  for  working  candidates.  The  evening 
and  week-end  cohort  program  is  offered  at  various  sites 
in  the  Pacific  Northwest. 

The   BA   in   Applied   Psychology   prepares   students   for 
entry  or  advancement  in  human  services  professions,  and 
graduate  work  in  counseling,  education  or  business.  Successful 
graduates  gain  competence  in  applied  theory,  interpersonal 
skills,   critical   thinking,   and   professional   ethics,  becoming 
highly-skilled,  reflective  professionals. 

ciiv  univcrsir; 

Change  your  life  for  good  ® 

DigiPen  Institute  of  Technology 


Redmond,  WA  •  425.558.0299  •  www.digipen.edu 


Founded  in  1988,  DigiPen 
was  the  first  school  dedicated 
to  preparing  both  interactive 
simulation  programming  stu- 
dents and  production  animation 
students  for  jobs  in  the  growing 
computer  simulation  and  video 
game  industry.  With  the  billions 
of  dollars  generated  annually  in 
this  field,  DigiPen  is  providing 
students  with  a  serious  educa- 
tion for  a  serious  career. 
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DigiPens  intensive  four-year 
bachelor  degree  programs  were 
developed  in  cooperation  with 
major  industry  companies  and 
while  highly  academic  in  nature, 
the  curriculum  also  demands 
that  students  produce  multiple 
projects  to  develop  strong  practi- 
cal production  skills.  Supported 
by  an  experienced  and  knowl- 
edgeable faculty,  students  are 
pushed  to  achieve  their  fullest 
potential.  With  its  strong 
ties  to  the  industry 
and  high  placement 
rate  of  graduates, 
DigiPen  contin- 
ues to  be 
recognized 
as  a  leader  & 
in  interac- 
tive entertainment 
technology  educa- 
tion. 


Real  Time  Interactive  Simulation  Program 

At  154  semester  credit  hours  to  complete,  DigiPens  Bachelor 
of  Science  in  Real  Time  Interactive  Simulation  is  an  extremely 
challenging  curriculum  designed  to  prepare  students  for  a 
serious  career  in  game  programming.  The  heavy  concentration 
in  mathematics,  computer  science,  physics  and  multiple  game 
productions,  equips  students  with  the  skills  for  a  performance 
driven  industry  that  requires  pc  rsonnel  to  be  excellent  problem 
solvers  and  innovators.  Considering  the  creative  and  technical 
challenges  involved  with  developing  todays  video  games, 
DigiPens  success  is  tied  to  the  passion  shared  by  the  faculty 
and  students  to  strive  for  excellence. 


•DigiPen 

Institute  of  Technology 


DigiPen  is  located  near  Seattle,  WA 
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Parents  with  disabled  kids  have  some  options  but 
must  also  dig  deep  into  their  own  pockets. 


DECKED  OUT  IN  AN  AUTHENTIC  Florida  Marlins 
jersey  that  fell  to  his  knees,  7-year-old  Adam 
Jones  stood  tall  in  the  infield  at  Miami's  Pro 
Player  Stadium.  At  the  signal,  he  threw  the  first 
pitch  for  the  Apr.  25  game  against  the  Atlanta 
Braves  in  honor  of  Autism  Awareness  Day.  J 
Adam,  an  avid  Little  League  player,  is  autistic. 
He  has  come  a  long  way  from  the  days  in  1999  when  he  didn't 
speak,  made  no  eye  contact,  and  wore  a  special  helmet  to  protect 
him  from  his  violent  head-banging  behavior.  After  years  of  ex- 
tensive and  costly  therapies  that  still  continue,  Adam  now  at- 
tends a  regular  second-grade  class.  JWhile  his  progress  is  price- 
less, it  has  come  at  a  huge  ou;  of-pocket  cost  to  his  family: 
About  $150,000  since  he  was  diagnosed  at  age  2.  That  does 
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not  include  the  $50,000  spent  on  thera- 
pies for  Adam's  brother,  Jeffrey,  9,  whc 
has  Asperger  Syndrome,  a  high-function- 
ing form  of  autism  marked  by  deficiencies 
in  social  and  communication  skills 
"Health  insurance  pays  very  little,  and  we 
have  no  retirement  or  college  fund  be- 
cause everything  goes  into  these  kids 
therapies,"  says  Joni  Jones,  44,  a  regis- 
tered nurse.  The  boys  have  four  other  sib- 
lings, but  neither  she  nor  her  husband 
Larry,  42,  a  family  law  attorney  in  Toms 
River,  N.J.,  hesitate  to  "make  the  invest- 
ment now  so  we  can  increase  the  oddsv 
that  our  sons  will  be  productive  members 
of  society  later,  says  Larry  Jones. 

The  Joneses  are  hardly  alone  in  need- 
ing to  confront  the  problems  of  special- 
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eeds  kids.  More  than  10%  of  U.S.  house- 
Dlds  have  offspring— adult  children  in- 
uded— with  special  needs,  according  to 
le  PACER  Center,  a  Minneapolis-based 
ivocacy  group  for  families  of  children 
ith  disabilities  (pacer.org).  Those  dis- 
jilities  include  autism,  emotional  and 
ehavioral  disorders  such  as  attention 
sficit  hyperactivity  disorder  (ADHD), 
id  other  learning  problems  such  as 
yslexia.  Most  everyone  knows  someone 
ho  is  affected— it  could  be  your  neigh- 
jt  or  the  boy  sitting  next  to  your  daugh- 
r  in  the  first  grade. 

ETTER  SCREENING 

HE  NUMBERS  ARE  skyrocketing.  Ap- 
roximately  6.5  million  children  ages  3  to 
I  have  been  diagnosed  with  special 
;eds,  up  nearly  40%  in  eight  years,  ac- 
>rding  to  the  U.S.  Education  Dept. 
hose  figures  don't  include  children  un- 
sr  3,  who  are  being  identified  with 
reater  frequency. 

What's  behind  the  increase?  Psycholo- 
sts  say  better  screening  techniques 
ave  helped  to  identify  additional  cases. 
;chnological  advances  are  also  saving 
tore  premature  babies,  who  often  devel- 
p  disabilities.  There  is,  however,  some 
lisdiagnosis  by  uninformed  doctors  and 
achers.  "Learning  disabled  is  our  No.  1 
•ea  of  growth,"  and  it  is  inappropriately 
sed  as  a  catch-all  diagnosis,  says  Troy 
istesen,  acting  assistant  secretary  of 
pecial  Education  &  Rehabilitation  Ser- 
ces  for  the  Education  Dept.  "We  are 
orking  very  hard  to  place  a  stronger  em- 
tiasis  on  early  and  better  identification." 

For  society,  the  cost  of  treating  and 
iucating  these  children  runs  into  the 
illions.  Employers  suffer  from  the  lost 
roductivity  of  workers  who  must  attend 
>  the  needs  of  their  affected  children. 
Dr  example,  the  indirect  costs  (employ- 
!  productivity  and  work  loss)  and  direct 
)sts  (therapies  and  medication)  to  a 
imily  with  an  ADHD  child  are  90% 
lore  than  for  those  families  with  unaf- 
:cted  children,  says  a  study  reported  in 
ie  December  2003  Journal  oftheAmer- 
an  Academy  of  Child 
f  Adolescent  Psychiatry. 

Health  insurance 
jmpanies  have  been 
lundated  with  claims 
om  families  of  chil- 
ren  with  special  needs, 
ut  the  industry  associ- 
don  America's  Health 
lsurance  Plans  hasn't 
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THE  GROWING  RANKS 
OF  SPECIAL-NEEDS  KIDS 
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•DISABILITIES  SUPPORTED  BY  IDEA:  LEARNING:  SPEECH/ 
LANGUAGE:   MENTAL  RETARDATION;  EMOTIONAL:  HEARING: 
ORTHOPEDIC;  VISUAL;  AUTISM:  DEAf-BLINDNESS; 
TRAUMATIC  BRAIN  INJURY;  DEVELOPMENTAL  DELAY; 
MULTIPLE  DISABILITIES  AND  OTHER  HEALTH  IMPAIRMENTS 

"REPORTING  ON  AUTISM  AND  TRAUMATIC  BRAIN  INJURY. 
WHICH  HAVE  SEEN  THE  HIGHEST  INCREASES,  WAS  REQUIRED 
UNDER  IDEA  BEGINNING  IN  1992-93.  AND  WAS  OPTIONAL 
PRIOR  TO  THAT  DATE 

Data:  U.S.  Dept  of  Education.  Office  of  Special  Education  Programs 


been  able  to  quantify  the  rise  in  requests 
for  reimbursement  for  kids'  therapy  serv- 
ices. Many  claims  get  turned  down. 

States  and  local  school  districts  also 
bear  a  huge  financial  burden.  The  federal 
government  pays  just  18%  of  the  $50  bil- 
lion spent  annually  on  the  expensive  spe- 
cial-education services  required  under  the 
Individuals  with  Disabilities  Education 
Act  (IDEA).  IDEA  requires  that  each  child 
receive  an  "appropriate  education."  For 
children  with  special  needs  that  may  in- 
clude additional  support  in  the  class- 
room, speech,  occupational  therapy,  or 
psychotherapy  to  help  them  succeed  in 
school.  Many  parents  home  school  be- 


cause they  are  either  unaware  of  the  op- 
tions available  under  IDEA  or  couldn't  get 
the  necessary  services. 

Since  the  law  was  passed  in  1975,  there 
has  been  some  debate  about  the  percent- 
age of  special  education  costs  that  the 
federal  government  agreed  to  pay.  Propo- 
nents argue  that  the  feds  promised  to  pick 
up  40%  of  the  extra  cost  to  educate  these 
students.  The  Education  Dept.  claims  the 
government  is  responsible  for  only  some 
percentage  "up  to"  40%,  not  the  total 
amount.  "We  haven't  made  the  invest- 
ments in  the  previous  years  that  we 
should  have  been  making,"  says  the  Edu- 
cation Dept.'s  Justesen. 

That  leaves  states  and  municipalities 
on  the  hook  for  the  rest,  the  local  portion 
of  which  must  be  funded  by  higher  prop- 
erty taxes  or  cuts  in  other  programs.  "No 
one  thought  we'd  be  serving  the  number 
of  children  we  do  with  the  depth  and 
breadth  of  services  we  provide,"  says 
Bruce  Hunter,  associate  executive  direc- 
tor of  the  American  Association  of 
School  Administrators. 

Connecticut/ s  East  Lyme  School  Dis- 
trict, for  example,  received  only  60%  of 
the  $900,000  it  needed  from  the  federal 
government  for  its  2003-04  special  edu- 
cation program.  To  make  up  the 
$360,000  shortfall,  the  district  instituted 
a  hiring  freeze,  cut  the  third-  and  fourth- 
graders'  music  program,  reduced  trans- 
portation for  extracurricular  activities, 
and  stopped  purchasing  new  textbooks. 

Some  relief  for  the  states  and  school 
districts  may  be  in  sight.  Congress  is 
now  working  on  the  reauthorization  of 
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ADAM'S  FAMILY 

He  and  Jeffrey 
have  four  other 
siblings 


IDEA.  The  bill,  currently  in  conference, 
calls  for  the  federal  government  to  in- 
crease special  education  funding  by  $2 
billion  each  year  for  the  next  seven  years. 
That  would  bring  federal  funding  to 
40%  by  2011.  However,  IDEA  will  still  re- 
quire annual  appropriation  approval 
from  Congress.  "It's  still  just  promises  in 
a  tough  budgetary  environment,"  says 
AASA's  Hunter.  Just  as  Larry  Jones 
pointed  out,  without  investments  in 
children  with  special  needs  while  they're 
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young— when  intervention  is  proven  to 
be  most  effective— the  future  costs  to  so- 
ciety in  caring  for  them  will  be  astro- 
nomical. If  they  aren't  able  to  support 
themselves  by  the  time  they're  adults, 
they'll  become  eligible  for  disability  pay- 
ments under  Social  Security  just  as  the 
baby  boomers  are  set  to  retire  en  masse. 
While  the  cost  to  society  is  high,  it  can 
be  crushing  for  the  families  of  these  chil- 
dren. Parents  need  to  educate  themselves 
about  and  use  public  resources,  and  then 
dig  deep  into  their  own  pockets 
to   fill   in   the   gaps.    Special 
schooling   and   therapies   for 
autistic   children   run   up   to 
$60,000  a  year,  while  costs  for 
children  with  less  debilitating 
problems  can  still  top  $20,000 
annually.  Unfortunately,  there 
are  limited  "employer  health 
insurance  options  for  families 
of  children  with  special  needs 
to  help  meet  the  overwhelming 
cost  of  raising   them,"    says 
Marko  Mrkonich,  an  employ- 
ment   attorney    with    Littler 
Mendelson    in    Minneapolis. 
Little-known  financial  strate- 
gies and  resources  can  help 


MIAMI  MOMENT    parents  cope  more  ef 
Adam  at  a  fectively  (page  97). 

Marlins  game  Parents  of  these  spe 

^^^^m  cial-needs    kids    ofter 

end  up  fighting  battle; 
on  two  fronts— with  their  health  insurer;! 
and  their  school  districts.  After  Joni  and 
Larry  Jones  got  Adam's  autism  diagnosi;| 
in  1999— and  before  Jeffrey  was  diag 
nosed  with  ADHD  in  2000  and  Asperge 
in  2001— they  began  scouring  the  Inter  I 
net  and  attending  support  groups  and 
conferences  sponsored  by  state  autism  or  I 
ganizations.  "We  wanted  to  make  inj 
formed  decisions  so  we  could  effectively  | 
use  our  financial  resources,"  says  Larr 
Jones,    who,    with    his    wife,    earn: 
$200,000  to  $300,000  a  year. 

Part  of  their  assessment  included  ar 


i-depth  analysis  of  their  health  insur- 
nce  plans  to  understand  what  they 
rould  have  to  pay  for  and  what  would  be 
;imbursed.  "Often  families  don't  know 
rhat  their  coverage  is  until  they  are 
enied  a  service,"  says  Carolyn  All- 
louse,  a  health  information  expert  at 
le  PACER  Center. 

fTENSE  THERAPY 

HROUGH  RESEARCH  they  found  that  if 
dam  were  to  have  any  shot  at  a  produc- 
ve  life,  applied  behavioral  analysis 
VBA)  was  their  only  option.  It's  an  inten- 
ve  and  costly  one-on-one  therapy  ad- 
linistered  up  to  five  hours  a  day,  seven 
ays  a  week  at  home.  It  works  like  this:  A 
lerapist  chooses  8  to  10  simple  tasks 
ich  day,  such  as  "look  at  me,"  and  "sit 
own,  hands  quiet."  The  therapist  will 
ave  the  child  repeat  each  task  up  to  10 
mes  each  session.  Once  the  child  has 
lastered  the  task  90%  of  the  time  over 
iree  to  five  days,  a  new  task  is  intro- 
uced.  Often,  positive  reinforcement, 
ich  as  treats,  are  used  to  motivate  the 
tiild.  Jeffrey  received  a  modified  form  of 
BA  to  help  with  his  social  issues.  Addi- 
onal  treatment  for  both  Adam  and  Jef- 
ey  included  speech,  occupational,  and 
utritional  therapy,  and  hearing  therapies 
)  help  with  auditory  processing  prob- 
:ms.  Both  boys  also  needed  academic 
jpport  with  their  school  work. 

Once  the  Joneses  decided  on  the  thera- 
ies,  they  assessed  their  financial  situa- 
on.  Money  was  tighter  because  Joni  quit 
er  nursing  job  in  1999  to  focus  on  the 
vo  boys.  To  get  started,  they  used  a  lot  of 
leir  savings,  made  charges  on  their  cred- 
cards,  and  borrowed  $100,000  from  rel- 
rives.  Family  vacations  and  outings  be- 
ame  almost  nonexistent,  and  they 
uickly  scrapped  their  hope  of  moving  to 
larger  home. 

Five  years  later,  the  Joneses  are  making 
rogress.  They  recently  went  to  a  financial 
lanner  to  talk  about  paying  back  their 
ebt  and  saving  for  retirement  because 
ley  think  they  can  start  putting  some- 
ling  away  for  themselves.  They  have 
ealed  back  the  ABA  therapy  for  both  boys 
nd  now  get  the  school  district  to  pay  for 
lost  of  the  occupational  and  speech  ther- 
pies.  Joni  has  also  gone  back  to  work 
ill-time  as  a  private  autism  consultant, 
sing  what  she  learned  on  her  own  to 
elp  other  families  manage  the  maze  of 
aising  autistic  children.  Her  Web  site  is 
utism-resources.net.  But  you  won't  find 
er  or  Larry  in  the  office  on  Wednesday 
fternoons  this  time  of  year.  Instead, 
tiey're  rooting  for  Adam  at  his  Little 
.eague  games.  ■ 


Strategies  for 

Getting  Your  Costs  Covered 
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HEALTH 
INSURANCE 


ASK  your  primary  care  doctor  to  write 
prescriptions  for  all  therapies. 

REQUEST  the  insurer  to  assign  one  case 
manager  to  work  with  you. 

KEEP  detailed,  written  records  in  case  you 
need  to  appeal. 

ASK  for  all  denials  of  coverage  in  writing. 

APPEAL  denials  to  the  insurer.  All 
companies  are  required  to  have  an 
appeals  process. 

MAINTAIN  a  separate  file  for  your  child's 
medical  expenses.  This  helps  if  you 
want  to  deduct  them  from  your  federal 
income  taxes  (you  can  to  the  extent  they 
exceed  7.5%  of  your  adjusted  gross 
income).  This  will  also  help  your  child 
qualify  for  Supplemental  Social  Security 
Income  at  age  18. 

SS  EMPLOYEE 
ff  BENEFITS 

ASK  human  resources  about  company- 
specific  benefits  and  assistance. 

MAKE  use  of  plans  that  allow  you  to  put 
aside  pretax  dollars  to  cover  medical 
expenses,  such  as  medical,  health  savings, 
and  flexible  spending  accounts. 

IF  NEEDS  AREN'T  COVERED,  petition 
company  to  change  health  plan. 

SS  GOVERNMENT 
ff  PROGRAMS 

APPLY  for  Medicaid  Waiver  Program.  It's 
available  for  children  with  disabilities  even 
if  their  parents  have  too  much  money  to 
qualify  for  Medicaid.  There  may  be  a 
co-pay  based  on  the  parents'  income. 

LOOK  for  a  Catastrophic  Illness  in 
Children  Relief  Fund.  Now,  only  New 
Jersey  and  Massachusetts  have  enacted 
such  programs,  but  others  are  in  the 
works.  The  plans  allow  any  family  to 
qualify  for  help  if  a  child's  unreimbursed 
medical  and  related  expenses  exceed 
10%  of  the  family's  gross  annual 
income  up  to  $100,000,  plus  15% 
of  any  portion  over  $100,000 
(www.state.ma.us;  www.state.nj.us). 


SS  EDUCATIONAL 
ff  SERVICES 

FAMILIARIZE  yourself  with  the  Individuals 
with  Disabilities  Education  Act,  which 
mandates  that  each  child  receive  "an 
appropriate  education."  For  information, 
www.nichcy.org  or  www.ed.gov/about/ 
offices/list/osers/osep/index.html. 


DON'T  be  shy.  Ask  the  school  to  provide  all 
necessary  services  to  help  your  child  learn. 

CONSIDER  hiring  a  private  educational 
consultant  to  help  secure  services. 

MAINTAIN  frequent  contact  with  teachers 
and  school  therapists.  Keep  detailed  notes 
of  all  meetings. 

EXPLORE  out-of-district  placement  if  a 
school  is  unable  to  meet  your  child's 
needs.  Should  the  school  refuse  to 
supplement  cost,  consult  an  education 
attorney  to  discuss  legal  options. 

FOR  PRIVATE  SCHOOL  Apply  for 
reimbursement  for  services  under  IDEA. 

CONSIDER  moving  to  a  district  or  state 
that  provides  more  special-needs  support. 
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Disabled-But 
Financially  Secure 

Supplemental  care  trusts  provide  tor  an  offspring 
without  forfeiting  public  aid.  BY  toddigutner 


CHRIS  SULLIVAN  IS  IN  A 
unique  position  to  provide 
financial  planning  services 
for  parents  of  kids  with 
special  needs.  He  not  only 
raises  a  child  with  a  dis- 
ability, he  fives  with  a  dis- 
ability himself.  Both  Sullivan  and  one  of 
his  two  daughters  are  deaf. 

But  his  deafness  has  done  nothing  to 
disable  his  ambition.  In  1989,  after  just  a 
few  years  as  a  market  analyst  on  Wall 
Street,  Sullivan  launched  a  program  at 
Merrill  Lynch  providing  financial  services 
to  the  deaf.  Over  the  years,  he  has  spotted 
an  even  greater  need.  "More  and  more 
children  with  all  kinds  of  disabilities  are 
outliving  their  parents,  and  it's  imperative 
that  a  financial  plan  is  in  place  to  main- 
tain their  quality  of  life,"  says  Sullivan,  57. 
In  particular,  he  has  seen  a  tremendous 
increase  in  the  number  of  families  mak- 
ing inquiries  or  setting  up  accounts  for 
their  autistic  children. 

THREE-PRONGED  STRATEGY 

IN  REACTION  to  that  broader  need,  Sulli- 
van's division  has  morphed  into  Merrill 
Lynch's  Special  Needs  Financial  Services 
group,  which  has  $1.5  billion  in  client  as- 
sets. Merrill  Lynch  is  the  only  major  bro- 
kerage firm  that  has  a  separate  unit  spe- 
cializing in  this  market.  Some  700  of 
Merrill's  13,000  financial  advisers  have 
been  trained  to  assist  these  families. 
Through  a  network  Sullivan  built,  he  con- 
nects families  to  a  team  that  includes  a  fi- 
nancial adviser,  an  estate  planning  attor- 
ney, and  a  social  service  representative  or 
disability  advocate.  "All  three  areas  must 
be  addressed  together,"'  says  Sullivan, 
who  communicates  by  lipreading. 

The  financial  planning  centers  on  pro- 
tecting the  child's  ability  to  qualify  for 
Medicaid  and  Supplement  Security  In- 
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SULLIVAN  He  has 
seen  a  surge  in 
clients  with 
autistic  children 


come.  "Regardless 
of  socioeconomic 
level,  a  person  with 
a  disability  should 
accept  public  aid," 
says  Robert  Gun- 
derson,  a  special  needs  attorney  in  Min- 
neapolis. These  programs  pay  for  most 
medical  care,  housing,  and  other  commu- 
nity services.  But  under  federal  and  state 
laws,  disabled  adults  can't  receive  these 
benefits  if  their  assets  exceed  $2,000. 

That  means  parents  have  to  set  up  a 
special  needs  trust  (also  called  a  supple- 


mental care  trust)  so  the  child  doesn't  t 
own  the  assets.  The  trust  can  accept  and , 
invest  inheritances  and  gifts,  and  moneys 
from   the   trust   can   supplement  the 
child's    government   benefits   without 
jeopardizing  them.  When  Tim  Hood,  a 
retired  U.S.  Navy  rear  admiral,  and  hisf 
wife,  Janice,  created  a  trust  for  theirL 
mentally  disabled  daughter,  Jennifer,  35* 
they  included  two  pages  detailing  the  ex  L 
penses  the  trust  would  cover.  For  exam-E 
pie,  it  will  pay  the  $30,000  a  year  for  aj" 
group  home  in  Jefferson,  Wis.,  as  well  as^ 
for  entertainment. 

Managing  the  money  in  a  special 
needs  trust  is  especially  tricky.  The  funds 
likely  will  be  required  for  decades  more 
than  a  retiree  would  need  them.  That 
means  investing  for 
growth  while  providing 
current  income  to  thai 
beneficiary. 

You  can  fund  the 
trust  in  several  ways 
Regular  life  insurance 
and  second-to-die  life 
insurance,  which  pays 
out  after  the  second 
parent  dies,  are  popu- 
lar. Other  options  in- 
clude Social  Security 
survivor    or    military 

I    benefits;  property,  such 
as  a  family  home;  and 
money  from  retirement 
funds. 
Whatever  the  source 
"the   trust  should  bt 
funded  upon  the  par 
enfs  death,  and  not  be- 
fore," says  Mary  Anne 
Ehlert,  a  financial  plan 
ner  with  expertise  in 
disabilities  in  Vernon 
Hills,  111.  That's  parth 
because  trusts  pay  taxes 
at  a  rate  higher  than  il 
the  money  were  held  by 
the  parents.  Also,  if  the 
child's    condition    im 
proves  so  the  trust  isn't  needed,  you 
don't  want  the  assets  locked  up. 

That's  not  likely  in  Jennifer  Hood's 
case.  Her  parents  will  fund  her  trust  with 
a  $500,000  life  insurance  policy.  The> 
will  also  use  the  $40,000  annual  survivoi 
benefit  that  Hood  set  aside  from  his  re 
tirement  plan— to  be  paid  to  Jennifer  foi 
fife  after  the  second  parent  dies. 

The  amount  left  in  the  trust  depend* 
on  your  wealth,  child's  age,  other  chil- 
dren's expenses,  and  retirement  needs 
"We  have  a  life  to  live,  too,  and  we  want- 
ed to  be  fair  to  our  son,"  who  is  32  and  ir. 
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e  Navy,  says  Tim  Hood.  Whatever  the 
imount,  you  must  decide  on  a  living 
standard  for  your  child.  That,  in  part, 
depends  on  where  your  child  will  live. 
I  State  laws  governing  special  needs 
Ixusts  and  public  assistance  are  not  all 
alike.  Ehlert  recommends  that  parents 
write  a  "letter  of  intent"  that  clearly  de- 
fines the  type  of  lifestyle  and  medical 
pare  they  want  for  their  child.  It  should 
also  name  guardians  and  trustees. 

The  choice  of  trustees  is  a  thorny  is- 
sue. "Parents  typically  want  a  sibling," 
says  Thomas  Begley  Jr.,  executive  direc- 
tor of  the  Special  Needs  Alliance,  a  net- 
work of  disability  lawyers.  But  usually 
''they  don't  have  trustee  or  money  man- 
agement experience."  More  awkward  is 
the  conflict  of  interest  that  may  ensue  if 
a  relative  is  set  to  inherit  any  trust  mon- 
ey the  beneficiary  does  not  use  up.  Beg- 
ley suggests  a  three-person  committee 
comprising  a  professional  trustee,  a  so- 
cial worker,  and  a  family  member. 

Finally,  it's  critical  to  hire  an  estate 
lawyer  with  special  needs  experience. 
"We  had  three  sets  of  trusts  done  before 
we  got  it  right,"  says  Hood.  A  minor  er- 
ror can  be  expensive— and  harm  your 
child's  security.  ■ 


Getting  Online 
Financial  Help 

Hundreds  of  Web  sites  provide 
information  about  the  diagnosis  and 
treatment  of  a  child's  disability,  but 
these  select  few  deal  with  the 
financial  aspects  of  raising  a  child 
with  special  needs. 


askmerrill.ml.com/specialneeds 

Merrill  Lynch  offers  a  special-needs 
calculator,  resource  referral  for 
financial  advisers 


metlife.com  Metropolitan  Life 
includes  articles  on  financial  and 
estate  planning,  resources,  and  links 


pacer.org  This  parent  advocacy 
group  helps  with  insurance  issues, 
education  concerns,  and  financial 
planning 


snapinfo.org  Special  Needs  Advocate 
for  Parents  offers  advice  on  medical 
insurance  problems;  referrals  to 
educational  advocates,  support 
groups,  and  attorneys;  and  special 
needs  estate  planning 


tsnn.org  The  Special  Needs  Network 
provides  estate  planning 


Autos 


FULLY  LOADED  Its 

standard  safety 
gear  bests  the 
competition 


Lots  of  Luxury 
For  the  Buck 

Kia's  Amanti  gives  pricier  American  sedans  a  run 
for  their  money,  by  LARRY  ARMSTRONG 


Data: 


OUT  OF  THE  CORNER  OF 
your  eye,  it  looks  like  a 
Mercedes,  with  those  el- 
liptical headlights.  The 
grille  that  dominates 
the  front?  It  must  be  a 
Jaguar.  In  profile,  it 
could  be  a  Lincoln,  judging  from  the  up- 
right, formal  rear  pillar. 

Surprise:  It's  the  2004  Amanti,  a 
near-luxury  sedan  from  Kia  Motors,  the 
Korean  auto  maker  better  known  for 
budget  cars.  Kia  is  making  a  gutsy  move 
for  its  first  big  car,  shamelessly  borrow- 
ing signature  features  from  well-known 
luxury  models  to  turn  heads.  It  got  my 
attention,  and  I  suspect  it  will  get  yours. 
Frankly,  I  was  surprised  by  the  so- 
phistication of  this  car.  I  drove  the 
$25,535  base  model  and  found  it  roomy 
and  comfortable,  with  a  fit  and  finish  that 
approaches  the  best  European 
and  Japanese  models.  I  didn't 
like  the  handling  much:  The 
steering  is  loose,  there's  lots  of 
body  lean  around  corners,  and 
on  highways  it  has  the  floaty, 
bouncy  ride  of  traditional 
American  luxury  cars.  Then 
again,  if  s  designed  to  compete 
with  such  big  American  sedans 
as  the  Buick  LeSabre  and 
Chrysler  Concorde,  along  with 
Toyota's  Avalon. 


The  Amanti  is  a  lot  of  car  for  the  price. 
Even  the  base  model  is  fully  loaded,  with 
keyless  entry,  power  seats  on  both  the 
driver  and  passenger  sides  in  the  front, 
and  a  leather-wrapped  steering  wheel 
with  built-in  audio  and  cruise  controls. 
Even  some  luxury  appointments  come 
standard,  including  dual-zone  climate 
controls  and  maple-grain  trim.  With 
standard  front  and  rear  side  air  bags  and 
head-protecting  curtain  air  bags,  the 
Amanti's  safety  equipment  bests  the 
competition. 

Options  are  as  well-priced  as  the  car. 
Outfit  it  with  every  possible  choice- 
heated  leather  seats,  sunroof,  trip  com- 
puter, and  traction-control  system— and 
the  sticker  still  comes  in  under  $29,000. 
Add  all  that  to  an  Avalon,  and  you'll 
spend  nearly  $5,000  more  than  on  the 
similarly  equipped  Amanti. 

The  Amanti  comes  up 
short  in  fuel  economy,  how- 
ever. Its  200-horsepower,  V- 
6  engine  gets  only  17  mpg  in 
city  driving,  25  on  the  high- 
way. That's  4  mpg  less  than 
comparable  cars.  The  Aman- 
ti reminds  me  of  those  $25 
designer  lookalikes  you  can 
pick  up  on  street  corners  in 
Manhattan.  If  11  never  fool 
anyone,  but  it  does  the  job, 
and  if  s  a  terrific  value.  II 


Kia  has 

borrowed 

other 

cars5 

signature 
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Personal  Business  Mutual  Funds 


One  Way  to  Get 
New  Investors 

This  fund  just  gives  shares  away.  BY  LAUREN  YOUNG 


FREE  MUTUAL  FUND 
shares:  It  sounds  too  good  to 
be  true.  But  Shlomo 
Eplboim  is  indeed  giving 
away  shares  of  his  Blue  & 
White  Fund,  which  has 
gained  nearly  32%  since  it 
opened  in  February,  2003.  Naturally, 
there's  a  catch.  The  recipient  must  be  an 
American  boy  or  girl  celebrating  a  religious 
rite:  a  first  communion,  confirmation,  bar 
or  bat  mitzvah.  Meet  that  criterion,  and 
Eplboim  will  provide  a  certificate  worth 
$18  in  fund  shares.  The  number  18  is  im- 
portant. In  Hebrew,  the  letters  that  make 
up  18  also  spell  chai,  which  means  "life." 

Eplboim.  32,  certainly  can  be  called  a 
mensch— Yiddish,  for  an  admirable  per- 
son. But  he's  not  giving  away  fund  shares 
simply  to  congratulate  kids  he  doesn't 
know.  He's  hoping  they'll  get  interested  in 
investing  and  hook  their  parents  into 
adding  money  to  the  free  accounts. 
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important,  he  wants  to 
entice  people  to  invest  in 
Israel. 

For  decades,  the  most 
popular  way  to  support 
Israel  was  to  buy  Israeli 
bonds,  which  funded 
public  works  projects. 
"Israel  doesn't  need  an- 
other highway,"  says 
Eplboim,  a  Tel  Aviv  na- 
tive now  living  in  Los 
Angeles.  "Israel  needs 
private  investment." 

A  global  rebound 
should  be  a  boost  to  Is- 
rael, since  90%  of  Israeli 
public  companies'  rev- 
enues come  from  be- 
yond the  tiny  nation's 
borders.  After  the  worst 
recession  in  its  history, 
rising  technology  and 
defense  exports  along 
with  lower  tax  rates  are 
expected  to  fuel  eco- 
nomic growth  of  at  least 
^^^  3%  in  2004.   But  the 

^^"™  geopolitical  challenges 

and  market  risks  are  immense.  Continued 
violence  between  Israelis  and  Palestini- 
ans, along  with  an  unstable  Middle  East, 
threaten  to  derail  the  economic  rebound. 
That' s  why  the  fund  can  invest  up  to 
100%  of  its  assets  for  one  year  in  cash. 
Right  now  the  cash  position  is  37%,  but 
that's  mainly  to  buy  initial  public  offer- 
ings, Eplboim  says. 


EPLBOIM  Pass 
a  religious 
rite  and  get 
$18  in  shares 


Most  of  the  companies  in  the  portfi 
lio,  including  generic  drugmaker  Tev 
Pharmaceutical  and  software  maker  Zo 
ran,  trade  in  the  U.S.  as  American  d 
positary  receipts.  The  fund  can  also  pu 
up  to  25%  of  its  assets  in  companie 
listed  only  on  the  Tel  Aviv  Stock  E> 
change.  Blue  &  White's  main  competi 
tion  is  the  $12  million  Amidex  35,  an  in 
dex  fund  that  invests  in  Israel's  3 
largest  companies. 
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FREE  BUT  NOT  CHEAP 

EPLBOIM,  A  FORMER  PaineWebber  an 
Prudential  broker,  now  is  a  partner  a 
Eplboim  Poutre,  a  Beverly  Hills  broker 
age  firm  with  $100  million  in  client  as 
sets.  Eplboim  is  funding  the  giveawa 
himself  and  figures  he  has  spent  mor 
than  $5,000  since  the  program  began  ii 
March.  The  expense  ratio  of  2.81%  ft 
Class  A  shares  is  higher  than  average,  b 
it  should  drop  as  the  fund  grows.  Th 
$4.4  million  broker-sold  fund  doesn't  y 
have  a  ticker  symbol. 

The  Blue  &  White  Fund  is  available  i 
some  25  states,  including  Californi 
New  York,  New  Jersey,  and  Florida.  T< 
receive  free  shares,  just  go  to  the  compa 
ny's  Web  site  (blueandwhitefund.co: 
and  click  on  "Free  Chai  Certificate"  fo 
an  application.  You  can  also  call  87 
4BW-FUND.  When  you  return  the  form 
you'll  need  to  provide  an  invitation  to  th 
religious  event  or  a  letter  from  a  clerg 
member  as  proof. 

Russell  Kinnel,  director  of  research  a 
fund  tracker  Morningstar,  can't  think  c  ,c 
another  fund  family  that  has  given  awa; 
shares.  That  said,  small  accounts  hav* 
been  "murder"  on  fund  companies  be 
cause  they're  expensive  to  maintain.  "Th 
idea  that  people  later  will  invest  more  of 
ten  doesn't  work,"  Kinnel  says. 

The  firm  has  received  "thousands"  o 
applications,  say  Eplboim.  "We  are  mail 
ing  machines."  He  has  gotten  reques 
from  a  6,000-member  synagogue  in  N 
York's  Catskill  Mountains  as  well  as 
Evangelical      church      in      Louisian 
Eplboim  says  he'll  close  the  fund  to  n 
investors  when  it  hits  $100  million.  Untd 
then,  he  plans  to  give  away  shares,  hoping 
those  youngsters  and  their  families  wil 
invest  more  cash,  too.  ■ 
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The  Blue 
&White 
Fund 


PORTFOLIO  MANAGER 

Shlomo  Eplboim 

ASSETS  $4.4  million 
TOTAL  RETURN*  31.8% 
SALES  CHARGE  5.75% 
EXPENSES  2.81% 


SELECTED  HOLDINGS 

Zoran,  Bank  Leumi  le-lsrael. 

Teva  Pharmaceutical,  Nice 

Systems 

WEBSITE 

blueandwhitefund.com 

PHONE  877  4BW-FUND 


•Since  inception.  Feb  3. 2003.  through  May  17. 2004    Data:  Blue  &  White  Fu 


Footnotes 


HEALTH  CARE 


:dited  by  toddi  gutner 

EALS 

WAY  TO  SHOP, 
ROM 

OTHERS,  NO  NEED  TO  ENVY  SENIOR 

tizens  their  bountiful  discounts.  Moms 
ow  have  their  own  organization 
Bering  special  deals.  ClubMom,  which 
ad  operated  a  pilot  program  in  10 
ties,  went  nationwide  in  May. 
[embership  is  free  and  comes  with  a 
ird  good  for  discounts  of  up  to  25%  at 
articipating  merchants.  ClubMom 
lothers  also  get  coupons  by  mail  and 

the  chance  to  earn 

points  they  can 

redeem  for 

everything  from  a 

set  of  knives  to  a 

Caribbean  cruise. 

Shopping  at  the 

local  grocery  or 

Home  Depot  might 

earn  a  mom  one  to 

three  points  for 

every  dollar  spent. 

These  points 

accumulate  and  can 

be  redeemed  for 

items  in  the 
lubMom  catalog,  available  online  at 
ww.clubmom.com.  Those  who  sign  up 
lould  understand  this  is  a  marketing 
mture;  their  names  and  addresses  may 
e  given  to  participating  stores  where 
ley  shop  unless  they  opt  out. 

NVESTING 

HE  SELL-OFF  IN  RECENT  weeks  may  have  you  wondering  if  the 
mil  market  that  started  last  year  is  over.  History  suggests  that 
he  28.8%  total  return  logged  since  last  April  is  generous 
onsidering  the  up  move  started  in  a  period  of  low  interest  rates 
nd  relatively  high  price-earnings  ratios  (table).  Other  bull 
narkets  got  more  of  their  return  from  dividends  and  the  rising 

p-e  ratios,  a  result 
of  falling  interest 
rates.  Now,  with 
rates  rising,  the 
bull  market's 
continuation 
depends  on 
strong  earnings 
growth. 


Power  to  the  Proxy 

HOW  MANY  TIMES  have  you  heard  the  advice  to  appoint  a  health-care  proxy  to  make 
medical  decisions  for  you  should  you  become  too  ill  to  do  so  on  your  own?  Yet 
because  of  a  1996  law  that  seeks  to  protect  the  privacy  of  medical  records,  some 
doctors  and  hospitals  are  reluctant  to  disclose  even  the  basic  medical  information 
needed  to  enable  a  proxy  to  act.  "We've  had  hospitals  tell  clients'  proxies  that  they 
aren't  comfortable  talking  to  them,"  says  Stephen  Ziobrowski,  a  Boston  partner  at 
Hartford  law  firm  Day,  Berry  &  Howard. 

The  solution:  Sign  a  separate  document  authorizing  the  release  of  information 
covered  by  the  Health  Insurance  Portability  &  Accountability  Act  of  1996.  And  add  such  a 
sentence  to  your  health  care  proxy  too,  says  Needham  (Mass.)  estate  planning  attorney 
Kenneth  Brier.  A  spokesman  for  the  Massachusetts  Medical  Society  says  it's  "not  a  bad 
idea"  to  take  that  extra  step— no  matter  what  state  you  live  in.  —Anne  Tergesen 


BULL  MARKET 

AT  THE  START  OF 
THE  BULL  MARKET 

BULL  MARKET 
TOTAL  RETURN 

STARTING/ 
ENDING  MONTH 

DIVIDEND 
YIELD* 

P-E* 

10  YR. 
TREASURY  BOND 

1/75-11/80 

5.3% 

4.8 

7.4% 

18.4% 

8/82  -  8/87 

6.4 

7.8 

13.2 

30.1 

12/87-5/90 

3.4 

9.7 

8.9 

23.7 

11/90-3/00 

3.9 

15.5 

8.7 

21.4 

4/03 -? 

1.9 

15.4 

3.8 

? 

•For  S&P  500;  forward  P-E  based  on  operating  earnings 

Data:  No-Load  Fund  Analyst 


TIME  OFF 

VENETIAN  VIEWS 

BOSTON'S  Isabella  Stewart  Gardner  Museum 

is  offering  a  rare  chance  to  visit  its  off- 
limits  fourth  floor  through  Aug.  15. 
There  you'll  find  the  "Gondola  Days" 
exhibit  that  recalls  expat  life  in  late  19th 
century  Venice  (gardnermuseum.org). 
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BY  ROBERT  BARKER 


Hospira  Just  May 
Puttbu  in  the  Pink 


Time  to  add  another  synthetic  word  to 
your  investment  vocabulary.  It's  Hospira, 
which  is  denned  as:  1)  a  recent  spin- off 
of  health-care  giant  Abbott  Laboratories; 
2)  the  latest  member  of  the  Standard  & 
Poor's  500;  and  3)  an  antidote  to  this 
spring's  fever-inducing  outbreak  of 
initial  public  offerings. 

In  April,  Abbott  handed  out  to  its  stockholders  100%  of  the 
shares  in  Hospira.  They  began  trading  above  $31,  then 
prompdy  sank  to  $26,  about  where  the  shares  change  hands 
now  on  the  New  York  Stock  Exchange.  If  Hospira's  first  steps 
hardly  seem  promising,  that's  one  reason  why  I  see  the  Lake 
Forest  (111.)  company  as  worth  much  more  of  the  intelligent 
investor's  attention  than  the  long  calendar  of  pending  tech 
and  biotech  IPOs.  Few  investors  know  much  about,  or  have 
even  heard  of,  Hospira.  Some  Web  sites  will  tell  you  its  ticker 
symbol,  HSP,  belongs  to  Hispanic  Broadcasting  (which  last 
year  became  Univision  Radio).  Search  Google,  and  a  link  to 
Hospira's  home  page  does  pop  up.  But  the  first  listing  is:  "Did 
you  mean:  hospital." 

THAT'S  A  LOT  CLOSER  TO  THE  MARK.  When  Abbott  decided  last 
year  to  focus  on  its  higher-risk,  higher-reward  operations  that 
develop  patented  drugs  and  medical  devices,  it  bundled  into 
Hospira  its  generic-drug  and  more  mundane  hospital-supply 
businesses.  These  units'  roots  reach  back  70  years  to  the 
development  of  the  anesthetic  sodium  pentothal.  Together, 
they  collected  $2.4  billion  in  revenue  last  year,  not  counting 
an  additional  $159  million  in  sales  to  Abbott.  Some  of  that 
came  in  contract  manufacturing.  Two  other  Hospira 
divisions— injectable  drugs  and  infusion  and  intravenous 
therapy  products— produce 
most  of  the  revenue.  These 
sales,  derived  from  long-term 
contracts,  are  the  very 
definition  of  steady,  but  they 
grow  slowly,  and  profit  margins 
have  narrowed  as  Hospira's 
hospital  customers  have 
grouped  together  to  buy  in  bulk 
and  drive  down  prices. 

Hospira  CEO  Christopher 
Begley,  an  18-year  Abbott 
veteran,  told  me  that  a  key 
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RICH  VEIN  Injectabl 
bring  in  big  bucks 


objective  is  to  reverse  the  profit  margin  trend  (table).  How? 
First,  Begley  has  boosted  spending  on  research  and 
development.  In  Hospira's  first-quarter  results,  set  to  be 
released  in  late  May,  investors  will  see  a  25%  jump  in  R&D 
outlays.  Begley  added  that  in  future  quarters,  they  will  rise  at 
a  double-digit  rate,  until  annual  spending  on  R&D  as  a 
percentage  of  sales  rises  to  perhaps  5%  from  3%  to  4% 
historically.  Some  of  that  will  go  to  generic  versions  of  more 
than  30  injectable  drugs  that  will  lose  patent  protection  in  th 
next  few  years.  A  year  ago,  Begley  said,  Hospira's  former 
parent,  Abbott,  had  allocated  funds  to  develop  just  four  such 
drugs.  Hospira  also  hopes  to  widen  margins  by  exiting  some 
less  profitable  lines,  and  sales  abroad— now  just  15%  of  the 
total— may  begin  to  grow  meaningfully  by  2006. 

Despite  higher  spending  on  research,  Hospira  still  expects 
to  have  cash  from  operations  of  at  least  $300  million  this 
year.  Even  after  some  capital  projects,  there  figures  to  be  cash 
enough  for  a  dividend,  details  of  which  the  board  has  yet  to 
announce.  Earnings  this  year  will  be  dented  by  startup  costs, 
which  Begley  puts  at  15<t  to  19<t  a  share.  Excluding  them, 
earnings  may  reach  $1.50  a  share  or  so.  In  2005  and  2006, 
Begley  sees  profits  growing  maybe  8%,  despite  flattish  sales. 

So  the  question  for  prospective  investors  is:  How  is  the 
market  valuing  Hospira?  To  compare  it  with  some  of  its 
public- company  rivals,  I  figured  Hospira's  current  enterprise 
value  (the  sum  of  its  stock  market  value  and  net  debt),  which 
came  to  $5.1  billion,  or  13  times  its  latest  12  months'  earning! 
before  interest  and  taxes.  This  is  a  discount  to  comparable 
multiples  commanded  by  the  likes  of  Becton  Dickinson  (17 
times),  Alaris  Medical  Systems  (17.6  times),  and  Baxter 
International  (19.6  times). 

In  other  words,  Hospira  appears  to  be  one  of  those 
occasional  new  issues  that  comes  to  market  with  low 
expectations  and  trades  down  to  a  discount.  Which  reminds 
me,  I  forgot  to  give  you  the  investment  dictionary's  listing  foi 
Hospira's  antonym.  That  would  be  Google.  0 

E-mail:  rb@businessweek.cor 
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BY  GENE  G.  MARCIAL 

RIVAL  DRUGMAKERS  MAY  BE  WAKING  UP  TO  SEPRACOR'S  ALLURE 


"ALL  ABOARD,"  SAY  CERTAIN  UNION  PACIFIC  RAILROAD  BUFFS. 
V  [  COLGATE-PALMOLIVE  SEEMS  A  STEADY  SHIP  IN  A  ROCKY  MARKET. 


WEST  Deal  ahead? 


Seeking  Sepracor? 

WHEN  THE  FOOD  &  Drug  Administration  on  Feb.  27 
approved  Estorra,  a  sleep-disorder  medication  from 
Sepracor  (SEPR),  the  stock  bolted— from  28  to  53  by 
Apr.  26.  It  has  since  backtracked  to  44,  as  investors  took 
profits.  But  there  could  be  more  gains 
ahead,  say  some  pros,  not  only  from 
Estorra's  blockbuster  potential  but  also 
from  a  possible  buyout.  Analysts  think 
Estorra,  set  to  hit  the  market  in  late 
2004,  will  challenge  Ambien,  the  top 
insomnia  drug.  "Sepracor  is  surely 
takeover  bait,  and  I  expect  one  of  the 
big  drugmakers  will  make  a  run  for  it," 
says  Robin  Manners  West  of  State 
Investment  Council  in  New  Mexico, 
which  owns  shares.  She  says  Sepracor 
has  what  Big  Pharma  wants:  diversified  drugs— in  asthma, 
allergy,  hypertension,  and  urology— plus  Estorra.  West  figures 
Sepracor  is  worth  60  to  65  a  share,  based  on  6.5  times  its 
projected  sales  of  $800  million  in  2006,  when  it  is  expected  to 
turn  profitable.  Consensus  2006  forecast,  she  says,  is  about  $3 
a  share.  West  won't  say  which  suitors  are  after  Sepracor, 
whose  specialty  is  improved  versions  of  widely  prescribed 
drugs.  It  has  patents  on  24  such  drugs,  designed  to  improve 
efficacy  and  dosage,  with  fewer  side  effects.  Sepracor  has 
licensing  pacts  with  Schering-Plough  and  Aventis.  Herman 
Saftlas  of  Standard  &  Poor's  says  Estorra  could  become  "the 
best-in-class  insomnia  drug,"  snagging  25%  of  the  $1.5 
billion  sleep-disorder  market.  He  rates  Sepracor 
"accumulate."  CFO  David  Southwell  won't  comment  on  the 
buyout  speculation. 

Union  Pacific 
Opens  the  Throttle 

UNION  PACIFIC  (UNP),  the  largest  U.S.  railroad,  isn't 
making  tracks  on  the  Street.  Most  analysts  are  down  on 
the  stock,  which  has  nosedived  from  nearly  70  in 
January  to  56  now.  Even  with  freight  demand  up  and  train 
capacity  scarce— partly  due  to  the  economic  rebound— analysts 
see  no  early  end  to  Union  Pacific's  earnings  and  stock  price 
woes.  The  2004  earnings  consensus  is  $4.06  a  share,  a  penny 
less  than  2003  and  24<t  below  2002  earnings.  But  Scott 
Kuensell  of  Brandywine  Asset  Management,  which  owns 
shares,  figures  Union,  trading  at  1.5  times  book  value,  is  at  its 
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historical  bottom.  The  last  time  it 

traded  that  low  was  in  early  2002. 

During  the  following  year,  the  stock 

leaped  70%,  vs.  the  market's  10%  fall, 

notes  Kuensell,  who  thinks  the  stock 

will  snap  back  to  70  in  a  year.  He  notes 

that  Union  is  now  fixing  its  problems, 

part  of  which  was  the  loss  of  some  30% 

of  its  crew  from  early  retirement— at  the 

time  when  traffic  was  starting  to  rise. 

So  he  thinks  Union  will  earn  $4.20  a 

share  in  2004,  $5  in  2005,  and  $6  in 

2006.  Rick  Paterson  of  UBS  says  Union  is  a  "classic  value  play 

and  that  its  current  problems  "provide  a  nice  entry  point" 

Why  Colgate-Palmolive 
Shows  Sparkle 

PLAY  DEFENSE  IN  THE  MARKET'S  current  turmoil,  sa> 
Owen  Fitzpatrick  of  Deutsche  Bank's  Private  Wealth 
Management  group.  One  place  of  refuge,  he  says,  is 
consumer  staples.  His  top  pick:  Colgate-Palmolive  (CL),  best 
known  for  toothpaste,  whose  stock  has  pushed  up  despite  th< 
market's  travails— from  49  in  December  to  55.91  on  May  19. 
Fitzpatrick  sees  it  hitting  65  this  year. 
Some  60%  of  sales  come  from  over- 
seas, where  Colgate's  share  has  grown 
steadily.  But  he  sees  fresh  growth  in 
North  America,  where  earnings  were 
off  in  2003  because  of  increased  media 
and  promotion  costs.  He  thinks  North 
America  will  turn  around  and  see 
major  growth  in  2004.  Aside  from 
toothpaste,  Colgate  makes  an  array  of 
personal  and  household  products,  with 
key  brands  Colgate,  Palmolive,  Soft- 
soap,  and  Hill's  pet  food.  Lauren 

Lieberman  of  Credit  Suisse  First  Boston,  which  rates  Colgate 
"outperform,"  says  operating  profits  could  grow  8.5%  to  9% 
in  the  next  three  to  five  years.  She  expects  Colgate  to  earn 
$2.63  in  2004  and  $2.95  in  2005,  vs.  2003's  $2.46. 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

Stocks  struggled  to  end  the  week 
in  positive  territory,  but  fears  of 
rising  interest  rates,  surging  oil 
prices,  and  creeping  inflation 
derailed  the  comeback.  On  May 
19,  tech  stocks  rose  early  in  the 
day  on  the  back  of  a  strong  profit 
report  from  Applied  Materials, 
the  chip-equipment  maker,  as 
well  as  bullish  talk  from  Hewlett- 
Packard.  Investors,  however,  lost 
nerve  and  took  to  the  sideline. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  May  25, 10  a.m. 
EDT  »  The  Conference  Board's 
May  confidence  index  probably 
edged  up  to  93,  from  92.9  in  April. 
That's  based  on  the  median 
forecast  of  economists  surveyed 
by  Action  Economics.  Any  gains 
from  a  stronger  labor  market  may 
be  offset  by  higher  energy  prices 
and  troubles  in  Iraq. 
DURABLE  GOODS  ORDERS 
Wednesday,  May  26,  8:30 
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-2.5 

17.8 
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1.3 

-7.3 

10.7 
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GLOBAL  MARKETS  mayu  week 

S&P  Euro  Plus  (U.S.  Dollar)  1143.2  2.6 

London  (FT-SE 100)  447L8  1.3 

Paris  (CAC  40)  3643.3  22 

Frankfurt  (DAX)  3872.3  2.5 

Tokyo  (NIKKEI  225)  10367.7  -1.7 

Hong  Kong  (Hang  Seng)  11.46*4  -0.5 

Toronto  (S&P/TSX  Composite)  8196.8  0.1 

Mexico  City  (IPC)  9767.6  0.8 

FUNDAMENTALS  mavis 

S&P  500  Dividend  YieW  1.67% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  20.6 

S&P  500  P/E  Ratio  (Next  12  mos.)*  16.5 

First  Call  Earnings  Revision*  2.12% 

TECHNICAL  INDICATORS  mayis 

S&P  500  200-day  average  1080  J 

Stocks  above  200-day  average  49.0% 

Options:  Put/call  ratio  0.88 

Insiders:  Vickers  NYSE  Sell/buy  ratio    233 
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ProFunds  Sh.  Sm.  Cap  Irrv.    5.8 
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iSharesMSCIS.Kor.ldx.  -23  2 
Fidelity  Adv..  Korea  A  -22.9 
Eaton  Vance  Grtr.  India  A  -22.3 
Fidelity  Adv.  Emg.  Asia  A  -20.9 
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71.1 

LAGGARDS 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


ProFunds  UltSh.  OTC  Inv.  -44.1 

Rydex  Dynam.  Vent  100  -44.0 

Rydex  Dyn.  Tempest  500  -33.7 

ProFunds  UltraBear  Inv.  -33.6 


10-  YR.  BONO 

30-YR.BOND 

General  Obligations 

4.21% 

5.06% 

Taxable  Equivalent 

6.01 

7.23 

Insured  Revenue  Bonds 

4.39 
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6.27 
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a.m.  EDT  »  New  orders  for 
durable  goods  are  forecast  to  have 
retreated  by  0.5%  in  April, 
following  a  big  5%  gain  in  March. 
NEW  RESIDENTIAL  SALES 
Wednesday,  May  26, 10  a.m. 
EDT  »  New  single-family  home 
sales  in  April  most  likely  eased  to 
an  annual  rate  of  1.18  million,  after 
climbing  to  a  pace  of  1.23  million 
for  March. 

GROSS  DOMESTIC  PRODUCT 
Thursday,  May  27,  8:30  a.m. 


EDT  »  The  economy  probably 
grew  at  an  annual  rate  of  4.2% 
over  the  first  quarter,  unrevised 
from  the  earlier  estimate  reported 
in  April. 

PERSONAL  INCOME  Friday,  May 
28,  8:30  a.m.  EDT  »  Personal 
income  in  April  most  likely  grew  by 
0.5%,  after  a  0.4%  gain  in  March. 
But  consumer  expenditures 
probably  advanced  by  a  smaller 
0.3%,  after  a  0.4%  increase  in  the 
previous  month. 


I: 

r 

The  BusinessWeek  production  index  p:; 
held  steady  at  219.1  for  the 
ended  May  8  but  was  still  up  12.99 
from  the   previous  year.   Befor 
calculation  of  the  four-week  moviti 
average,  the  index  fell  to  218.3. 
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For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.comAnagazirr8yfextra.htr 
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The  Working  Poor: 
We  Can  Do  Better 


THE  BOOM  AND  BUST  of  the  past  10  years 
left  many  Americans  better  off.  Incomes 
and  wealth  are  way  up,  and  the  unem- 
ployment rate  is  almost  a  percentage 
point  lower  than  it  was  in  1994.  But 
despite  these  gains,  far  too  many  American  workers 
are  still  stuck  in  low-paying  jobs,  with  few  or  no 
benefits  (page  58).  More  than  28  million  people- 
about  a  quarter  of  the  workforce  age  18  to  64— earned  less 
than  $9.04  an  hour  in  2003.  That  translates  into  a  full-time 
income  of  $18,800  a  year  or  less,  which  is  the  weighted 
poverty  line  for  a  family  of  four. 

What  can  be  done  to  reduce  the  ranks  of  the  working  poor? 
The  best  remedy  would  be  another  boom  like  the  one  the  U.S. 
had  in  the  1990s.  But  wages  at  the  bottom  aren't  likely  to  rise 
until  the  unemployment  rate,  now  at  5.6%,  drops  below  5% 
and  stays  there  for  a  sustained  period— something  that's  not 
likely  to  happen  for  a  while. 

Raising  the  minimum  wage  is  an  option  that  would  help 
many  low-wage  workers.  It  was  hiked  twice  in  the  1990s, 
from  $4.25  an  hour  at  the  beginning  of  1996  to  $5.15  an  horn- 
by  the  end  of  1997  Since  then,  inflation  has  pushed  down  the 


Opportunity 
Knocks  in  India 


THE  APPROPRIATE  FIRST  response  to 
India's  election  is  applause.  The  surprise 
victory  by  the  Indian  National  Congress 
Party,  led  by  Sonia  Gandhi,  over  the  ruling 
Bharatiya  Janata  Party  and  the  peaceable 
transfer  of  power  that  followed  shows  India  to 
be  a  mature  democratic  state.  In  a  world  where 
far  too  many  countries  are  ruled  by  authoritarian 
governments,  this  is  a  win  for  Indians  who  value  a  stable 
democracy  and  the  right  to  preserve  it  at  the  polls  (page  42). 
Now  the  new  government  must  keep  India  on  the  path  of 
economic  growth.  The  difficulty  of  that  mission  should  not  be 
underestimated.  History  shows  that  many  developing  nations 
enjoy  a  few  years  or  even  a  decade  of  growth  only  to  run  into 
problems  later.  In  the  '80s,  14  countries  had  per-capita  gross 
domestic  product  growth:  above  5%  annually.  But  only  two— 


Hike  the 
minimum 
wage  and 
boost  aid  for 
college  and 
health  care 


value  of  the  minimum  wage  to  its  early  1996  level  in  real 
terms.  So  it  needs  to  be  boosted  again,  at  least  enough  to  kee 
up  wfth  inflation.  Such  an  increase  would  clearly  help  the 
bottom  rung  of  the  workforce.  True,  many  economists  worry 
that  a  higher  minimum  wage  would  discourage  hiring  of  les: 
educated  Americans.  But  the  rninimum-wage  hikes  of  the 

1990s  appear  to  have  had  little 
impact  on  job  prospects  for  low- 
end  workers. 

The  government  should  also 
substantially  increase  aid  for 
higher  education.  In  an  era  when 
post-high-school  education  is 
almost  essential  to  compete  in  the 
global  economy,  talented  young 
people  shouldn't  be  kept  from 
college  for  financial  reasons.  In 
recent  years  tuition  has  gone  up  j 
sharply,  especially  at  financially 
stressed  public  universities,  while 
Federal  Pell  Grants  to  low-income  college  students  have  not 
kept  up.  The  working  poor  would  also  benefit  from  reforms  o 
the  U.S.  health-care  system,  which  in  its  current  state  makes 
difficult  for  marginal  workers  to  get  medical  coverage.  A 
wholesale  overhaul  won't  happen  soon,  but  it  may  be  feasible 
to  help  poor  workers  obtain  catastrophic  coverage. 

Technology,  globalization,  and  immigration  provide 
enormous  benefits  for  the  economy,  but  the  costs  are  often 
borne  by  the  lowest-paid  members  of  the  workforce.  If  there 
are  simple,  straightforward  ways  to  improve  the  lot  of 
America's  working  poor  without  impeding  growth,  we  as  a 
nation  have  an  obligation  to  try. 


China  and  Taiwan— were  able  to  maintain  that  in  the  1990s. 

The  incoming  Indian  government  has  taken  a  good  first 
step  by  appointing  Manmohan  Singh  as  Prime  Minister.  He 
played  a  key  role  in  liberalizing  the  economy  as  Finance 
Minister  in  the  early  '90s,  keeping  at  bay  those  who  wanted  tc 
limit  the  role  of  markets.  Now  he  has  the  tough  task  of 
nurturing  India's  information-technology  sector  while 
spreading  the  wealth  to  the  hundreds  of  millions  of  Indians, 
especially  in  rural  areas,  who  still  live  in  deep  poverty. 

One  needed  change  is  more  support  for  education, 
especially  at  the  primary  and  secondary  levels.  India  has  a 
literacy  rate  of  62%— well  below  China's  85%.  Improving 
that  is  key  to  providing  skilled  workers  for  high-tech 
companies  as  well  as  creating  the  sense  that  the  nation  as  a 
whole  is  benefiting  from  growth.  Similarly,  India  needs  to 
improve  its  infrastructure.  That  means  more  widespread 
electricity,  new  roads,  and  upgraded  sanitation,  as  well  as 
irrigation  for  rural  agriculture. 

Finally,  tax  reform  is  needed  to  provide  more  revenue  to 
fund  development.  Harnessing  necessary  government 
revenues  without  crushing  growth  will  require  some  deft 
political  maneuvering  by  the  Singh  government. 

This  is  a  crucial  moment  for  India.  Singh  clearly  has  a 
mandate  to  improve  the  lot  of  India's  rural  poor.  If  he  can  do 
that  and  maintain  investor  confidence,  it  will  go  a  long  way 
toward  assuring  that  India's  impressive  growth  will  continue 
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Profiles  in  Business 


Every  business  is  a  team  of  individuals.  And  if  you  can  maximize  teamwork,  you'll 
maximize  productivity— which  is  where  Nokia  comes  in.  Everything  we  make,  from 
advanced  messaging  devices  to  secure  mobile  connectivity  offerings,  is  engineered  to 
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How  to  be  more  competitive,  more  productive,  and,  uh,  more  in  sync 


improved  coordination,  faster  growth.  And  because  Nokia    i 

Nokia  security  appliance 

supports  a  variety  of  access  methods  and  devices,  your  people  can  work  on  their 
own  terms  while  taking  care  of  business  demands.  Learn  more  today.  And  give  your 
team— and  your  business— the  advantage  of  more  mobility.  Anytime,  anywhere, 
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Learn  how  to  mobilize  your  team  and  increase  business 
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through  Corporate 
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Microsoft 


It's  as  simple  as  a  phone,  a  PC  and  an  Internet  connection.  It's  Microsoft  Office  Live  Meeting,  the  service  that  lets 
you  collaborate  with  groups  of  two  to  thousands,  without  leaving  your  desk.  Just  log  in,  select  your  presentation  and 
go.  Share  applications,  mark  up  documents,  illustrate  ideas,  create  flowcharts,  all  in  real  time.  All  without  the  cost 
and  hassle  of  business  travel. 

Plus,  it's  a  hosted  service  so  there  are  no  costly  infrastructure  changes  or  headaches  for  your  IT  department.  Its  a 
big  part  of  what  makes  the  new  Microsoft  Office  System  so  different  See  for  yourself.  You'll  save  time,  save  money 
and  maybe  even  earn  yourself  the  title  of  office  superhero. 


ry  it  today.  Get  30  days  of  service,  on  us.  Visit  www.microsoft.com/livemeet. 


icrosoft  Office 


■  ■J    Mien 

JLi  Live  Meeting 


A  PlaceWare  Service 


2004  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  the  Office  logo,  and  PlaceWare  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  or  PlaceWare.  Inc.  in  the  United  States  and/or  other  countries. 
ceWare.  Inc.  is  a  wholly-owned  subsidiary  of  Microsoft  Corporation. 


The  Concord  5  Chronograph 

with  fine  automatic  movement 

and  sapphire  crystal  case  back. 
Luxury  in  stainless  steel.  $2,490. 


Looks  good  in  black  tie 
and  white  tees. 


The  Concord  Saratoga  Chronograph. 
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"In  the  event  of  an 
emergency,  my 
hair  can  be  used  as 
a  flotation  device." 

-Senator  John  Kerry,  the 

presumptive  Democratic 

Presidential  nominee,  citing 

safety  features  on  his  new 

campaign  jet 
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AUDIT  TALES 

BONDS' ROLE 
IN  NORTEL'S 
DEBT  DRAMA 

TENSE  TIMES  at  Nortel 
Networks,  stemming  from  its 
ongoing  accounting  woes, 
could  become  even  more 
anxious.  The  Brampton  (Ont.) 
telecom  giant  faces  a  May  29 
deadline  to  present  audited 
financial  data  to 
Export  Develop- 
ment Canada,  a 
key  guarantor  of 
loans,  or  possibly 
face  a  painful 
multi-million- 
dollar  payment. 
Complicating 
the  issue  is  the 
roller  coaster 
performance  of  Nortel  bonds. 
A  BusinessWeek  analysis 
shows  that  Nortel  bond 
pricing  has  turned  volatile,  as 
holders  fret  over  its  uncertain 
financial  health.  Prices  are 
down  sharply  in  recent 
months,  though  they  are 


THE  BIG  PICTURE 


inching  back.  Still,  near  80<t 
on  the  dollar,  a  few  are 
"approaching  a  distressed 
situation,"  says  Advantage  Data 
analyst  Pierre  Robert. 

The  bondholders  are  key  in 
Nortel's  unfolding  drama.  If 
25%  of  the  holders  of  even 
one  bond  agree,  that  could 
force  Nortel  into  a  90-day 
period  during  which  it  must 
produce  financial  reports.  If 
not,  then  the  bond  maturity 
date  accelerates,  and  it  would 
have  to  pay 
down  the  debt. 

That's  not 
likely,  but  "clear- 
ly possible,"  says 
one  holder.  Nor- 
tel has  long-term 
debt  of  $3.9 
billion.  If  the 
default  process 
is  initiated,  and 
the  payment  clock  starts, 
Nortel  can  tap  its  $3.6  billion 
in  cash.  Still,  there's  a  risk, 
analysts  say,  Nortel  might 
have  to  sell  assets  if  if  s  forced 
to  pay  off  every  last  penny. 
Nortel  declined  to  comment. 
-Roger  0.  Crockett 


EARNINGS  GAP  Here's  how  much  women 
of  various  races  earn,  compared  with  a  dollar 
earned  by  a  white  male: 


RACIAL  GROUP 


ASIAN-AMERICAN 


■ 


NATIVE-AMERICAN 


"Calculated  using  data  from  the  U.S.  Census  Bureau  and  thezouzand 
2003  Current  Population  Survey  March  Demographic  Supplement 
Data:  Institute  lor  Women's  Policy  Research  April  2004  report 


DONATION  NATION 

The  Art 

Of  the  Refund 


ELIOT  SPITZER  IS  GIVING  Donald  Trump  a  refund.  The  New  York 
Attorney  General  is  returning  $21,000  in  campaign 
contributions  to  avoid  the  appearance  of  a  conflict.  The 
giveback  was  prompted  by  a  May  18  court  filing  that  alleges 
the  AG's  judgment  in  a  real  estate  dispute  involving  Trump 
was  tainted  because  of  the  donations. 

Seems  like  deja  vu.  In  March,  1999,  Trump  gave  $10,000  to 
Spitzer  '98— months  after  he  had  won  the  AG  race.  That 
money  was  given  back,  too,  after  an  internal  review  found  the 
donations  came  during  a  planned  co-op  conversion  at  a 
Trump  building— a  process  Spitzer' s  office  oversees.  In  total, 
that's  $31,000  given,  and  $31,000  returned. 

Trump  is  still  a  committee  "chair"  of  Spitzer  2006,  which  is 
raising  funds  for  a  possible  run  at  the  Empire  State  governor- 
ship. As  such,  Trump  has  pledged  to  "contribute  and/or  raise 
$100,000."  Indeed,  Trump  hosted  a  fund-raiser  for  Spitzer  last 
fall  at  his  Fifth  Avenue  apartment.  A  Spitzer  spokesman 
maintains  that  writing  checks  is  different  than  simply 
helping  to  raise  cash.  A  spokeswoman  says  Trump 
was  unavailable  for  comment.  -Brian  Hindo 

June  7.  2004  I  BusinessWeek  1 13 


TIL. 


Front 


WEB  WATCH 

APOPLECTIC 
OVER 
POP-UP  ADS 

IF  YOU  CANT  kill  the  mes- 
senger, you  might  as  well  go 
after  the  paymaster.  In  what 
could  be  a  new  front  in  the 
war  against  unwanted  Web 
ads,  L.L.  Bean  is  suing  J.C. 
Penney,  Nordstrom,  Gevalia,  and 
Atkins.  On  May  17,  the 
Freeport  (Me.)  outfitter  filed 
complaints  accusing  the 
companies  of 
trademark 
infringement 
because  their 
ads  pop  up  when 
shoppers  visit 
LLBean.com. 

Bean  says  the 
ads  confuse  cus- 
tomers, who 
falsely  assume  it 
approves  and 
profits  from  the 
pop-ups.  Plus, 

WELL  WISHERS 

IRAQ'S  OIL 
MACHINE 
GETS  IN  GEAR 

UNCERTAINTY  OVER  Iraqi 

security  and  petroleum 
production  levels  has  helped 
lift  oil  prices  to  more  than 
$40  a  barrel.  The  high  prices 
are,  in  fact,  lifting  Iraq's  own 
oil  revenues,  which  could  hit 
$1.92  billion  for  May,  says 
Platts  analyst  John  Roberts. 

Of  course,  once  the  security 
situation  improves,  Iraq  will 
be  able  to  produce  more  oil 
than  the  current  2.4  million 
barrels  per  day.  Iraqi  officials 
optimistically  forecast  a 
return  to  prewar  output  of  3 
million  bbl.  per  day  by 
yearend.  If  that  occurs,  oil 
revenues  could  pass  $2.5 
billion  a  month.  -Brian  Hindo 
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they  grab  inbound  traffic.  "It's 
like  a  barker  standing  outside 
the  door  of  your  store,  stealing 
customers  on  the  way  in," 
says  spokesman  Rich  Donald- 
son. Bean  is  seeking  unspec- 
ified damages  and  an  order 
barring  the  ads.  The  adver- 
tisers declined  to  comment. 

Going  after  the  advertisers 
is  Bean's  latest  tactic.  It  has 
been  trying  to  stop  Claria, 
which  distributes  the  software 
that  delivers  the  ads  in  ques- 
tion. This  so-called  spyware  is 
often  downloaded  unknow- 
ingly, hidden  in  free  programs. 
Once  on  a  PC,  it 
searches  for 
words  that  trigger 
the  ads.  Bean  is 
one  of  at  least 
nine  companies 
suing  Claria, 
which  did  not 
return  calls.  If 
Bean  can  scare  off 
advertisers,  it  may 
not  have  to  worry 
about  spyware. 
-Adam  Aston 


MICROMANAGEMENT 

TINY  TECH  What  comes  after  nanotechnology? 
There  are  signs— small  ones,  of  course— that 
some  folks  are  prospecting  the  next  tiny  thing. 
Pico,  femto,  atto,  zepto,  and  yocto  aren  t  far 
behind.  So-called  Web  squatters  already  own 
names  based  on  a  series  of  dimensions 
starting  at  one-thousandth  of  a  nanometer,  or 
100-millionth  the  thickness  of  a  human  hair, 
including  picotechnology.com,  femtotechnol- 
ogy.com,  attotechnology.com,  and  zeptotech- 
nology.com.  So  what  ifa  yoctometer  is  so 
small-1,000  trillion  of  them  make  up  a 
nanometer— that  it's  more  imaginary  than 
real?  Same  goes  for  the  business  plan  of 
yoctotechnology.com.  -Adam  Aston 
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YOUR  OWN  105.6-CUBIC-F00T  RESORT. 
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A V ALU  INI.  Spacious,  well-appointed  accommodations.  Breathtaking  views.  Luxurious  amenities.  Just  don't  try  and  order  room  service. 
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MR.  PRIVATE 
EYE NABS 
A BUYER 

What  a  birthday  present.  On 
May  18,  Jules  Kroll  said  he  is 
selling  the  risk  consultancy 
he  founded  to  insurance  and 
financial-services  giant 
Marsh  &  McLennan  for  $1.9 
billion.  Kroll,  who  turned  63 
the  same  day,  says  the 
"connective  tissue  here  is 
very  strong"  because  the  new 
parent  can  extend  Kroll's 
investigative  and  advisory 
business  to  a  broader  range 
of  clients. 

The  sale  will  put  $110 
million  into  the  pockets  of  the 
colorful  Kroll,  whose  firm  has 
done  everything  from  hunting 
down  the  hidden  fortunes  of 
Saddam  Hussein  to  restruc- 
turing Enron  Not  bad  for  a 
guy  who  started  his  company 
32  years  ago  to  help  prevent 
fraud  at  Marvel  Comic  Books. 

Kroll  isn't  slipping  out  with 
the  cash.  He'll  stick  around  as 
vice-chairman  at  unit  Marsh 
Inc.,  where  he  plans  to 
dispense  plenty  of  advice  and 
coaching.  Given  the  recent 
investigations  over  practices 
in  various  MMC  units,  such  as 
mutual  fund  Putnam 
Investments,  Kroll's 
experience  will  likely  be  put  to 
good  use.        -  Diane  Brady 


SILICON  SAGAS 

CONSUMERS 
ARE  POWERING 
AMD'S  CHIPS 

THE  LONG-RUNNING  horse  race 
between  the  No.  1  and  No.  2 
PC  chipmakers  is  getting  close 
again.  During  the  third  week 
of  April,  desktop  computers 
built  with  Advanced  Micro 
Devices  chips  outsold  those 
based  on  processors  from  chip 
giant  Intel  52%  to  47%  in  U.S. 
retailers,  according  to 
research  by  Current  Analysis 
in  La  Jolla,  Calif.  The  last  time 
the  competition  was  this  fierce 
was  in  the  late  1990s,  when 
AMD  was  aiming  its  slingshot 
at  Intel's  Pentium  III  chips. 
"It  speaks  volumes  that  AMD 
is  O.K.  with  consumers,"  says 
Current  Analysis  analyst  Toni 
Duboise. 

The  perennial  No.  2  didn't 
hold  the  lead  for  long— by  the 
following  week,  Intel  was 
again  on  top  in  desktops,  51% 
to  47%.  But  make  no 
mistake:  AMD  is  gaining  on 
Intel.  Over  the  last  six 
months,  its  share  of  the  retail 
desktop  market  has  doubled, 


TRADEMARKS 


to  50%,  while  Intel's  share 
during  that  period  tumbled 
to  48%,  from  72%. 

One  reason  for  AMD's  rise 
is  that  consumers  see  little 
difference  between  the 
performance  of  PCs  using 
either  chip.  Many  consumers 
are  opting  for  PCs  using 
AMD  chips  because  they 
typically  cost  20%  less  than 
similar  machines  with  an 
Intel  processor.  AMD  also 
gets  a  lift  from  PC  gamers. 
They  demand  lots  of 
horsepower  and  have 
embraced  AMD's  powerful 
Athlon64,  a  64-bit 
microprocessor  that  Intel 
has  so  far  not  matched. 


AMERICAN  ICONS  As  the  U.S.  went  to  war 
with  Iraq,  2003  saw  a  big  drop  in  trademark 
applications  for  most  patriotic  symbols,  with 
one  exception: 

%  change  from  2002-03  of  trademark  filings  with  the  following  words  or  images: 


PATRIOT 


FLAG 


SOLDIERS 


-25%  -5%     +38% 


Of  course,  the  retail 
numbers  don't  factor  in 
corporate  purchases  or  direc 
sales  such  as  those  by  PC 
leader  Dell,  a  loyal  Intel  shop 
And  AMD  still  trails  Intel  in 
the  hot  notebook  category. 
But  with  tech-hungry 
consumers  among  the  first  tc 
adopt  new  products  such  as 
the  Athlon64,  that  trend 
could  enhance  AMD's  image 
with  mainstream  buyers, 
says  Duboise.  "The 
consumer  space  is  a  more 
important  market  than  ever, 
she  says.  So  at  least  for  now, 
AMD  is  nipping  at  Intel's 
heels  again. 

-Andrew  Pan 


THE  STAT 


33 

In  millions,  the 
approximate 
number  of 
Americans  who 
commute  more 
than  50  miles  each 
way  to  work. 


Data:  Bureau  of  Transportation 


Data:     "  Annual  Report  on  Trends  in  Trademarks.  De 
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OR    THE     FIRST    TIME     EVER, 

LY    NON-STOP    FROM     NEW   YORK    TO    SINGAPORE. 


■low  the  world  is  an  even  smaller  place.  After  introducing  the  first 
on-stop  flight  between  Los  Angeles  and  Singapore  in  February, 
ingapore  Airlines  now  offers  daily  non-stop  service  between  New  York 
Newark)  and  Singapore.  Enjoy  more  comfort  and  space  on  our  new 
k345LeaderShip  while  reducing  travel  time  by  up  to  four  hours, 
xperience  a  more  luxurious  Raffles  Class  or  our  new  Executive 
conomy  Class,  both  specially  designed  with  the  executive  traveler  in 
lind.  And  of  course,  the  inflight  service  even  other  airlines  talk  about. 

ww.nonstop2singapore.com 


A  great  way  to  fly 

SlflGAPORE  AIRLinES 


A  STAR  ALLIANCE  MEMBEP      V    ^ 


The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWij 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  maa\ 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  willpubl\ 
a  special  commemorative  issue  on  Innovation. 


A  Dogged 
ImageMaker 


AS  A  CHILD,  Chester  Carlson  had  few 
things  in  his  favor.  His  father  was  crippled 
with  arthritis,  and  his  mother  worked  as  a 
housekeeper  to  support  the  family  until 
dying  of  tuberculosis  when  he  was  17.  To 
offset  the  family's  constant  moving  around, 
Ellen  Carlson  believed  in  making  every 
day  an  adventure  for  her  son.  So  Chet 

would  walk  around  with  notebook  in  hand,  jotting  down  ideas 
for  changing  the  world.  When  he  was  12,  Carlson  told  his 
cousin  Roy:  "Someday  I'm  going  to  make  a  great  invention." 

That  day  came  on  an  October  afternoon  in  1938,  and  it 
would  spark  a  revolution  rivaling  the  invention  of  the  printed 


Chet  Carlson 
spent  21  y< 
turning 
photocopying! 


word.  Carlson,  frustrated  at  having  to  make  endless  hand 
copies  of  the  patents  passing  through  a  law  firm  where  he 
worked,  became  convinced  that  there  was  a  better  alternative 
than  messy  carbon  paper  or  ink  mimeographs.  It  would  take : 
years  for  his  rudimentary  design  to  become  a  usable  paper 
copying  machine.  However,  the  photocopier  would  eventuallj 
change  the  world,  unleashing  a  wave  of  office  productivity, 
empowering  truth  seekers  to  disseminate  the  Pentagon  Paper 
in  Washington  and  protest  pamphlets  in  Moscow,  and 
introducing  a  generation  to  the  concept  of  a  "paper  jam." 

Few  saw  the  potential  at  first  But  Carlson  was  nothing  if  n 
determined.  Urged  to  stay  in  school  by  a  school-principal  unci1 
he  attended  junior  college  and  graduated  in  physics  from 
California  Institute  of  Technology.  It  was  the  midst  of  the 
Depression:  Carlson  sent  out  82  applications  before  landing  a 
job  at  Bell  Laboratories.  He  was  laid  off  within  a  year— and 
was  working  as  a  patent  attorney 
when  inspiration  struck. 
Carlson's  "Eureka!  moment" 
came  when  he  realized  that 
photo-sensitive  materials  could 
be  used  to  put  an  image  on 
paper.  In  his  Astoria  (N.Y.)  lab  on 
Oct.  22, 1938,  he  took  a  photo- 
conductive  zinc  plate  and  rubbed    1TYf"Q  reRjlltV 
it  with  a  handkerchief  to  produce    ^^^^^^^^    * 
a  positive  charge.  He  laid  a  glass      ^^^^^^^^^ 
microscope  slide  printed  with 

"10-22-38  Astoria"  in  India  ink  on  top  and  exposed  the  plate  t 
a  light  bulb.  The  part  shielded  by  ink  kept  its  charge  and 
attracted  negatively  charged  powder  he  sprinkled  on  top. 

Early  demonstrations,  performed  with  the  materials  he  tote 
around  in  a  cigar  box,  evoked  little  enthusiasm.  More  than  20 
companies  turned  him  down.  Says  Horace  Becker,  81,  the 
retired  chief  engineer  of  what  later  became  the  first  Xerox 
copier:  "For  people  to  look  at  that  and  see  the  vision  of  a 
machine,  you  had  to  be  desperate."  Joseph  C.  Wilson  was  such 
a  man.  The  CEO  of  Haloid  Co.,  the  predecessor  to  Xerox  Corp., 
Wilson  was  struggling  to  compete  against  the  mammoth 
Eastman  Kodak  Co.  He  took  a  flier  in  1947  on  developing  a 
copy  machine  using  Carlson's  patents.  It  took  a  further  13 
years— and  breakthroughs  on  toner,  lenses,  and  other 
components— before  Haloid  introduced  a  2,000-pound 
machine,  the  914,  in  March,  I960.  So  elegant  was  Carlson's 
design  that  no  real  rivals  existed  until  the  late  1970s  when 
Xerox,  facing  possible  antitrust  charges,  helped  create  them  by 
ignoring  infringements  on  its  patents. 

Carlson,  paid  in  Haloid  stock,  became  a  millionaire.  But  he 
remained  unconventional  up  to  his  death  in  1968.  He  tried  to 
give  his  wealth  away  by  funding  peace  and  civil  rights 
movements.  One  afternoon  in  New  York,  Carlson,  by  then 
badly  crippled  with  arthritis,  saw  a  man  selling  balloons.  He 
bought  them  all,  walked  into  a  park,  and  let  them  go.  "He 
marched  to  a  different  drummer,"  says  his  colleague  Becker.  It 

-By  Nanette  Byrne 
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The  doctor  can  see  you  now. 


Now  doctors  can  look  inside  the  brain  with  a  new  4D  precision 
to  perform  life-saving  procedures  that  used  to  be  impossible. 
The  new  InstaTrak™  from  GE  is  a  true  medical  breakthrough  in  image- 
guided  surgery  You  don't  have  to  be  a  brain  surgeon  to  see  why. 


Visit  geinstatrak.com 


imagination  at  work 
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The  power  and  promise  of 
[customer]  experience 
remains  an  abstract  and 
untapped  value  for  most 
companies." 


BusinessWee 


-Lewis  P.  Carbone 
Minneapolis 


MAKING  YOURSELF  'CUSTOMER 
FOR  A  DAY'  IS  JUST  COMMON  SENSE 

"THE  POWER  OF  DESIGN"  (Cover  Story, 
May  17)  led  off  with  a  glowing  description 
of  how  IDEO  helped  Kaiser  Permanente 
come  up  "with  some  surprising  insights" 
about  the  nature  of  their  patients'  experi- 
ence in  Kaiser's  medical  offices  and  hos- 
pitals. These  insights,  and  the  others  that 
Warnaco  Group  Inc.  and  AT&T  Wireless 
found,  are  surprising  only  to  business- 
people  who  have  never  taken  the  effort  to 
\iew  their  products  and  services  from 
their  customers'  perspective.  Far  from 
being  "surprising,"  these  insights  are 
common  complaints  among  consumers. 
IDEO  deserves  credit  for  the  innovative 
and  creative  nature  of  their  solutions. 
What/ s  nhnd-boggling  is  that  it  takes  an 
outside  consulting  firm  to  convince  major 
corporations  of  the  importance  of  finding 
out  firsthand  what  if  s  like  to  use  their 
products  and  services. 

-Brock  B.  Bernstein 
Ojai,  Calif. 

YOUR  READERS  SHOULD  know  that  the 
strategic  use  of  customer-experience  de- 
sign predates  IDEO.  Design  Consortium 
has  been  quietly  practicing  design  around 


the  customer  experience  since  1985.  Tv\ 
early  examples:  For  Apple  Computt 
Inc.,  our  Product  Value  Matrix  process  a 
curately  predicted  the  actual  market  pe 
formance  of  the  new  PowerBook  aii 
competitive  notebook  computers  in  199 
and  1991,  as  cited  in  your  magazine  for  a 
Industrial  Design  Excellence  Award  i 
1992.  In  the  mid-1990s,  a  customer-e: 
perience-based  redesign  produced 
greater-than-3,000%  jump  in  year! 
sales  for  Holiday  Rambler's  Endeavc 
line  of  motor  homes. 

-Ronald  J.  Sears,  Presidei 
Design  Consortiu; 
Worthington,  Oh: 

THE  COINCIDENCE  of  BusinessWeek 
"Power  of  Design"  Cover  Story  and  (in  th 
same  issue)  your  choice  of  Walt  Disney  1 
one  of  the  75th  anniversary  "Great  Inn< 
vators"  ("He  built  a  better  mouse,"  Ma 
17)  illustrates  a  powerful  business  lessor 
When  customer  experience  is  at  the  cor 
of  a  business  strategy,  distinctive  and  sui 
tainable  value  follows. 

Walt  Disney  was  a  pioneer  of  eng: 
neered  customer  experiences.  Toda 
firms  such  as  IDEO  are  creating  different 
ation  and  value  with  a  similar  philosc 
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Eat  more  apples. 


No,  we're  not  a  company  that  sells  apples  —  we're  one  of  the  nation's  leading  health  plans.  And  we  want  you  to  eat  more 
nutritious  apples  because  it's  a  simple  thing  you  can  do  to  improve  your  health.  If  everyone  made  an  effort  to  eat  healthier 
foods,  we  could  all  help  control  one  of  the  key  factors  that  drives  up  the  cost  of  health  care  for  all  Americans  —  poor  diets. 
Meanwhile,  we'll  focus  on  our  efforts  to  contain  rising  costs  by  creating  new  ways  to  improve  the  quality  and  efficiency  of 
health  care.  Like  our  Physician  Technology  Initiative,  which  helps  doctors  write  more  accurate,  electronic  prescriptions. 
So,  listen  to  FORTUNE  magazine's  Most  Admired  Health  Care  Company  for  six  years  running'-  and  drop  the  jelly  donut. 

WELLPOINT. 

'FORTUNE'  March  8.  2004,  edition  ©2004  WellPoint  Health  Networks  Inc.  wellpoint.com 
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WHY  DO  WE  WORK? 


For  more  than  the  paycheck.  We  work  because  of  what  work  makes 
possible.  Plans,  goals,  and  security.  We  work  to  lay  a  foundation  for  ourselves. 
That's  why  the  Principal  Financial  Group®  works  with  you  on  everything  from 
your  401  (k)  to  benefits  like  life  insurance,  disability,  and  health.  ■B^ag 
We  offer  advice.  We  offer  answers.  And,  at  the  end  of  day,  we  offer      j  .    ^S 
the  confidence  to  tie  it  all  together.  So  in  work,  you  get  the  most   j :  ,   \  -  • 
out  of  life.  And  in  life,  you  get  the  most  out  of  work,  principal.com    H 
We  understand  what  you're  working  for 
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Investments 
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Banking 


Principal 


Financial 
Group 
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iy— by  ensuring  that  customer  experi- 
ces  are  at  the  core  of  product  design, 
novation,  and  corporate-delivery  strate- 
ss.  Unfortunately,  the  power  and  prom- 
i  of  [customer]  experience  remains  an 
stract  and  untapped  value  for  most 
mpanies.  But  a  growing  number  of  for- 
ird-thinking  ones  are  finding  innova- 
re  solutions  by  adopting  these  exciting 
w  competencies  and  tools. 

-Lewis  P.  Carbone 

Founder  and  Chief  Experience  Officer 

Experience  Engineering  Inc. 

Minneapolis 

.APS  AND  CLAPS 
)RMANDEL'S  MANIFESTO 

IAGINE  MY  SURPRISE  when  I  opened 
ichael  J.  Mandel's  "In  praise  of  heady 
owth"  (Book  Excerpt,  May  17)  and 
und  a  photo  of  me  leading  the  rogues' 
Jlery  of  economists  who  allegedly  be- 
de  the  role  of  technological  change, 
hile  the  company  was  good— Martin 
ldstein,  Paul  Krugman,  and  N.  Grego- 
Mankiw— the  message  was  complete- 
wrong.  The  truth  is  that  economists 
ive  been  emphasizing  the  role  of  tech- 
ilogy  as  a  driver  of  growth  for  at  least 
i  years,  arguably  ever  since  Adam 
nith. 

I  tracked  down  the  two  "anti-technolo- 
•"  quotes  attributed  to  me.  The  first  is 
>m  a  1997  magazine  article  wondering 
iy  the  information-technology  miracle 
id  not  yet  registered  an  impact  on  pro- 
ictivity,  as  it  should  have.  The  statement 
me  exactly  one  paragraph  after  I  had 
commended  the  economist's  standard 
any  of  pro-technology  policies:  educa- 
m,  training,  and  expenditures  on  re- 
arch  and  development.  The  second 
lote  is  from  my  introductory  textbook 
o-authored  with  William  J.  Baumol)— 
)nically,  from  a  chapter  extolling  the 
ntral  role  of  innovation  in  growth! 
In  sum,  I  do  not  "downplay  the  role  of 
chnological  change,"  and  I  doubt  that 
y  three  colleagues  do,  either. 

-Alan  S.  Blinder 

Princeton  University 

Princeton,  NJ. 

lagine  where  our  country  would  be  if 
e  redirected  the  Iraq  war  resources— in- 
sting  $65  billion  per  annum  into  alter- 
tte  fuels,  for  example,  and  employing 
0,000  scientists  instead  of  soldiers, 
juple  that  with  an  additional  fuel  tax  to 
icourage  conservation  (offset  with  a 
immensurate  income-tax  cut),  and  we 
ould  eradicate  our  dependency  on  the 
iddle  East  for  oil. 
Arab  countries  would  then  be  forced  to 


move  from  being  oil-endowed  economies 
to  meritocracies. 

Mr.  Mandel,  you  have  the  right  agenda. 
How  about  running  for  President? 

-Randy  R.  Williams 
New  York 

SAUDI  ARABIA:  WHAT  WAS  SAID 
WAS  PLENTY  PRINTABLE 

RE  "SHAKING  THE  timbers  of  the  House 
of  Saud"  (International  Outlook,  May  17): 
We  did  strongly  urge  Americans  to  depart 
Saudi  Arabia  at  a  May  4  meeting  of  the 
Overseas  Security  Advisory  Council,  as  we 
have  been  doing  since  Apr.  15,  when  the 
State  Dept.  published  a  notice  to  this  ef- 
fect. But  no  one  from  the  U.S.  Embassy  in 
Riyadh  is  resorting  to  profanity  to  make 
this  point.  Before  you  quote  a  security  of- 
ficer or  other  American  diplomat,  please 
check  with  us  to  find  out  what  we  really 
said  before  going  to  "unprintable." 

-Carol  R.Kalin 

Counselor  for  Public  Affairs 

U.S.  Embassy 

Riyadh,  Saudi  Arabia 

INFERIOR' TEACHERS?  TRY 
OVERWORKED  AND  UNSUPPORTED 

RE  "A  BITTERSWEET  birthday"  (Social 
Issues,  May  17):  I  agree  that  "Poor  chil- 
dren...often  come  to  school  with  far  more 
personal  problems."  However,  I  greatly 
disagree  that  "poor  schools  are  more  like- 
ly to  get  inferior  teachers."  I  work  incred- 
ibly hard,  push  my  students  to  achieve 
more  every  day,  and  maximize  my  teach- 
ing time.  Yet  discipline  issues,  attendance 
problems,  lack  of  parental  support,  miss- 
ing resources,  inferior  textbooks,  and 
misuse  of  funding  contribute  to  the 
achievement  gap. 

Our  nation  should  work  to  ensure  that 
poverty  is  not  the  reason  children  receive 
an  inferior  education  and  to  equalize  re- 
sources no  matter  the  wealth  of  the  com- 
munity. Equality  does  not  mean  equal.  It 
may  take  putting  extra  money  and  time 
into  failing  schools  to  close  the  achieve- 
ment gap. 

-Laura  A.  Henderson 

Teacher,  Atlanta  Public  Schools 

Hoschton,  Ga. 
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0: 
What  Percentage 

of  Employees 

Feel  Very  Secure 

About  Their  Current 

Financial  Well-Being? 


A: 

4% 

You  can  help.  Employees  who  have  great 
employee  benefits  have  peace  of  mind, 
work  harder  and  perform  better.  Help 
your  employees  get  more  out  of  work., 
Call  1-800-986-3343  (ext.  80080)  for 
more  information,  principal.com 
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BY  STEPHEN  H.  WILDSTROM 


Making  Macintosh 
More  Corporate 


Bill  Gates  used  to  brag  that  Microsoft  made  more  money  from  each 
Macintosh  sold  than  Apple  Computer  did.  Apple's  hardware  is  now  plenty 
profitable,  but  Microsoft  software  remains  an  important  part  of  the  Mac 
ecosystem.  Microsoft's  latest  effort  for  the  Mac,  Office  2004,  could  even 
persuade  some  corporate  technology  managers  to  take  a  fresh  look  at  Apple 


The  new  release  ought  to  quell  doubts  about 

the  future  of  Mac  Office— a  suite  of  programs 

with  a  turbulent  history.  Microsoft  actually 

launched  the  suite  in  1989,  before  a  Windows 

version  was  available.  When  Steve  Jobs 

returned  to  the  company  in  1997,  Microsoft 

signed  a  five-year  contract  to  continue 

developing  Mac  software,  but  that  lapsed  in 

2002.  In  the  meantime,  relations  between  the 

companies  were  strained  by  Apple's  decision 

to  develop  a  browser  and  e-mail  program  in 

competition  with  Internet  Explorer  and 

Oudook  Express  and  a  presentation  software 

called  Keynote  that  rivals  Microsoft's 

PowerPoint.  But  friction  aside,  the  Mac  is 

good  business  for  Microsoft.  And  with  Office 

2004,  Mac  users  for  the  first  time  in  years  have 

an  office  suite  that  is  at  least  the  equal  of  its  Windows 

equivalent.  Windows  Office  has  increasingly  emphasized 

integration  with  Windows  Server,  which  interests  corporate 

technology  managers  much  more  than  end  users.  The  Mac 

product  keeps  the  focus  on  individuals  and  workgroups. 

FOR  CORPORATE  MAC  USERS,  the  most  important  feature  of  the 
new  Office  is  Entourage,  the  e-mail,  contact,  and  calendar 
program.  Entourage  2004  brings  nearly  all  the  features  of 
Microsoft's  Exchange  enterprise  mail  and  scheduling  service 
to  the  Mac.  It  will  only  work  with  recent  versions  of  Exchange 
server  with  Web  access  enabled,  and  it  fetches  mail  more 
slowly  than  Oudook  on  Windows.  But  Entourage  supports 
the  collaborative  scheduling  that  is  a  mainstay  in  most  offices 
that  use  Exchange.  Finally  having  the  functional  equivalent  of 
Oudook  makes  Macs  running  the  OS  X  operating  system 
better  corporate  citizens. 

The  changes  in  other  Office  components  are  less  dramatic, 
but  important.  Word,  Excel,  and  PowerPoint  share  a 
compatibility  checker  that  can  warn  you  about  any  difficulties 
that  might  arise  if  your  document  is  loading  in  older  versions 
of  Mac  or  Windows  programs  going  back  to  Office  97. 

Word  gains  a  free-form  note-taking  option  that  allows  it  to 
work  somewhat  like  OneNote,  the  handy  Windows  Office 
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add-on.  As  in  OneNote,  you  can  take  notes 
while  recording  a  conversation  or  interview 
on  the  computer.  Those  notes  are  linked  to 
the  recording  time  code,  making  it  easy  to 
find  the  relevant  point  in  the  audio. 

PowerPoint  has  always  been  a  bit  of  a  poo- 
relation  in  Mac  Office.  Perhaps  spurred  by 
Keynote,  Microsoft  has  surpassed  the 
Windows  version.  The  biggest  improvement 
is  an  enhanced  formatting  palette,  which  pui 
all  the  tools  you  need  to  create  a  PowerPoint 
slide  in  one  handy  window. 

Mac  Office  is  not  without  its  annoyances 
For  example,  when  you  install  it,  the 
program  automatically  puts  an  icon  for  eacl 
component  in  the  dock— the  program  picke 
at  the  bottom  of  the  OS  X 
lYTfl  C*  11 QPTC  display.  They  are  easy  enough  t 

remove,  but  their  unbidden 
presence  is  rude. 

Office  2004  comes  in  two 
editions,  standard  ($400,  $230 
as  an  upgrade)  and  students  and 
teachers  ($150,  licensed  for 
educational  use  on  up  to  three 
computers.)  Later  this  year,  a 
professional  edition  will  add  a 
new  version  of  Virtual  PC,  which 
allows  most  Windows  programs  to  run  on  a  Mac. 

I  believe  that  for  ease  of  use,  rehability,  and  security,  Mac 
OS  X  is  the  best  desktop  operating  system  available  today. 
Still,  the  Mac  is  not  a  good  choice  if  you  depend  heavily  on  a 
Windows-only  application.  But  with  a  more  compatible 
version  of  Office,  plus  Virtual  PC  to  run  the  occasional 
Windows  program,  the  Mac  should  get  new  life  in  business.  I 
has  definitely  earned  the  chance.  ■ 

E-mail:  techandyou@businessweek.con 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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America's  Right  Ti 

THE  RIGHT  NATION  Conservative  Power  in  America 

By  John  Micklethwait  and  Adrian  Wooldridge;  Penguin  Press;  450pp;  $25.95 


W  :iile  working  in  the  U.S.,  British  journalists  John 
Micklethwait  and  Adrian  Wooldridge  have  had  their 
share  of  communications  snafus.  In  The  Right  Nation: 
Conservative  Power  in  America,  one  author  describes 
being  drafted  into  a  course  of  "emergency  bible  study" 


when  he  wryly  suggested 
that  jesus  Christ  struck  him 
as  something  of  a  socialist. 
Then  there  was  the  time  a 
Southerner  understood  their 
employer— The  Economist— 
to  be  The  Communist. 

Such  were  the  hazards  of 
documenting  how  the  U.S. 
evolved  from  the  liberalism 
of  the  1960s  to  the  hard 
conservatism  that  marks  the 
federal  government  today.^ 
Nevertheless,  Micklethw; 
and  Wooldridge  (the 
magazine's  American  editor 
and  Washington  correspon- 
dent, respectively)  gained 
remarkable  access.  At  the  Washington 
headquarters  of  Americans  for  Tax 
Reform,  they  sat  in  on  the  influential 
Wednesday  meeting,  where  right-wing 
activists  occasionally  plot  strategy  with 
White  House  political  director  Karl 
Rove.  The  pair  also  journeyed  far 
beyond  the  Beltway,  for  example 
chatting  up  members  of  Focus  on  the 
Family,  a  pro-family-values  ministry 
based  in  Colorado  Springs  that  inhabits 
a  campus  so  vast  it  boasts  its  own  Zip 
Code.  In  the  end,  the  authors  conclude 
that  conservatives  have  out-thought, 
out-organized,  and  out-hustled  their 
competitior .  Although  it  may  be 
overstated,  The  Right  Nation  is  smart, 
witty,  and  a  pleasure  to  read. 

What  makes  the  volume  all  the  more 
impressive  is  that  Micklethwait  and 
Wooldridge  are  addressing  audiences  on 
both  sides  of  the  Adantic.  In  trying  to 
explain  to  Europeans  why  Americans 
have  skewed  so  far  to  the  Right,  they 
identify  one  of  the  more  intriguing 
aspects  of  U.S.  politics:  Voters  often  craft 
:  heir  political  identities  based  on  their 


* 


values,  not  their 
economic  interests.  The 
authors  point  out  that 
the  most  reliable 
indicator  of  whether 
people  tilt  toward  the 
GOP  isn't  their  level  of 
income  but  whether  they 
attend  church.  Conserv- 
atives also  have  profited 
from  U.S.  citizens' 
unbridled  optimism 
about  social  mobility. 
The  authors  report  that  a 
third  of  Americans  think 
they  will  be  rich  one  day. 
Many  believe 
they  already  are: 
A  poll  in  2000 
found  that  19% 
thought  they 
belonged  to  the 
richest  1%  of  U.S. 
households.  With 
that  mindset,  it's 
not  surprising 
that  many  voters 
warm  to  every 
kind  of  tax  cut 
and  accept  a 
fraying  social- 
safety  net. 
Americans'  individualism  and 
uncomplicated  faith  in  capitalism  have 
provided  fertile  ground  for  the 
conservative  movement.  But  it  is  the 
Right's  aggressive  ginning  up  of 
agenda-setting  ideas  that  has  allowed  it 
to  dictate  public  policy.  The  authors 
offer  a  convincing  catalog  of  how,  on 
issues  ranging  from  welfare  to 
international  diplomacy,  liberals  have 
time  and  again  been  put  on  the 
defensive,  forced  to  react  to  the  Right's 
proposals.  That's  no  accident:  Conser- 


Some 
19%  of 
Americans 
believe 
they're 
among  the 
richest  1% 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Why  the  Trade  Deficit 
May  Not  Loom  So  Large 


In  2003,  after  more  than  a  decade  of  persistent  and  sizable  increases,  the 
U.S.  trade  deficit  hit  a  high  of  5%  of  gross  domestic  product.  In  March  of 
this  year  the  deficit  reached  $46  billion,  shattering  previous  monthly  peaks 
and  putting  the  economy  on  course  for  another  annual  record.  Since  the 
trade  imbalance  is  the  most  widely  watched— and  politically  sensitive- 


indicator  of  America's  international  economic  position,  its 
unexpected  March  surge  renewed  selling  pressure  on  the 
dollar  and  fueled  protectionist  sentiments.  Yet  the  trade 
deficit  is  a  misleading  gauge  of  the  nation's  economic  health. 

Discussions  of  trade  imbalances  are  often  cast  in  "us-vs.- 
them"  terms.  According  to  popular  rhetoric,  if  we  export 
more  than  we  import,  we  live  within  our  means,  and  our 
companies  and  workers  are  beating  their  foreign 
counterparts.  If  we  import  more  than  we  export,  we  spend 
more  than  we  produce,  and  our  companies  and  workers  lose 
to  foreign  competitors.  But  who  are  we?  As  multinational 
companies  expand  their  global  production,  sales,  and 
sourcing  networks,  trade  statistics  give  a  deceptive  answer. 

U.S.-BASED  MULTINATIONALS  account  for  25%  of  American 
GDP  and  20%  of  its  employment.  Despite  their  growing 
foreign  operations,  they  remain  decidedly  American.  In  2001, 
77%  of  the  global  production,  80%  of  the  global  capital 
spending,  and  74%  of  the  global  employment  of  U.S. 
multinationals  occurred  at  home.  From  1991  to  2001,  these 
companies  added  five  jobs  in  the  U.S.  for  every  three  overseas. 

U.S.  multinationals  are  also  significant  traders.  In  2001, 
they  accounted  for  about  58%  of  U.S.  merchandise  exports 
and  about  38%  of  U.S.  merchandise  imports.  Trade  within 
U.S.  multinationals— between  parents  and  their  foreign 
affiliates— accounted  for  a  quarter  of  U.S.  exports  and  16%  of 
U.S.  imports.  Such  trade— and  the  bilateral  imbalances  it 
generates— should  be  understood  not  only  as  a  reflection  of 
the  state  of  the  U.S.  economy  but  also  as  a  manifestation  of 
the  economic  decisions  of  individual  U.S.  companies. 

The  nation's  trade  statistics  also  overlook  the  reality  that 
most  U.S.  multinationals  rely  more  on  their  own  overseas 
operations  to  sell  goods  and  services  around  the  world  than 
on  traditional  trade  channels.  According  to  Rebecca 
McCaughrin,  a  Morgan  Stanley  economist,  global  sales 
through  foreign  affiliates  were  roughly  equal  to  total  U.S. 
exports  in  1990.  In  2002,  these  foreign  affiliate  sales  totaled 
$177  trillion,  more  than  double  global  exports  of  about  $8 
trillion.  Now  the  global  sales  of  the  foreign  affiliates  of  U.S. 
multinationals  are  about  three  times  as  large  as  total  U.S. 
exports.  Indeed,  adding  these  sales  to  U.S.  exports  would 
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reduce  the  U.S.  trade  imbalance  by  almost  a  full  percentage 
point  of  GDP.  Since  U.S.  multinationals  are  largely  "us,"  that 
makes  sense.  We  should  consider  reporting  our  trade  data 
that  way  in  addition  to  our  conventional  method. 

Contrary  to  popular  belief,  U.S.  multinationals  continue  to 
set  up  foreign  operations  not  primarily  to  serve  the  U.S.  market 
from  low-wage  production  platforms  but  rather  to  serve 
overseas  markets  from  local  operations.  In  fact  high-wage 
countries,  such  as  those  in  Europe,  accounted  for  more  than 
60%  of  the  employment  of  the  foreign  affiliates  of  U.S. 
multinationals  in  2001,  and  nearly  two-thirds  of  these  affiliates' 
sales  went  to  local  customers.  Some  24%  went  to  other  foreign 
markets.  Only  11%  of  affiliate  sales  went  to  U.S.  customers. 

So  far,  at  least,  the  pattern  of 
foreign  direct  investment  by  U.S. 
companies  reveals  a  mostly  make- 
where-you-sell  rule,  and  affluent 
countries  offer  the  most  attractive 
sales  opportunities.  That  could 
change  soon,  though,  with  the 
rapid  development  of  China. 

What  do  the  facts  about  U.S. 
multinationals  imply  for  American 
economic  policy?  First,  the  goal  of 
policy  should  be  to  enhance  the 
allure  of  the  U.S.  as  a  production 
location.  A  recent  report  by  the 
Electronic  Industries  Alliance  contains  many  sound  proposals, 
including  fast-track  visa  approval  and  broadening  trade- 
adjustment  assistance  to  all  workers.  Second,  the  primary  goal 
of  U.S.  trade  policy  should  be  to  make  sure  that  companies 
based  in  the  U.S.  have  access  to  foreign  markets  on  fair  terms- 
companies  should  not  be  forced  to  produce  in  foreign  markets 
in  order  to  sell  in  them.  Third,  the  U.S.  tax  code  should  be 
adjusted  to  correct  for  the  fact  that  over  the  past  two  decades 
the  U.S.  has  become  a  less  attractive  production  location  from  a 
corporate  tax  perspective.  Finally,  national  trade  statistics 
should  be  reported  in  ways  that  better  capture  the  realities  and 
complexities  of  our  borderless  world.  ■ 

Laura  D 'Andrea  Tyson  is  dean  of  London  Business  School. 
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Four  critical  moves  you 
can  make  to  secure  your  retirement 

Prudential  can  help  you  make  the  right  choices. 


Before  you  retire,  you've  got  big  decisions  to  make. 

Like  how  to  grow  and  protect  your  wealth  to  secure  the  kind  of  retirement  you  want. 
After  all,  you  only  retire  once,  so  making  the  right  choices  now  is  crucial.  Your  first  smart  choice? 
Get  a  personalized  action  plan  from  Prudential  that  helps  you  achieve  your  retirement  goals, 
step-by-step.  Four  key  moves  your  Prudential  professional  can  help  you  make: 


i 


IPlan  to  make  your  income  last 
as  long  as  your  retirement. 

People  are  living  longer  and  that  means  your  income 
needs  to  last  longer.  We'll  examine  your  retirement  assets 
to  develop  a  distribution  plan.  We'll  show  you  how  to  mrn 
assets  into  guaranteed  income  and  implement  a  capital 
preservation  and  fixed-income  strategy  to  lower  risk. 

2    Take  steps  to  protect  your  family 
from  high  long-term  care  costs. 

The  likelihood  of  your  needing  long-term  care  increases 
as  you  age.  Long-term  care  insurance  can  help  you 
meet  expenses,  protect  retirement  assets,  and  keep  you 
from  becoming  a  burden  to  your  family.  A  Prudential 
professional  can  help  you  decide  if  long-term  care 
insurance  is  right  for  you. 


Get  a  personalized  retirement 
report  from  Prudential 
Financial  Solutions. 

Call  Prudential  today  and  speak 
with  one  of  our  knowledgeable 
professionals  about  products  and  services 
that  can  help  secure  your  retirement. 


3    Update  your  estate  plan  to  ensure 
a  smooth  transfer  of  wealth. 

You  want  your  assets  to  pass  to  your  beneficiaries,  not  the 
IRS.  We'll  help  you  review  your  estate  plan  to  see  that  it  is 
current  with  changing  tax  laws  and  markets.  You'll  work 
one-on-one  with  a  licensed  financial  professional  who'll  see 
if  your  protection  strategies  still  suit  your  needs. 

4   Consolidate  assets  for  a  clearer 
picture  of  where  you  stand. 

Are  your  retirement  assets  scattered  across  multiple 
retirement  plans  or  IRAs?  We  can  help  you  consolidate 
your  assets.  The  upside?  Fewer  account  statements. 
Potentially  lower  fees.  And  a  clear  picture  of  your 
finances  so  you  can  plan  your  retirement  with  confidence. 


1-800-THE-ROCK 

ext.  3399 
prudential.com 
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A  RANKING  OF  PERKS 
BY  INDUSTRY 


EDITED  8Y  JAMES  MEHRING 

AN  UNFAIR  RAP 
FOR  CEO  PERKS? 

Two  researchers  insist 
they're  not  all  bad 


TRADITIONAL  THEORY  IN 
corporate  finance  teaches  that 
executive  perks  are  signs  of 
excess  that  don't  help  a  com- 
pany. Private  jets,  chauffeured 
limos,  and  other  nonmonetary  rewards, 
it  is  argued,  are  wasteful  spending  that 
neither  boosts  productivity  nor  moti- 
vates managers.  Is  the  theory  wrong? 

Amid  juicy  tales  of  misappropriation 
by  ex-Tyco  International  CEO  L.  Dennis 
Kozlowski  and  others,  a  new  study  by 
Raghuram  G.  Rajan  at  the  International 
Monetary  Fund 
and  Julie  Wulf 
at  the  Wharton 
School  offers 
surprising 
findings.  The 
researchers 
analyzed 
confidential 
info  from 
compensation 
consultants 
Hewitt 

Associates  Inc.;  the  data  covered  300 
large  U.S.  corporations  from  1986  to 
1999.  As  it  turns  out,  those  that  offer 
more  perks  than  others  don't  always  fit 
the  classic  profile— companies  with 
much  free  cash  flow  and  few  prospects. 
For  example,  of  the  14  industries  ranked 
by  the  authors,  No.  2  is  communications 
(table),  a  highly  competitive  sector  with 
ample  room  to  grow. 

Equally  important,  the  researchers 
argue,  a  blanket  indictment  of  perks  is 
unwarranted.  They  find  that  companies 
offer  perks  for  reasons  other  than  the 
private  benefit  of  the  recipient.  Those 
include  the  lift  that  perks  can  supply  to 
managerial  productivity,  which  also 
benefits  the  company.  For  example, 
Rajan  and  Wulf  show  that  larger  outfits 
offer  their  CEOs  compa  •'  planes  when 
that  can  save  npany  jets  are  less 

common  at  c  ations  headquartered 

in  highly  popuL.  .md  close  to 

major  airports.  EOs  located 

in  more  densely  popul       I  regions  with 
long  commute  time.-  s  more 
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likely  to  have  chauffeur  service  provided. 

The  researchers  also  suggest  that 
companies  give  perks  to  raise  managers' 
effectiveness,  since  the  status  that  comes 
with  perks  shows  pecking  order  and 
conveys  authority.  And  if  CEOs  value 
their  standing  in  the  company,  then 
perks  can  motivate  them  more  cost- 
effectively  than  the  cash  equivalent. 

To  be  sure,  the  darker  side  of  perks  is 
that  pure  greed  will  never  go  away.  But 
Rajan  and  Wulf  s  work  suggests  that 
the  public  outrage  perks  can  create 
should  be  weighed  against  the  added 
efficiency  and  managerial  effectiveness 
they  generate. 


HIRE  AMERICA 
IN  2004 

Multinationals  plan 
to  create  jobs  at  home 


LARGE  MULTINATIONALS  IN- 
tend  to  put  out  the  "help  wanted" 
sign  for  larger  numbers  this 
year.  What's  more,  they  are 
looking  for  U.S.  workers  to  fill 
most  of  the  positions.  Those  findings 
are  the  results  of  a  Pricewaterhouse- 
Coopers  survey  of  senior  executives  at 
U.S.  multinational  companies. 

The  consulting  firm's  Management 
Barometer  survey  for  the  first  quarter  of 
this  year  showed  46%  of  the  177 
respondents  intend  to  increase  their 
global  workforce  in  the  next  12  months. 
That's  up  from  37%  a  year  ago.  Among 
businesses  that  plan  to  hire,  the  average 
increase  in  payrolls  is  4.4%. 

The  survey  should  help  to  allay  fears 
that  outsourcing  is  causing  the  U.S.  to 
lose  out  on  the  hiring  gains.  More  than 
75%  of  the  new  jobs  will  be  in  the  U.S., 
with  the  remainder  in  foreign 
countries.  Nearly  three-quarters  of  the 
intended  hiring  abroad  is  for  the 
purpose  of  serving  local  markets,  said 
executives.  In  other  words,  companies 
are  responding  to  improving  business 
prospects  around  the  world,  just  as  they 
are  in  the  U.S.,  by  adding  workers  to 
serve  those  markets.  All  in  all, 
according  to  Management  Barometer 
survey  director  Pete  Collins,  less  than 
7%  of  the  planned  hiring  will  have  the 
potential  to  replace  U.S.  [jobs. 


CONFIDENCE 
SHAKERS 

Consumers  are  rattled 
by  more  than  numbers 


ON  MAY  25,  THE  CONFER- 
ence  Board  reported  its 
confidence  index  rose  to  93.2 
in  May,  up  from  93.0  in  April 
But  the  reading  is  still  below 
those  for  December  and  January,  in  part, 
says  the  Board,  because  of  higher 
gasoline  prices  and  "escalating  tensions 
overseas."  That  reasoning  echoes 
research  done  by  Robert  Keyfitz,  a  senior 
economist  at  the  World  Bank.  He  found 
noneconomic  factors,  particularly  the  wa 
in  Iraq,  can  curb  consumer  confidence. 

In  an  article  in  Business  Economics, 
Keyfitz  examined  how  economic  and 
noneconomic  factors  accounted  for  the 
volatility  in  the  confidence  index  from 
2001  to  2003.  Keyfitz  created  a  proxy 
index  for  economic  confidence,  which 
used  four  components— growth  in  real 
per  capita  income,  stock  prices,  the  jobles 
rate,  and 
inflation.  He 
subtracted 
that  from  the 
reported 
confidence 
data  to  create 
an  index  based 
on  non- 
economic 
shocks  such  as 
the  Iraq  war. 
The  economic 

proxy  trended  lower  for  most  of  the  time 
(chart),  but  the  noneconomic  index 
swung  sharply.  In  Keyfitz'  view,  "the 
deterioration  in  confidence  is  largely 
explained  by  noneconomic  factors." 

Keyfitz  estimates  that  a  1%  increase  in 
the  reported  confidence  index  raises 
consumer  spending  by  $1.1  billion,  a 
relationship  that  holds  true  even  when  the 
attitude  factors  are  not  pocketbook  issues. 
He  calculates  that  "war  jitters"  and  fears 
about  weapons  of  mass  destruction  cut 
real  consumer  spending  by  $405  billion 
in  2002  and  2003,  subtracting  a  small  but 
still  significant  0.3%  from  spending  over 
the  two  years.  ■ 

-By  Kathleen  Madigan  in  New  York 
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War  Jitters  Won't 
Wipe  Out  This  Recovery 

Strong  demand  should  overcome  Iraq  worries  and  higher  gas  prices 


U.S.  ECONOMY 


It  has  always  been  said  that  war  is  good  for  the 
economy,  and  in  terms  of  dollars  and  cents  that  is  usually  the  case. 
But  much  of  the  new  uncertainty  in  the  outlook  stems  from  the 
situation  in  Iraq.  The  risks  still  evident  there  are  one  of  the  factors 
pushing  up  oil  and  gasoline  prices.  Iraq  is  also  depressing  consumer 


:onfidence  despite  improving  economic  fundamentals, 
ind  it  is  weighing  heavily  on  the  stock  market,  even 
hough  earnings  are  performing  better  than  expected, 
raq  has  even  thrown  the  Presidential  election  and  future 
sconomic  policy  up  in  the  air,  another  reason  the  stock 
narket  is  unsettled. 

Does  all  this  uncertainty  dim  what  promised  to  be  a 
)right  second  half?  Maybe,  but  not  much.  Each  sustained 
510-per-barrel  rise  in  oil  prices  cuts  a  half  percentage 
)oint  from  economic  growth.  Oil,  at  $41  per  barrel,  will 
lip  at  corporate  profits.  It  will  also  nibble  at  consumer 
;pending  and  lift  overall  inflation  more  than  expected. 
Jut  U.S.  consumers  have  dealt  with  worse  (chart). 

This  time  is  different.  Higher  prices  for  oil  and  gas 
nainly  reflect  a  strengthening  U.S.  and  global  economy, 
tot  a  disruptive  supply  shock.  Plus,  factors  beyond  supply 
ind  demand  are  at  work,  such  as  risk  premiums 
issociated  with  market  speculation  that  may  prove 
emporary.  Most  important,  coping  with  today's  prices  is 
i  lot  easier  in  a  strong  economy  than  in  a  weak  one. 

In  fact,  this  is  the  point  in  every  recovery— in  this  case, 
he  long-awaited  point— when  classic  business  cycle 
brces  come  together  to  propel  growth  forward.  That' s  a 
jrocess  that's  difficult  to  stop,  especially  with  job  growth 
iccelerating,  capital  spending  surging  ahead,  exports 
•esponding  to  faster  global  growth,  and  an  increasing 
leed  for  businesses  to  boost  their  current  inadequate 
nventory  levels.  Taken  together,  these  power  sources 
should  overcome  the  drags  exerted  by  the  new  war  jitters. 

rHE  IMPACT  OF  ANY  IRAQ  EFFECT  will  fall  ultimately 
)n  consumers,  whose  spending  will  determine  whether 
he  U.S.  economy  roars  ahead  in  the  second  half  or 
nerely  glides  forward.  Households  will  confront  both 
jluses  and  minuses  in  coming  months,  but  in  the  end, 
consumers  should  have  the  financial  momentum  to  keep 
spending  at  a  healthy  pace  through  the  year. 

The  biggest  negative,  of  course,  is  the  squeeze  coming 
it  the  gas  pump.  The  Energy  Dept.  reports  that  the 
average  price  of  gasoline  hit  a  record  $2.06  per  gallon  in 
ate  May.  Not  surprisingly,  the  sticker  shock  at  the  pump 
las  dimmed  consumers'  view  of  the  economy.  The 
Conference  Board  cited  rising  gas  prices  as  one  reason 


consumer  confidence  in  May  did  not  increase  much 
despite  the  recent  good  news  on  the  job  front.  The 
confidence  index  edged  up  to  just  93.2  from  April's  93. 

An  Iraq  effect  was  also  noted  in  the  report.  The  Board 
said  "escalating  tensions  overseas"  offset  some  of  the  job 
market  optimism.  In  fact,  worries  about  Iraq  have 
softened  confidence  for  a  while,  and  war  jitters  may  have 

cut  consumer  spending 


GAS  PRICES  WERE 

FAR  WORSE  IN  THE  PAST 
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by  $40  billion  over  the 
past  two  years  (page  32). 

True,  today's  griping 
about  gas  prices  echoes 
the  complaints  heard 
when  oil  prices  spiked  in 
the  1970s  and  early 
1980s.  But  this  is  no  1980 
rerun.  Prices  for  other 
goods  and  services  have 
risen  by  a  wider  margin 
than  gas  has.  When 
adjusted  by  the  consumer 
price  index,  gas  costs  36%  less  than  it  did  in  1980. 
Looked  at  another  way,  gas  would  have  to  cost  $3.50  a 
gallon  to  take  as  much  out  of  your  wallet  as  it  did  in  1980. 

Plus,  despite  the  popularity  of  minivans  and  SUVs, 
households  spent  about  2.5%  of  their  aftertax  income  on 
gas  now,  vs.  more  than  4%  in  the  early  1980s.  That  may 
be  why  driving  habits  have  not  yet  changed  in  response 
to  higher  prices.  A  survey  by  Paymentech  LP  found  the 
same  percentage  of  households  plan  to  travel  over  the 
Memorial  Day  weekend  as  did  in  2003,  and  the  trip  will 
be  as  long  as  or  longer  than  last  year's. 

LOWER  DOWN  THE  LIST  of  minuses  for  consumers  is 
the  loss  of  two  sources  of  cash:  refi  money  and  tax  cuts. 
Already,  applications  to  refinance  a  mortgage  have  fallen 
by  two-thirds  from  mid-March  to  mid-May  as  mortgage 
rates  rose  by  more  than  a  percentage  point.  Consumers 
had  been  using  money  cashed  out  of  refis  to  pay  for  big- 
ticket  items  such  as  home  remodeling,  vacations,  and 
cars.  Losing  that  extra  money  will  crimp  some  purchases. 

The  2004  fiscal  stimulus  from  the  Bush  2003  tax 
cuts,  however,  has  proved  to  be  much  less  than 
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expected.  According  to  data  through  mid-May  from  the 
Internal  Revenue  Service,  the  average  refund  is  up  only 
4.8%  from  the  year  before.  The  total  amount  of  refunds 
mailed  this  year  is  only  $13  billion  more  than  the  checks 
sent  out  in  2003.  That  falls  short  of  the  $40  billion  to  $50 
billion  economists  estimated  would  flow  into  taxpayers' 
pockets  in  this  first  half.  But  it  also  means  households 
won't  feel  much  of  a  pinch  after  the  economy  has 
absorbed  all  of  the  stimulus  from  last  year's  tax  plan. 

With  all  these  negatives  weighing  on  consumers,  the 
main  saving  grace  for  the  second-half  oudook  is  faster  job 
growth  and  the  income  it  will  generate.  The  continued 
downtrend  in  new  unemployment  claims  along  with  the 
small  gain  in  help-wanted  ads  suggest  job  growth  should 
settle  into  a  range  of  about  200,000  a  month  in  the 
second  half.  That's  strong  enough  to  keep  real  aftertax 
income  growing  at  the  4%  yearly  clip  recorded  in  the  first 
quarter.  Even  allowing  for  a  pickup  in  inflation  because  of 
higher  energy  costs,  the  gains  in  income  will  help 
consumers  keep  the  economy  going  in  the  second  half. 

THE  BUSINESS  SECTOR  seems  on  solid  ground  as  well. 
Already,  oudays  for  new  equipment  and  software  have 
contributed  about  one-fourth  of  overall  economic  growth 
in  each  of  the  past  two  quarters.  And  from  all  signs,  they 
will  continue  to  supply  a  big  thrust  to  growth  in  the 
second  half.  Order  books  are  filling  up  rapidly  as 
businesses  strive  to  meet  accelerating  demand  and 
replenish  their  depleted  inventories. 

Even  though  new  orders  coming  into  manufacturers  of 


SOUTH  KOREA 


durable  goods,  which  can  be  very  volatile  from  month  to 
month,  dipped  2.9%  in  April,  the  three-month  average 
still  shows  a  strong  upward  trend.  Orders  began  the 
second  quarter  well  above  their  first-quarter  average,  and 
they  are  up  13.9%  from  a  year  ago.  Most  important,  the 
same  pattern  is  true  for  capital  goods  bookings  (chart). 

Capital-goods  orders  are 
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a  key  indicator  of 
business  confidence, 
since  they  represent  big 
bets  on  the  direction  of 
demand.  And  through 
April  companies  still 
appear  upbeat. 

Factory  orders  are 
coming  from  both 
domestic  and  foreign 
sources.  In  February  and 
March,  exports  of  goods, 
adjusted  for  inflation, 
posted  the  largest  two-month  gain  in  seven  years.  And  in 
March  and  April,  the  Institute  for  Supply  Management' s 
index  of  export  orders  was  the  highest  in  16  years. 

For  Corporate  America,  any  new  uncertainty  could 
trigger  slower  growth  later  on.  After  all,  business-sector 
jitters  were  a  big  factor  that  kept  this  recovery  in  low  gear 
for  so  long.  But  companies  haven't  experienced  the 
current  broad  strength  in  demand  since  the  late-1990s 
boom,  and  it  will  take  a  lot  more  than  the  bad  vibes 
coming  out  of  Iraq  to  alter  that  trend.  II 


An  Economy  Thaf  s  Out  of  Kilter 


THE  ECONOMY  of  South  Korea  is 
facing  a  double  whammy:  higher  oil 
prices  and  the  anticipated  Chinese 
slowdown.  As  a  result,  the  recovery 
expected  for  this  year  may  be  slower 
than  projected. 

The  first- quarter  data  were 
certainly  disappointing.  Real  gross 
domestic  product  grew  by  only  0.8% 
from  the  fourth  quarter,  or  5.3%  from 
the  year  before.  More  vexing  was  the 
mix  of  sectors  that 
slowed.  Private 
consumption  fell 
1.4%,  while  growth  in 
capital  formation  and 
construction  slowed. 

Goods  exports, 
however,  surged, 
rising  by  29%  with 
gains  in  vehicles, 
semiconductors,  and 
steel.  For  the  second 
quarter  in  a  row, 
exports  accounted  for 
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all  of  the  growth  in  overall  demand. 

Domestic  spending  has  been 
hampered  by  the  shakeout  following 
a  borrowing  spree  that  strained  the 
finances  of  many  households.  Now, 
consumer  spending  will  be  slowed 
further  by  the  hike  in  oil  prices. 
Inflation  at  the  producer  level  is 
already  reacting  to  pricier  fuel,  and 
these  higher  costs  could  boost 
inflation  for  consumers.  In  April, 
Korea's  producer 
price  index  recorded 
its  biggest  jump  in 
five  years. 

Korea  came  out  of 
recession  in  mid-2003 
and  managed  to  grow 
by  3.1%  for  the  year. 
Seoul  is  forecasting 
real  GDP  will  grow  by 
6%  for  2004,  but 
private  economists 
are  scaling  back  their 
forecasts  in  light  of 
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the  Chinese  slowdown  and  oil  costs. 

For  long-term  prosperity,  the 
government  must  find  a  way  to  shift 
GDP  growth  from  exports  to 
domestic  demand.  Already,  the 
government  has  cut  sales  taxes  on 
certain  consumer  and  luxury  goods, 
and  it  may  bolster  public  spending. 
The  central  bank  has  promised  to 
keep  interest  rates  low  even  if  high 
fuel  costs  boost  inflation. 

In  a  way,  a  Chinese  slowdown  may 
be  one  of  the  best  developments  for 
the  Korean  outlook,  since  it  could 
lessen  Korea's  dependence  on  foreign 
economies  to  support  its  industrial 
sector.  If  China's  expansion  slows  to 
7%  or  8%,  instead  of  9%,  growth  of 
Korean  shipments  to  China  should 
decelerate  into  the  30%  range, 
instead  of  the  current  40%.  But 
domestic  demand  will  have  to  pick 
up  for  Korea  to  achieve  a  better- 
balanced  economy.  II 

-With  Moon  Ihlwan  in  Seoul 
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BALANCE  FOUND: 


ice  cubes 

Balance  likewise  found  in  a  vodka.  Level   vodka. 
Two  distillation  methods. 
One  for  smoothness.  One  for  character. 
Uniquely  combined  to  create  perfect  balance. 
An  unprecedented  achievement  in  taste. 
One  sip.  You'll  know.  A  new  level. 
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SEC's  Cutler  and 
Parsons  have  been 
sparring  since  2002 
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Problems  with  AOL  accounting 
leave  Dick  Parsons  in  a  tight  spot: 
Settling  with  the  SEC  could  fuel 
an  investor  lawsuit 


IT  WAS  LATE  2003,  AND  RICHARD 
D.  Parsons,  chairman  and  chief  ex- 
ecutive of  Time  Warner  Inc.,  had 
been  at  loggerheads  with  the  Secu- 
rities &  Exchange  Commission  for 
more  than  18  months.  The  issue: 
whether  the  company  properly 
booked  a  slew  of  advertising  deals  nego- 
tiated by  America  Online  Inc.  before  it 
merged  with  Time  Warner.  Parsons  had 
already  reduced  AOL's  reported  ad  rev- 
enues by  $190  million  over  eight  quar- 
ters. But  he  drew  the  line  at  SEC  demands 
that  he  restate  even  more  by  marking 
down  an  unusual  $400  million  advertis- 
ing contract  AOL  had  struck  with  German 
media  giant  Bertelsmann  in  2001. 

So  Parsons  decided  on  a  bold  course,  a 
source  close  to  the  case  tells  BusinessWeek. 
He  promised  SEC  Enforcement  Director 


Stephen  M.  Cutler  that  he  would  "restate 
immediately"  if  outside  auditors  and 
other  financial  experts  said  the  account- 
ing on  the  Bertelsmann  deal  was  wrong. 
For  months,  a  panel  of  hired  guns  pored 
over  AOL  documents,  e-mails,  and 
spreadsheets.  In  the  end,  they  all  con- 
cluded that,  while  the  accounting  fell  into 
a  gray  zone,  Time  Warner's  financial 
statements  were  probably  correct. 

BATTLE  OF  WILLS 

CASE  CLOSED?  NOT  YET.  Despite  Par- 
sons' gamble,  the  SEC  isn't  buying  the  ex- 
perts' conclusions  and  still  demands  that 
Time  Warner  lower  its  revenues  from  the 
Bertelsmann  contract.  Unless  Time 
Warner  yields,  the  agency  could  notify  the 
company  this  summer  that  it  intends  to 
sue,  according  to  a  source  close  to  the 


SEC.  The  charge:  misleading  investors 
about  the  health  of  AOL  ad  revenues. 

If  the  SEC  brings  charges,  Time  Warn- 
er is  likely  to  settle,  BusinessWeek  has 
learned.  But  the  standoff,  as  reconstruct- 
ed through  interviews  with  corporate, 
government,  accounting,  and  legal 
sources,  already  has  become  the  rarest  of 
events  in  post-Enron  Corporate  Ameri- 
ca—a monumental  battle  of  wills  between 
a  regulator  and  a  major  corporation.  With 
an  aggressive  SEC  stressing  the  need  for 
companies  to  cooperate  with  its  probes, 
Time  Warner's  long-running  resistance 
may  have  already  exposed  the  company 
to  heightened  penalties.  A  Time  Warner 
spokesman  would  not  comment  on  the 
case  or  on  any  of  the  detailed  charges  ex- 
cept to  say:  "We  continue  to  seek  to  co- 
operate fully  with  investigators."  The  SEC 
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would  neither  confirm  nor  deny 
the  investigation. 

However  it's  resolved,  the 
battle  will  leave  scars.  The 
SEC's  hard-nosed  tack  will  fuel 
complaints,  already  being 
voiced  by  defense  lawyers, 
about  overzealous  enforcement. 
Time  Warner's  stubborn  refusal 
to  settle  the  accounting  dispute, 
prolonging  uncertainty  about 
the  company,  has  depressed  its 
stock.  And  while  company  fi- 
nances have  improved  over  the 
past  year,  the  SEC  probe  has  im- 
peded the  issuance  of  stock  or 
bonds,  increasing  pressure  to 
sell  assets  instead. 

In  essence,  sources  close  to 
the  case  say,  the  SEC  suspects 
that  AOL  gave  Bertelsmann 
money  that  it  used  to  buy  AOL 
ads.  Such  so-called  round-trip 
deals  violate  securities  laws  un- 
less disclosed  because  they  mis- 
lead investors. 


CRIMINAL  PROBE 

THE  PRESSURE  ON  Parsons  is 
immense.  No  matter  how  the 
56-year-old  CEO  resolves  the 
SEC  case,  he  could  leave  Time  Warner 
vulnerable  in  other  arenas.  He  could 
choose  to  settle  the  investigation,  and  the 
SEC  probably  wouldn't  require  Time 
Warner  to  admit  wrongdoing.  But  share- 
holder lawyers  would  likely  use  the  set- 
tlement documents— containing  the 
SEC's  view  of  the  Bertelsmann  ad  deal- 
as  fresh  ammunition  in  a  massive  share- 
holder suit  working  its  way  through  fed- 
eral court  in  Manhattan.  Investors  charge 
that  AOL  inflated  ad  revenues  by  $1.7  bil- 
lion from  1999  through  July,  2002.  Share- 
holders lost  some  $56  billion  in  market 
value  between  Jan.  11,  2001,  when  the 
merger  was  completed,  and  July  24, 
2002,  when  the  company  disclosed  the 
SEC  probe. 

Handing  those  unhappy  shareholders 
an  SEC  settlement  would  be  unpleasant. 
But  Parsons'  only  other  choice  is  to  roll 
the  dice  and  fight  the  SEC.  The  ensuing 
trial  would  give  plaintiffs'  lawyers  a  vir- 
tual road  map  for  their  case— including 
much  of  the  SEC's  evidence. 

Adding  to  Time  Warner's  legal  jeop- 
ardy: Two  AOL  ad  deals  are  under  crimi- 
nal investigation.  Federal  prosecutors  in 
Virginia  are  probing  PurchasePro.com,  a 
now-bankrupt  Las  Vegas  Internet  firm, 
while  the  U.S.  Attorney  in  Los  Angeles  is 
looking  into  Homestore  Inc.,  an  online 
provider  of  real  estate  listings,  now  under 


BERTELSMANN  UNK 

MiddelhoffandAOL's 
Case  were  close  friends 
during  the  tech  boom 


new  management,  m 
Westlake  Village,  Calif. 
Pro-After  Inc.,  the  new 
name  of  Purchase-Pro, 
has  agreed  to  cooperate 
with  the  feds,  says  Gregory  Garman,  a 
lawyer  representing  the  company.  A 
Homestore  spokesperson  says  the  com- 
pany was  cleared  in  2002. 

These  cases  threaten  to  involve  former 
AOL  officials— and  could  open  Time 
Warner  to  even  more  SEC  charges  of  help- 
ing its  ad  clients  commit  securities  fraud 
by  falsely  inflating  the  clients'  revenues. 

The  Bertelsmann  tangle  stems  from  a 
friendship,  forged  in  the  tech  boom,  be- 
tween AOL  founder  Stephen  M.  Case  and 
ex-Bertelsmann  Chairman  Thomas  Mid- 
delhoff.  They  formed  a  joint  venture  in 
1995  to  run  AOL  Europe.  In  March,  2000, 
the  companies  signed  a  contract  that  gave 
Bertelsmann  the  right  to  demand  that 
AOL  buy  out  Bertelsmann's  49.5%  inter- 
est in  AOL  Europe  for  $6.75  billion.  AOL 
could  choose  to  pay  in  cash  or  stock.  Case 
and  Middelhoff  declined  to  comment. 

In  March,  2001,  Bertelsmann  needed 
cash.  It  exercised  its  option  to  sell  and 
tried  to  persuade  Time  Warner  to  pay  in 
cash  instead  of  stock.  Time  Warner 
agreed  but  demanded  that  the  German 
company  buy  a  large  quantity— $400 
million  worth— of  AOL  ads  in  return  for 
the  more  valuable  cash  payment. 
Bertelsmann  agreed,  and  ads  promoting 
its  products  began  appearing  online 
immediately. 

So  why  the  SEC  dispute?  One  account- 
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ing  source  says  that  the  SEC  believes  the  re 
ads  were  hurriedly  grafted  onto  a  buyout  * 
deal  that  had  nothing  to  do  with  ads.  In-  * 
stead  of  booking  $400  million  in  ad  rev- 
enues, the  SEC  argues,  AOL  should  have  ||: 
lowered  the  $6.75  billion  it  paid  for  AOL  D: 
Europe  by  $400  million.  That  would  re-  * 
duce  AOL's  ad  revenues  of  $3.6  billion  in  n: 
2001  and  2002  by  about  11%— and  take  a  & 
chunk  out  of  profits  for  those  years. 

The  SEC  also  has  AOL  spreadsheets  B; 
that  give  a  wide  range  of  values  for  the  v 
Bertelsmann  option  to  sell  its  stake  in  ln 
AOL  Europe.  The  agency  could  argue  that 
AOL  was  gaming  the  price  to  adjust  for 
whatever  level  of  ads  Bertelsmann  com- 
mitted to.  Bertelsmann's  accounting  of 
the  deal  jibes  with  the  SEC's  view,  says  a 
source  familiar  with  the  case. 

Who's  right?  Experts  say  the  deal  is  so 
unusual  that  accounting  principles  don't 
specifically  address  it.  The  experts  Par- 
sons assembled  agree  with  Time  Warn- 

The  Pressure    I 
To  Settle 

Is  Growing 

A  two-year-old  SEC  probe  into 
Time  Warner's  AOL  unit  has 
turned  into  a  standoff,  with  star 
legal  risks  for  the  company  no 
matter  what  it  does. 
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view,  an  accounting  source  says.  They 
uded  Ernest  L.  Ten  Eyck,  a  former 
official  with  a  King  of  Prussia  (Pa.) 
nsic  accounting  company.  Ten  Eyck 
Jd  not  confirm  that  Time  Warner  had 
d  him  or  comment  on  any  conclu- 
ts  he  might  have  drawn. 

EW  GOOD  CARDS? 

!"  SOME  DON'T  BACK  the  Time  Warn- 
ndings.  "I  would  tend  to  agree  with 
SEC,"  says  Jack  T.  Ciesielski,  an  ac- 
titant  who  publishes  the  Analyst's  Ac- 
iting  Observer  newsletter.  While  he 
not  seen  any  Time  Warner  docu- 
lts,  Ciesielski  says,  "the  SEC  probably 
eves  that  the  payments  were  spread 
over  many  quarters  to  make  them 
;  like  ad  revenues  rather  than  a  single 
tnent  to  close  out  options  as  part  of  a 
isaction  over  a  piece  of  property." 
nother  problem  for  Time  Warner:  A 
rce  close  to  the  case  says  the  SEC  has 
rviewed  Bertelsmann  employees  who 
that  the  prices  it  paid  for  AOL  ads 
e  above  the  market  rate.  One  former 
telsmann  exec  says  that  Bertelsmann 
zt  used  all  the  ad  space  to  which  it 
entitled.  In  SEC  filings,  Time  Warner 
claimed  it  ran  $400  million  in  ads. 
he  SEC  considers  its  case  strong,  but 
ie  Warner  holds  a  few  good  cards,  too. 
>urce  close  to  the  company  says  AOL 
ted  negotiating  to  sell  Bertelsmann 
ne  ads  a  year  before  the  AOL  Europe 
back.  Bertelsmann's  payment  for  the 
and  Time  Warner's  payment  for  the 
back  were  separate— evidence,  ac- 
titing  sources  say,  that  the  deals  were 
inct.  The  crux  of  Time  Warner's  argu- 
lt,  accounting  and  legal  sources  say,  is 
:  accounting  rules  allow  it  to  recognize 
:nue  as  long  as  it  delivers  equal  value 
?turn.  These  sources  say  Time  Warner 
aes  that  the  SEC  shouldn't  be  con- 
led  with  the  underlying  motivation 
an  ad  deal. 

Iven  if  Time  Warner  manages  to  settle 
Bertelsmann  affair,  it  still  must  con- 


PITTMAN  AND  CASE 

E 

\ 

dot-coms 
are  also 
under 
scrutiny 


tend  with  the  spreading  Pur-     A  (~\T  '^  H  Pfl  1 Q 
chasePro  and  Homestore  in-    ^y|^  CICcU 
vestigations.  Eight  officials    With  tWO 
from    the   two    companies 
have  pleaded  guilty  to  crimi- 
nal charges  of  inflating  rev- 
enues   through    round-trip 
transactions  with  unnamed 
media  companies.  "It  was  a 
symptom  of  the  times,"  says 
accountant  Ciesielski.  "Lots 
of  Internet  companies  struc- 
tured their  deals  to  look  like 
they  had  steady  revenue  growth." 

One  of  those  media  companies,  ac- 
cording to  a  criminal  information  filed  in 
the  PurchasePro  case,  is  based  in  Dulles, 
Va.,  AOL's  hometown.  Government 
sources  say  that  company  is  AOL,  and 
AOL's  pre-merger  SEC  filings  confirm  that 
it  had  contracted  with  PurchasePro  to 
help  the  Las  Vegas  company  find  buyers 
for  its  software.  The  court  filing  alleges  a 
secret  side  agreement:  The  media  com- 
pany helped  buyers  pay  for  the  products, 
and  in  return  PurchasePro  gave  the  me- 
dia company  $30  million  in  warrants  for 
PurchasePro  stock.  A  government  source 
says  AOL  booked  $30  million  in  stock 
warrants  as  ad  revenues  in  2000. 

After  reports  of  PurchasePro's  ac- 
counting problems  surfaced  in  February, 
2001,  Time  Warner  retained  William  R. 
McLucas,  SEC  enforcement  director  from 
1989  to  1998,  to  assess  AOL's  dealings 
with  PurchasePro  and  Homestore.  Ac- 
cording to  sources  familiar  with  the  in- 


ternal investigation,  McLucas  looked  at 
other  ad  deals,  too— and  turned  up  ample 
evidence  of  improper  accounting.  These 
sources  say  that  the  company  ended  the 
relationship  with  McLucas  in  2002.  Time 
Warner  later  retained  Williams  &  Con- 
nolly, a  Washington  law  firm  known  for 
an  aggressive  approach  to  prosecutors. 
McLucas  declined  to  comment. 

PurchasePro  and  Homestore  are 
among  the  AOL  ad  partners  cited  by  the 
shareholder  lawsuit  in 
Manhattan.  The  suit  alleges 
that  current  and  former 
senior  officials,  including 
Robert  W  Pittman,  AOL's 
president  before  the  merger, 
knew  of  the  deteriorating 
outlook  for  ad  revenues  in 
the  fall  of  2000  yet  contin- 
ued to  make  optimistic 
forecasts.  Pittman  did  not 
respond  to  several  requests 
for  comment. 

A  Manhattan  federal 
judge  on  May  5  allowed  the  class  action  to 
proceed.  She  dismissed  charges  against 
Parsons,  former  Time  Warner  CEO  Gerald 
M.  Levin,  and  Case.  But  the  judge  saw 
enough  evidence  to  continue  scrutinizing 
Pittman  and  four  other  execs.  Time  Warn- 
er continues  to  pay  Pittman's  legal  fees. 

Parsons  likes  to  call  Time  Warner's  le- 
gal problems  "legacy"  matters  inherited 
from  its  ill-fated  combination  with  AOL. 
But  the  SEC  is  dealing  with  a  legacy, 
too— the  massive  mess  left  behind  after 
Corporate  America's  orgy  of  accounting 
misdeeds.  Time  Warner  may  think  it's 
just  tussling  over  an  accounting  techni- 
cality. But  the  SEC  sees  something  else: 
A  company  that  played  with  boom-era 
accounting  and  still  defends  its  prac- 
tices. For  an  SEC  determined  to  make 
sure  the  numbers  game  is  over  for  good, 
that  will  never  wash.  II 

-By  Paula  Dwyer  and  Catherine  Yang 

in  Washington,  Jack  Ewing  in  Frankfurt, 

and  Tom  Lowry  in  New  York 


HAPPENED  In  2001,  Time  Warner  agreed  to  pay 
illion  for  media  giant  Bertelsmann's  stake  in  joint 
AOL  Europe.  At  the  same  time,  Bertelsmann 
$400  million  in  ads,  primarily  on  AOL 

IF  TIME  WARNER  FIGHTS  The  SEC  is  likely  to  bring 
securities  fraud  charges  this  summer.  A  trial  would 
provide  a  road  map  for  shareholders  suing  Time  Warner 
over  charges  that  it  hid  AOL's  true  financial  condition. 

UE  The  SEC  contends  the  ad  deal  was  an  offset 
the  price  of  the  AOL  Europe  stake  and  that 
I  the  $400  million  as  ad  revenue  inflated  AOL's 
Time  Warner  says  independent  experts  agree 
treatment  of  the  two  deals  as  separate. 

IF  TIME  WARNER  SETTLES  The  company  probably 
won't  be  forced  to  admit  wrongdoing,  but  the  SEC 
charges  will  boost  the  shareholder  suit.  The  SEC 
penalties  could  be  stiff  because  the  agency  views  Time 
Warner  as  uncooperative. 
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BUSH  ROLLS  OUT 
OPERATION  COMEBACK 

Can  he  calm  unrest  over  Iraq 
and  the  economy? 


ETSY  BERLIN  IS  ANGRY. 
"I  don't  know  what  [Pres- 
ident] Bush  is  talking 
about  when  he  says  this 
is  a  strong  economy; 
this  economy  is  getting 
worse,"  says  Berlin,  44,  a 
self-described  "domestic  goddess"  and 
registered  Republican  from  Ambler,  Pa. 
"There  are  job  layoffs,  prices  are  rising." 
Oh,  and  one  more  thing:  "I'm  a  proud 
American,  but  this  Iraq  war  puts  a  bad 
taste  in  my  mouth."  Come  November,  this 
Bush  voter  plans  to  switch  to  Democrat 
John  F.  Kerry. 

Alarmed  about  defections  of  people  like 
Berlin,  the  White  House  is  launching  a 
massive  political  offensive  aimed  at  con- 
vincing an  increasingly  skeptical  public 
that  the  Administration  is  on  the  right 
track.  Most  important,  Bush  must  demon- 
strate that  he  has  a 

The 


to 
an 


President's 
ws  approval 
thP  rating  has 

dipped 


coherent  plan 
turn    around 
occupation  of  Iraq 
that    has     badly 
damaged 
standing    in    the 
world    and    with 
voters    at    home. 
But  he  must  also 
convince        war     beiOW50% 
weary  Americans    ^^^^^^^^ 
that  the  economic    ^^^^^^^™ 
recovery   is    real, 

despite  their  concerns  about  skyrocketing 
gas  prices  and  a  middle-class  squeeze.  Fac- 
ing dire  polling  numbers,  the  White 
House  believes  its  challenge  is  a  commu- 
nications problem,  while  most  voters  see 
the  domestic  and  international  concerns  as 
real.  "There's  a  feeling  that  something  is 
very  wrong,"  says  independent  pollster 
Dick  Bennett.  "It's  going  to  be  very  diffi- 
cult for  the  Bush  campaign  to  come  to 
grips  with  it  until  they  acknowledge  what 
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PR  OFFENSIVE 

Expect  more 
speeches  on  Iraq 


people  are  feeling  and  change  course." 

With  much  fanfare,  but  broadcast  net- 
work cameras  conspicuously  absent, 
Bush  opened  Operation  Comeback  with  a 
May  24  speech  at  the  U.S.  Army  War  Col- 
lege in  Carlisle,  Pa.  Long  on  high-toned 
themes  but  short  on  specifics,  he  argued 
that  the  Iraq  war  is  going  better  than 
most  think.  "We've  had  so  much  bad 
news  that  the  perception  developed  that  it 
was  out  of  control,"  admits  Bush  adviser 


■ 
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Charles  Black.  "It  will  take  a  lot  of  ene 
and  effort  to  improve  the  perception/' 
Bush's  PR  push  will  certainly  be  si 
tained  and  aggressive.  Among  its  1- 
components:  five  speeches  on  the  futi 
of  Iraq  leading  up  to  the  planned  June 
transfer  of  sovereignty,  a  new  U.N.  re 
lution  designed  to  draw  erstwhile  all 
back  into  the  fold,  and  consultations  w 
estranged  partners  during  the  upcomi 
Group  of  Eight  economic  summit  in  ,c 
Island,  Ga.  and  the  60  th  anniversary 
the  D-Day  landing. 

At  the  same  time,  Vice-President  D) 
Cheney  and  top  Cabinet  officials  ; 
opening  a  second  front  to  spread  cheer 
the  economy.  At  a  May  24  campai 
event  in  Little  Rock,  Cheney  hailed) 
9HHH^I  "growing  prosperit 
****.  gi  that  stems  from  "fc 
'•^-B|  fastest  rate  of  grow 
mjs^  since  Ronald  Reagai 
^  ^  first  term  in  the  Wh 
\  v  House,  and  the  fastt 
rate  of  any  major  indv 
trialized  nation  in  t 
world."  But  even  Coi 
merce  Secretary  Dona 
L.  Evans  sees  an  uph 
battle.  "It's  tough 
break  through  the  ne 
ative  news  that  sho\ 
up  on  the  front  page 
the  paper,  or  shows  i 
on  the  TV  screen 
night,"  he  says. 

How  bad  are  thin 
for  Bush?  His  approv 
rating  has  dipped  to  b 
tween  41%  and  48% 
the  polls.  No  Preside 
below  the  50%  mark 
May  has  won  reelectk 

Jin  the  past  half-centur 
Now  even  some  co 
supporters  are  sourin 
A  May  20-23  AB 
News/  Washington  Po 
Poll  found  that  in  tl 
past  month  Bush's  jol 
approval  rating  hi 
dropped  by  11  poin 
among  conservatives, 
points  among  Republicans,  and  7  poin 
among  veterans'  households— all  stron 
Bush  constituencies. 

Much  of  that  dissatisfaction  has  to  c 
with  the  economy.  Despite  a  long  list  < 
positive  economic  indicators,  froi 
strong  job  growth  to  healthy  corporal 
profits,  voters  are  increasingly  cor 
cerned  about  Bush's  stewardship.  Mar 
middle-class  workers,  after  years  ( 
stagnant  wages,  feel  pinched  by  recorc 


high  gas  prices,  rapid  inflation  for  gro- 
:ery  staples  such  as  milk,  rising  health- 
:are  and  tuition  costs,  and  higher  local 
taxes.  Add  to  that  a  fear  of  job  loss  from 
DUtsourcing  and  uncertainty  about  Iraq, 
and  there's  a  growing  sense  of  doubt 
that  the  recovery  is  deep  and  durable. 
^There's  a  tremendous  disconnect  be- 
tween political  rhetoric  and  economic  re- 
ility  as  perceived  on  the  ground,"  says 
fon  Delano,  a  Carnegie  Mellon  Universi- 
ty political  scientist.  "The  [economic] 
numbers  look  good  on  paper,  but  that's 
riot  what  people  are  feeling." 

Indeed,  only  31%  of  voters  say  the 
economy  is  improving,  according  to  a 
May  18-19  Fox  News/Opinion  Dynamics 
Poll,  while  49%  think  it's  deteriorating— 


gloom.  That  means  convincing  undecid- 
eds  like  Barry  Aprison,  director  of  science 
and  technology  at  Chicago's  Museum  of 
Science  &  Industry.  Aprison,  50,  was  im- 
pressed with  Bush's  May  24  speech  but 
remains  uneasy  about  the  Iraq  endgame. 
"His  argument  is  logical  and  well 
thought  out,  but  the  reality  on  the  ground 
is  so  negative,"  he  says.  "Things  that 
we're  trying  to  accomplish  just  are  not  be- 
ing accomplished."  Still,  Aprison  is  not 
ready  to  embrace  Kerry,  whose  economic 
views  worry  him. 

But  the  good  news  Aprison  and  others 
are  seeking  may  be  slow  in  coming. 
Many  analysts  doubt  the  recent  wave  of 
violence  will  end  anytime  soon.  Flynt  L. 
Leverett,  a  former  top  Middle  East  offi- 


ready  has  seen  inflation  decline,  unem- 
ployment drop,  the  currency  strengthen, 
and  oil  and  electricity  production  rise. 
Now  Washington  is  counting  on  Lakhdar 
Brahimi,  special  adviser  to  U.N.  Secretary 
General  Kofi  A.  Annan,  to  overcome  jock- 
eying among  ethnic  factions  and  fashion 
an  interim  government  that  would  take 
office  on  July  1  and  pave  the  way  for  elec- 
tions next  year.  But  questions  remain 
about  whether  Iraqis  will  view  the  transi- 
tional regime  as  legitimate.  "In  name,  it 
will  have  sovereignty,"  says  Nancy  Soder- 
berg,  vice-president  of  the  International 
Crisis  Group  in  New  York  and  a  former 
U.S.  ambassador  to  the  U.N.  "In  reality,  it 
will  be  different." 

Even  with  all  the  bad  news  for  Bush, 


Cracks  In  Bush's  Base 

Do  you  approve  or  disapprove  of  the  way  George  W.  Bush  is  handling  his  job  as  President? 


Conservatives 

Republicans 

Veterans 

APPROVE 

Q   75 

DISAPPROVE 

24% 

APPROVE 

89% 

DISAPPROVE 

11% 

APPROVE                  DISAPPROVE 

54%        45% 
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33% 

82% 

15% 
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If  the  2004  Presidential  election  were  held  today,  for  whom  would  you  vote? 
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Data:  ABC  News/Washington  Post  pais  Apr  15-18.  May  20-23. 2004.  survey  of  L005  adults,  margin  of  error  ♦/-  3% 


a  reversal  of  the  optimism  felt  as  recently 
as  January.  The  pessimism  is  particularly 
pronounced  among  workers  earning 
$50,000  to  $75,000  a  year— a  bloc  that 
usually  leans  Republican.  Now,  by  2  to  1, 
that  group  says  the  economy  would  im- 
prove if  Kerry  won,  the  poll  found. 

GAS-PRICE  GLOOM 

TREASURY  SECRETARY  John  W.  Snow 
argues  that  a  lag  normally  exists  between 
the  beginning  of  a  boom  cycle  and  public 
perception  of  it.  Still,  he  acknowledges 
the  gas  price  spike  has  hurt.  "Higher  gas 
prices  are  creating  a  financial  hardship  for 
millions  and  millions  of  Americans,"  he 
says.  "We  know  that.  Those  higher  gas 
prices,  in  a  way,  are  becoming  a  proxy  for 
how  they  feel  about  the  economy." 

Some  Bush  advisers  think  good  news 
from  Iraq  will  ease  the  sense  of  economic 


cial  in  Bush's  National  Security  Council, 
goes  so  far  as  to  say  that  Bush  "doesn't 
have  an  answer  on  security."  None  of  the 
options  open  to  Bush  is  good,  he  says. 
Despite  any  new  U.N.  resolution,  other 
nations  are  unwilling  or  unable  to  de- 
ploy large  numbers  of  troops  to  share  the 
security  risk.  And  it's  unlikely  Americans 
can  do  the  job  without  at  least  300,000 
troops— a  major  escalation.  That  leaves 
the  Iraqis,  but  Baghdad  won't  have  the 
projected  260,000  soldiers  and  police  for 
at  least  a  year.  "We've  got  to  get  Iraqis 
into  the  fight,"  says  a  senior  Administra- 
tion official. 

Still,  there  are  glimmers  of  progress. 
The  Sunni  hotbed  of  Fallujah  is  relatively 
quiet.  Moqtada  al-Sadr,  the  radical  Shia 
leader,  has  evacuated  Karbala,  is  losing 
ground  in  Kufa,  and  faces  grassroots 
pressure  to  leave  Najaf.  The  economy  al- 


the  election  is  hardly  lost.  Despite  his  big 
drop  in  job  approval,  the  President  still  is 
nearly  even  with  his  Democratic  foe.  "If 
Bush  doesn't  respond  to  the  downward 
spiral  he  finds  himself  in,  he's  conceding 
the  election,"  says  GOP  consultant 
Thomas  N.  Edmonds.  "But  there's  still 
plenty  of  time  to  turn  this  around." 

Edmonds  is  right.  But  Operation 
Comeback  has  to  be  more  than  just  happy 
talk.  Until  the  situation  in  Iraq  stabi- 
lizes—and voters  can  buy  gas  without 
flinching— the  President  has  a  problem. 
And  that's  something  that  even  months  of 
positive  reports  on  jobs  and  economic 
growth  might  not  be  able  to  overcome.  II 
-By  Richard  S.  Dunham  and  Stan 

Crock,  with  Rich  Miller  and  Lee  Walczak 
in  Washington,  Dave  Lindorffin  Philadel- 
phia, Rose  Brady  in  New  York,  and 
Joseph  Weber  in  Chicago 
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THE  BRIGHT  SIDE  OF 
$40  A  BARREL 

Oil  and  gas  companies  finally  are  hiking 
exploration  and  production  budgets 


JUST  WHEN  YOU  THINK 
commodity  prices  can't  go 
higher,  the  market  proves 
otherwise.  In  the  past  week, 
crude  oil  prices  rose  to  a 
record  high  of  $41.74  a  bar- 
rel, before  settling  back  to 
about  $41.  Natural  gas,  too,  stands  at 
triple  the  average  price  of  the  1990s. 
While  prices  are  expected  to  recede,  most 
pundits  agree  that  strong  demand  and 
tight  supplies  have  raised  the  floor  on 
which  they'll  fall.  "I  think  we're  in  new 
territory  as  far  as  oil  and  gas  prices  are 
concerned,"  says  legendary  energy  mag- 
nate T.  Boone  Pickens  Jr.  "I  don't  see 
prices  dropping  to  $30  a  barrel  again." 

There's  a  silver  lining  to  this  costly 
cloud,  however:  The  stubbornly  high 
prices  are  finally  encouraging  companies 
to  explore,  develop,  and  produce  more  oil 
and  natural  gas.  Ultimately,  that  should 
help  bring  prices  down.  Like  Pickens, 
most  analysts  expect  oil  prices  to  remain 
above  $30  and  natural  gas  above  $5.50 
per  1,000  cubic  feet  through  next  year. 


And  that  means  a  host  of  new  opportuni- 
ties for  prospecting  could  open,  including 
some  that  were  economically  unfeasible 
before.  "Clearly,  a  lot  more  projects  are 
producible  at  these  higher  prices,"  says 
John  Felmy,  chief  economist  at  the  Amer- 
ican Petroleum  Institute. 

Already,  a  burst  of  new  spending  on 
exploration  and  production  (E&P)  is 
getting  underway.  Lehman  Brothers  Inc. 
analyst  James  D.  Crandell  estimates  that 
worldwide  E&P  spending  by  some  335 
oil  and  gas  companies  will  rise  6%  in 
2004,  to  $147  billion.  That's  up  from  the 
4%  increase  he  forecast  at  the  beginning 
of  the  year,  when  companies 
based  their  investment 
decisions  on  an  average 
price  of  $25.29  for  oil  and 
$4.17  for  gas. 

Still,  that's  nowhere  near 
the  E&P  boost  seen  in  past 
price  spikes,  and  the  deeply 
conservative  industry  is  un- 
likely to  go  hog-wild.  Having 
survived  several  boom-and- 


Small 

players  have 
been  first 
to  raise 
spending 


bust  cycles  in  recent  decades,  oil  compa- 
nies today  hesitate  to  take  development 
risks.  Instead,  they're  using  cash  to  buy 
back  stock,  pay  down  debt,  and  up  divi- 
dends. In  addition,  analysts  say  the  in- 
dustry lacks  quality  drilling  prospects, 
particularly  in  the  U.S.  "In  past  cycles, 
when  we  saw  $40-a-barrel  oil  we  saw  a 
much  more  dramatic  impact  than  what 
we  are  seeing  this  year,"  says  Crandell. 

Indeed,  except  for  Royal  Dutch/Shell 
Group,  which  recently  boosted  its  2004 
E&P  budget  by  about  175%,  to  an  esti- 
mated $11.8  billion,  most  of  the  larger 
companies  are  holding  their  budgets 
steady  for  now.  Exxon  Mobil  Corp.  says 
it's  sticking  with  its  $12  billion  in 
planned  E&P  for  the  year;  Occidental  Pe- 
troleum Corp.  is  doing  the  same  with  its 
$1.5  billion.  Says  Occidental  President 
Dale  R.  Laurance:  "We  continue  to  focus 
on  maximizing  profit." 

'GO  TO  WORK' 

BUT  IF  MOST  OF  the  industry  giants 
aren't  changing  plans  based  on  what 
they  consider  short-term  price  move- 
ments, smaller,  nimbler  independents 
have  been  far  quicker  to  react  to  higher 
prices  this  year.  They  tend  to  invest  in 
smaller,  cheaper  domestic  projects.  In 
May,  Fort  Worth-based  oil  and  gas  pro- 
ducer XTO  Energy  Inc.  lifted  its  E&P 
budget  20%,  to  $600  million,  for  exam- 
ple, while  Houston-based  Newfield  Ex- 
ploration Co.  raised  its  spending  8.3%,  to 
$650  million.  Meanwhile,  higher  prices 
have  allowed  Denver-based  K.P.  Kauff- 
man  Co.,  a  privately  held  oil  and  gas  con- 
cern, to  raise  its  E&P  from  $80  million 
this  year  to  $200  million  next  year,  as  the 
company  brings  the  remaining  500  of  its 
1,100  oil  and  natural  gas  wells  up  to  full 
capacity.  Lower  prices  in  recent  years  had 
made  it  too  expensive  for  the  company  to 
operate  the  wells.  "It  took  basically  $40 
oil  and  $6  natural  gas  to  get  the  banks  to 
step  up  and  say  'go  to  work,' "  says  CEO 
Kevin  P.  Kaufrman. 

It's  not  just  traditional  wells  that  are 
being  taken  out  of  mothballs.  Companies 
are  also  looking  more  closely  at  develop- 
ing nonconventional  oil  and  gas  sources. 
Stepped-up  efforts  to  extract 
natural  gas  from  coal  de- 
posits in  the  Rocky  Moun- 
tains and  petroleum  from 
Canada's  so-called  "oil 
sands"  are  underway,  for  ex- 
ample. Although  oil  and  gas 
from  these  sources  had  been 
too  costly  to  produce  at  low- 
er prices,  now  money  can  be 
made  dragging  it  out  of  rock 
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and  sand.  By  early  2005,  for  example, 
Devon  Energy  Corp.  expects  to  start  de- 
veloping an  oil-sands  field  in  Alberta. 
When  running  at  full  production  in 
2008,  the  $400  million  project  should 
produce  an  estimated  35,000  barrels  a 
day.  The  company  says  the  field  has 
more  than  300  million  barrels  of  un- 
booked reserves.  Syncrude  Canada,  a 
joint  venture  that  includes  subsidiaries 
of  ExxonMobil  and  ConocoPhillips,  op- 
erates the  largest  oil-sands  project  in  the 
world  in  Alberta.  President  James  E. 
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Carter  says  that  when  it  completes  a 
$78  billion  expansion  project  in  early 
2006,  it  will  boost  production  by  44%  to 
360,000  barrels  a  day. 

All  of  this  activity  bodes  well  for  oil 
service  and  drilling  firms,  too.  Simmons 
&  Company  International  in  Houston 
estimates  the  worldwide  oil  and  gas  rig 
count  will  increase  from  an  average  of 
2,173  in  2003  to  2,371  this  year,  then  rise 
to  2,506  in  2005.  In  the  U.S.  alone,  rigs 
should  jump  13.1%,  to  1,161,  in  2004; 
another  7%  rise  is  likely  in  2005. 

The  increased  activity  is  already  driv- 
ing prices  up  throughout  the  sector. 
Starting  May  1,  both  Halliburton  Co. 
and  BJ  Services  Co.  will  boost  prices  8% 
and  7%,  respectively,  for  domestic  pres- 
sure pumping,  a  technique  that  increas- 
es the  flow  from  existing  wells.  Equip- 
ment maker  Smith  International  Inc. 
has  announced  a  3%  to  5%  hike  for  such 
gear  as  drill  fluids,  bits,  and  downhole 
drilling  tools.  And  rates  to  rent  a  deep- 
water  rig  have  soared:  According  to  an- 
alyst Kurt  Hallead  of  RBC  Capital  Mar- 
kets, rigs  cost  $120,000  to  $150,000  a 
day  in  the  fourth  quarter  of  2003.  Now, 
those  same  rigs  go  for  $150,000  to 
$170,000  a  day.  The  only  question: 
When  is  all  that  drilling  going  to  pro- 
duce enough  new  oil  and  gas  to  send 
energy  prices  back  down  to  earth?  II 
-By  Stephanie  Anderson  Forest  in 
Dallas,  with  Peter  Coy  in  iVew  York, 
Christopher  Palmeri  in  Los  Angeles,  and 
Laura  Cohn  in  London 


FINANCE 


IS  SCHWAB'S  LATEST 
COME-ON  ENOUGH? 

If  s  slashing  commissions  in  a  bid  to  win  over  the| 
high-net-worth  clients  it  so  badly  needs 


HAT'S  UP  AT 
Schwab?  After  a 
flurry  of  activity 
in  recent  years 
aimed  at  beefing 
up  the  brokerage's 
lucrative  advice 
business  for  affluent  and  wealthy  indi- 
viduals, Charles  Schwab  &  Co.  an- 
nounced on  May  25  that  it  will  slash 
prices  for  trading  commissions.  And  not 
by  a  little.  Fees  are  coming  down  33%  for 
most  online  trades  and  by  66%  for 
wealthier  customers  with  more  than  $1 
milhon  in  assets  at  Schwab. 

The  move  will  cost  San  Francisco- 
based  Schwab  an  estimated  $95  million 
in  lost  revenue  over  the  next 
year,  or  about  3%  of  total  rev- 
enue. Schwab's  shares  briefly 
swooned  3%  on  the  news, 
but  Chief  Executive  David  S. 
Pottruck  figures  the  move 
will  help  boost  business  in 
the  long  run. 

Don't  mistake  the  com- 
mission cuts  as  a  play  to 
generate  trades.  Far  from  it. 
After  getting  burned  in  that 
business  following  the  tech 
bust  four  years  ago,  Schwab  has  been 
trying  mightily  to  remake  itself  as  a  full- 
service  brokerage.  But  the  war  for  the 
so-called  mass-affluent  investors  with 
accounts  of  $100,000  or  higher,  as  well 
as  for  high-net- worth  accounts  of  $1 
million  or  more,  has  not  been  going 
well  for  Schwab.  It's  losing  out  to 
stronger  players  such  as  Ameritrade, 
which  can  undercut  it  on  price,  and  to 
Merrill  Lynch  &  Co.  and  Fidelity  Invest- 
ments, which  have  reputations  for  more 
attentive  hand-holding.  And  Fidelity 
also  offers  lower  fees.  It  charges  most 
clients  $14.95  for  a  single  trade.  That 
compares  with  the  $29.95  that  Schwab 
has  been  charging  most  clients,  who 
will  now  pay  $19.95. 

Schwab   hopes   that  the   fee   cuts, 


which  take  effect  in  mid-June,  will  helj 
it  hang  on  to  a  larger  share  of  those  cut 
tomers.  It  needs  all  the  help  it  can  gej 
In  the  quarter  ended  Mar.  31,  SchwaJ 
added  only  159,800  new  accounts! 
down  from  171,000  new  accounts  a  yeal 
ago  and  232,300  two  years  earlier,  ll 
had  a  total  7.5  milhon  accounts,  dowi| 
from  8  million  in  the  same  quarter 
year  earlier. 

WAITING  FOR  A  PAYOFF 

AS  FOR  HIGH-NET-WORTH  accountsi 
Schwab  is  still  waiting  for  a  payoff  fron| 
its  aggressive  push  into  this  potential^ 
lucrative  market.  Its  2-year-old  top-ofl 
the-line  advice  service,  Schwab  Privattf 
Client,  claims  about  18,00(1 
customers— about  double  I 
year  ago.  Those  account; 
hold  $18  billion  in  assets,  uil 
140%  from  a  year  earlier] 
But  that's  just  a  tiny  sliver  o| 
the  market. 

Still,  the  move  to  cut  fees! 
seems  to  be  ringing  all  the! 
right  bells  with  independent 
fund  advisers.  Those  are  tht| 
money  managers  whci 
handle  individual  ac- 
counts and  use| 
Schwab  as  a  custodia 
for  their  clients'  h 
ings— about  a  third  oil 
all  Schwab  assets  .1 
"My  one  big  concern  about  Schwab  was! 
that  they  were  just  nickel-and-dimingl 
people  to  death,"  says  Susie  Johnston,  a  I 
financial  adviser  at  Cherry  Hills  Invest- 1 
ment  Advisors  in  Littleton,  Colo.  "I'ml 
glad  to  see  they  are  not  going  to  do  that| 
anymore  with  commissions." 

The  question  is  whether  the  commis-J 
sion  cuts  will  be  enough.  Schwab  main- 
tains it  is  on  the  right  track.  But  laying  I 
claim  to  a  bigger  share  of  the  country's 
investment  riches  will  be  no  easy  task.  II 
-By  Louise  Lee  in  San  Mateo,  Calif., 
with  Lauren  Young  in  New  Yorkl 


RISKY  Pottruck 
is  betting  on 
more  fee- 
based  clients 


44    BusinessWeek    June      2004 


I 


DIVERSIFY  YOUR   PORTFOLIO  WITH 
NASDAQ'S   TOP  100  COMPANIES. 
RANGING   FROM  > 


hm 


SUN  MICROSYSTEMS,  INC. 


CDW 

!s.  Inc.  BEA 
Stone 

.VIDIA 

"ETsMART,  Inc. 
•using 

AMERICAN  POWER  CONVERSION  CORPORATION 


TO> 


OQQ 

QQQ  is 
S88-627  . 


NASDAq-qqq 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  before  investing  To  obtain  a  prospectus,  which  contains  this  and  other 
information  about  The  NASDAQ-100  Index  Tracking  Stock,    a  unit  investment  trust,  please  call  888.627  3837.  Read  the  prospectus  carefully  before  investing. 

ALPS  Distributors.  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Trust. 


. 


6WS  Analysis  &  Commentar 


COMMENTARY 


BY  MIKE  FRANCE 


;ervs.  Grasso:  Uncharted  Waters 

New  York's  attorney  general  has  based  his  suit  on  an  obscure,  vaguely  worded  law 


Spitz* 


LAWYERS  AREN'T  exactly  known 
for  their  creativity.  But  Eliot 
Spitzer  is  not  a  typical  attorney. 
Ignoring  traditional  regulatory 
boundaries,  the  politically  ambi- 
tious New  York  attorney  general  has 
turned  a  little-known  state  statute,  the 
Martin  Act,  into  a  surprisingly  powerful 
tool  for  policing  analysts,  investment 
bankers,  and  mutual-fund  managers. 

Now  Spitzer  has  unveiled  a  new  legal  in- 
novation. He's  using  New  York's  obscure 
Not  for  Profit  Corporation  Law  to  try  to  force 
ex-New  York  Stock  Exchange  Chairman 
Richard  A.  Grasso  to  return  more  than  $100 
million  in  compensation. 

Will  the  gambit  work?  In  law  and  busi- 
ness alike,  most  bold  risks  flop.  That  could 
certainly  happen  in  this  case.  Spitzer's  case 
is  a  very  rare  lawsuit  indeed— one  with  al- 
most no  direct  precedents.  Neither  side  can 
confidently  predict  how  judges  or  jurors  will 
react  to  their  arguments.  "This  is  complete- 
ly uncharted  territory,"  says  James  J.  Fish- 
man,  a  professor  at  Pace  University  Law 
School  who  is  a  co-author  of  New  York  Non- 
profit Law  and  Practice. 

The  Not  for  Profit  Corporation  Law  is,  like 
most  other  statutes,  quite  vague.  It  says  that  an  officer's  com- 
pensation should  be  "reasonable"  and  "commensurate  with 
services  performed."  Spitzer's  defenders  like  to  point  out  that 
these  words  were  successfully  used  in  1998  to  force  Adelphi 
University  President  Peter  Diamandopoulos  to  refund  part  of 
his  compensation— which  soared,  in  1996,  to  the  then-shocking 
sum  of  $837,000. 

This  seemingly  close  precedent  would  appear  to  bode  well 
for  Spitzer.  But  there's  a  big  difference  between  the  case  against 
Diamandopoulos  and  the  one  against  Grasso.  Under  New  York 
law,  Adelphi  is  a  "Type  B"  nonprofit— a  category  that  encom- 
passes educational,  religious,  scientific,  and  cultural  institu- 
tions. In  contrast,  NYSE  is  considered  a  "Type  A"  nonprofit, 
which  includes  trade  associations,  country  clubs,  labor  unions, 
and  consumer  cooperatives.  The  salient  difference  between  the 
two:  Type  B  nonprofits  have  charitable  public  missions.  They 
owe  a  broad  duty  to  the  citizens.  In  contrast,  Type  A  nonprofits 
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tend  to  be  private.  They're  legally  responsible  to  their  owners. 
"The  two  are  totally  different  creatures,"  says  Fishman. 
"There  is  less  of  a  halo  around  Type  A"  nonprofits. 

The  distinction  could  wind  up  having  a  substantial  impact 
in  this  case.  Plenty  of  trade  associations  provide  their  leaders 
seven-figure  incomes.  And  there  is  broad  legal  authority,  out- 
side of  the  narrow  confines  of  New  York  State's  nonprofit  case 
law,  for  the  notion  that  charitable  and  noncharitable  boards  of 
directors  should  have  wide  discretion  over  how  much  money 
to  pay  top  managers. 

But  the  fact  that  NYSE's  board  may  have  had  a  lot  of  room 
to  set  Grasso's  pay  does  not  mean  that  it  had  no  ceiling  what- 
soever. Sure,  some  industry  lobbyists,  college  football  coach- 
es, and  symphony  directors  may  make  more  than  $1  million 
annually,  but  it's  doubtful  that  too  many  of 
them  earn  more  than  $40  million  and 
consume  almost  all  of  their  organization's 
net  income. 

Grasso's  compensation  had  no  obvious 
parallels  in  the  nonprofit  world— and  it's 
not  clear  at  all  that  his  pay  package  was  ful- 
ly disclosed  to  the  directors  of  the  stock  ex- 
change. In  these  circumstances,  a  jury 
could  well  decide  that  the  vague  words 
"reasonable"  and  "commensurate"  in  New 
York's  Not  For  Profit  Corporation  Law  have 
concrete  meaning  as  limits  on  executive 
compensation. 

Assuming  the  case  goes  to  trial,  about 
the  only  way  Grasso's  attorneys  can  defend 
his  pay  package  is  by  arguing  that  he  de- 
serves as  much  money  as  the  Wall 
Street  tycoons  he  regulated.  But 
that  position  is  a  stretch.  Com- 
pared with,  say,  Goldman  Sachs, 
Merrill  Lynch,  or  Citigroup,  the 
lOSe  111  COUrt:        NYSE  doesn't  have  equal  "rev- 
enues,  income,  or   employees. 
And  its  mission  does  not  include 
a  search  for  profits,"  says  Daniel 
L.  Kurtz,  a  New  York  nonprofit  le- 
gal specialist  who  used  to  lead  the 
state  AG's  charities  bureau.  Nor 
did  Grasso  face  any  personal  business  risk. 

Bottom  line:  Both  sides  have  much  to  lose  in  going  to  court. 
That's  why  many  observers  predict  a  settlement.  But  if  the 
hard-charging  Grasso  refuses  to  cut  a  deal,  a  fascinating  battle 
is  all  but  guaranteed.  And  Spitzer's  status  as  a  legal  innovator 
will  be  put  to  a  test.  ■ 


Both  sides 
have  much  to 
in  court: 
Many  foresee 
a  settlement 
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"We  couldn't  have  been 
happier  with  the  35% 
increased  productivity 
Citrix  gave  our  28,900 
users.  Until  they  reduced 
our  internal  IT  costs 
by  35%." 


Reiner  Schmitt,  IT  Manager 
SAP  AG 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

As  the  recognized  leader  in  providing  collaborative 
business  solutions  for  all  types  of  industries  and  for 
every  major  market,  SAP  knows  the  value  of  an  efficient 
enterprise.  So  when  they  needed  their  own  28,900 
employees  to  have  better  access  to  mission-critical 
applications,  SAP  did  what  99%  of  the  Fortune  500  have 
already  done.  They  turned  to  Citrix*  software  to  deploy 
more  than  40  applications  centrally,  including  mySAP™ 
Business  Suite,  for  secure,  easy,  and  instant  access  to 
business-critical  information — anywhere,  anytime,  from 
any  device.  We  call  it  the  on-demand  enterprise.  And 
it's  helping  more  than  120,000  of  our  customers  save 
money  and  reduce  IT  complexity.  To  learn  what  Citrix 
can  do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


CITRIX 
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A  PREEMPTIVE  STRIKE 
AGAINST  CANCER 

The  news  that  aspirin  may  cut  risks  gives 
a  big  boost  to  a  slew  of  promising  drugs 


RUG  COMPANIES  ARE 
pouring  billions  of  dol- 
lars into  developing  new 
targeted  therapies  for 
cancer,  and  so  far  none 
are  close  to  a  cure.  But 
there  is  a  countervailing 
force  to  their  quest:  the  search  for  widely 
available  drugs  that  could  stop  cancer 
from  starting.  Chemoprevention,  as  the 
field  is  called,  just  got  a  win  with  the  news 
that  aspirin,  already  used  to  prevent 
heart  disease,  reduces  the  risk  of  the  most 
common  form  of  breast  cancer. 

No  one  is  ready  to  recommend  that 
women  start  popping  aspirin  every  day,  in 
part  because  the  drug  can  cause  gastro- 
intestinal side  effects.  But  the 
report,  in  the  May  26  issue  of 
The  Journal  of  the  American 
Medical  Association,  does  raise 
the  hope  that  women  already 
taking  aspirin  to  prevent 
heart  disease  may  be  getting 
another  valuable  benefit.  "I 
think  this  is  a  very  important 
paper,"  says  Dr.  Waun  Ki 
Hong,  a  pioneer  in  chemopre- 
vention at  the  M.D.  Anderson 
Cancer  Center  in  Houston. 

Hong  says  a  number  of 
drugs  have  now  been  shown  to 
suppress   cancer,   including 
aspirin    and    similar    non- 
steroidal    anti-inflammatory 
drugs    (NSAIDs)    such    as    > 
ibuprofin.  In  fact,  aspirin 
has  already  proven  effective     .-- 
in  preventing  colon  cancer. 
A  stream  of  studies  over  the 
last  few  years  has  also  fo- 
cused on  aspirin's  potential    ^- 
against  breast  cancer,  but  with 
mixed  results.  The  JAMA  study, 
by  researchers  from  Columbia 
University,  is  noteworthy  be- 
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cause  it  shows  which  type  of  breast  cancer 
would  most  likely  be  prevented— and  why. 

DOWNSIDE  TO  DAILY  DOSES 

THE  RESEARCHERS  studied  3,000  Long 
Island  women,  half  with  breast  cancer 
and  half  without,  and  analyzed  how  often 
they  took  aspirin,  ibuprofen  (such  as 
Advil),  and  acetaminophen  (such  as 
Tylenol).  They  found  that  20.9%  of  the 
women  with  breast  cancer  had  taken  as- 
pirin regularly  for  six  months  or  longer 
before  they  were  diagnosed,  compared 
with  24.3%  of  the  women  in  the  control 
group.  That  adds  up  to  a  20%  lower  risk 
of  breast  cancer  for  aspirin  users  vs. 
nonusers.  The  drug  was  most  effective 


An  Ounce  of 
Prevention 

ASPIRIN  Clinical  trials  indicate  that 
daily  use  reduces  polyps  in  people 
at  high  risk  of  colon  cancer;  new 
study  shows  aspirin  reduces  risk  of 
estrogen-positive  breast  cancer 

COX-2  DRUGS  Celebrex  was 
approved  for  prevention  of  colon 
polyps  in  2000;  COX-2  drugs  are  in 
trials  for  prevention  of  breast 
cancer 

PROSCAR  Developed  to  fight 
baldness,  a  large  trial  found  that  it 
reduces  risk  of  prostate  cancer  by 
some  25% 

TAMOXIFEN  Approved  in  1998  for 
prevention  of  breast  cancer  in  high- 
risk  women 

EVISTA  An  osteoporosis  treatment 
currently  in  a  large  trial,  it's  being 
compared  with  tamoxifen  to  see 
which  best  prevents  breast  cancer 
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against  tumors  that  are  dependent  on  the 
hormones  estrogen  and  progesterone  J 
reducing  the  risk  of  these  types  of  cane 
by  26%.  Hormone-dependent  tumors  ac-l 
count  for  60%  to  70%  of  all  breast  cane 
cases.  Ibuprofen  had  a  weaker  ef 
while  acetaminophen,  which  is  not 
NSAID,  offered  no  protection. 

The  Columbia  scientists  based  the 
study  on  10  years  of  lab  research.  The\| 
knew  that  aspirin  blocks  an  enzyme  in  the 
blood  called  COX-2  that  stimulates  estro 
gen  production.  Testing  its  effect  in  mice 
Dr.  Andrew  J.  Dannenberg  of  Weill-Cor- 
nell  Medical  College,  a  co-author  of  thel 
JAMA  report,  found  that  aspirin  reduced 
both  estrogen  and  breast  tumors. 

Still,  cancer  experts  say  the  Columbia 
study  wasn't  flawless.  It  only  followed ., 
the  women  for  a  year,  and  was  retro-4 
spective— the  outcomes  were  based  on! 
participants'  reports  of  their  own  behav-| 
ior  and  open  to  bias,  a  problem  with 
many  such  studies.  But  more  money  is 
being  poured  into  prospective  trials, 
which  give  a  drug  to  a  large  population 
over  a  number  of  years  to  see  what  hap- 
pens. The  National  Cancer  Institute  is 
conducting    a    seven-year    trial    with 
22,000  women  to  see  whether  tamox- 
ifen, a  breast  cancer  treatment,  or  Eli  Lil- 
ly &  Co.'s  Evista,  an  osteoporosis  drug,  is 
better  able  to  prevent  breast  cancer.  Re- 
sults are  due  in  2006. 

The  NCI  says  there  are  more  than  40 
other  drugs  in  chemoprevention  tri- 
als, ranging  from  old  standbys  like 
aspirin  to  new  targeted  therapies 
such  as  AstraZeneca  PLC's  Iressa,  a 
lung  cancer  treatment  approved  in 
2003.  M.D.  Anderson  doctors  are 
testing  Iressa  and  Tarceva,  a  similar 
drug  by  Genentech  and  OSI  Phar- 
maceuticals, in  heavy  smokers  in  an 
attempt  to  prevent  lung  cancer. 

There  can  be  a  downside  to  giv- 
ing a  pill  every  day  to  prevent  dis- 
ease. Merck  &  Co.'s  anti-baldness 
drug,  Proscar,  was  able  in  a  large  tri- 
al reported  last  year  to  reduce 
prostate  cancer  by  25%,  but  the  men 
on  Proscar  who  did  develop  cancer 
tended  to  get  more  deadly  tumors, 
possibly  because  of  the  drug. 

Still,  cancer  specialists  are  en- 
couraged. "Oncology  is  two  decades 
behind  cardiology  when  it  comes  to 
disease  prevention,  but  we  are  be- 
ginning to  get  smarter  about  it," 
says  Dannenberg.  The  212,000 
women  likely  to  be  diagnosed  with 
breast  cancer  in  the  U.S.  this  year 
can  only  hope  so.  II 

-By  Catherine  Arnst  in  New  York 
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What  makes  the 
newT.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


SM 


With  the  newT.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments  — w>th  theT.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have  to 
go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified  port- 
folio for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to  reflect 
your  need  for  reduced  investment  risk— gradually  making  the  investment  more  conservative 
as  your  retirement  date  approaches. 

Proven  performance  —  with  our  67  years  of  proven  performance,  you'll  feel  confident  knowing 
thatT.  Rowe  Price  is  the  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  45%  below  their  category  averages,*  aT.  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

Request  a  prospectus,  which  contains  complete  information,  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should 
read  and  consider  carefully  before  investing. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can  even 
open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-877-333-4446 


T.RoweRice 


INVEST    WITH    CONFIDENCE 

*As  ol  3/31/04,  the  Retirement  Funds'  total  expense  ratios  versus  their  individual  investor  Upper  category  average  are  0.67%,  0.72%,  0.76%,  0.80%,  0.82%,  0.85%,  0.84%,  and  0.85% 
lor  the  Retirement  2005, 2010, 2015, 2020, 2025, 2030, 2035,  and  2040  Funds,  respectively,  versus  1 .56%  lor  the  flexible  portfolio  funds  category,-  and  0.60%  for  the  Retirement  Income 
Fund  versus  1.19%  for  the  income  funds  category,  f.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR069271 
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WHEN  YOU'RE 
NO.  2... 

One  of  Wall  Street's  longest- 
running  job  vacancies  was 
filled  on  May  24,  when  Joseph 
Gregory,  52,  became 
president  of  Lehman 
Brothers.  The  investment 
bank,  run  by  hands-on  CEO 
Richard  Fuld  Jr.,  58,  hasn't 
had  a  second-in-command 
since  1996. 

So  why  the  new 
appointment?  Now,  "if  i'm 
not  available,  Joe  is  clearly 
No.  2,"  says  Fuld.  He  can  also 
rely  on  Bradley  Jack,  who 
was  promoted  from  co-chief 
operating  officer  to  the  office 
of  the  chairman.  Fuld  doesn't 
plan  on  retiring  anytime 
soon.  But  he  has  been  doing 
more  globe-trotting  to  win 
over  clients  and  expand 
Lehman's  reach. 

Like  Fuld,  Gregory  earned 
his  stripes  in  Lehman's 
hailmark  fixed-income 
business.  As  the  firm 
diversified,  he  became  the 
head  of  global  equities  and, 
later,  co-COO  with  Jack. 
Gregory  says  he  wants  to  take 
Lehman  to  the  next  level  by 
adding  new  talent.  "As  we 
continue  to  get  the  absolute 
best  people  here,  that  will  be 
our  competitive  advantage," 
hesays.Rivals.be  warned. 

-Emily  Thornton 


A  BEEF  WITH 
WELLINGTON 

Add  Wellington  Management  to 

the  list  of  asset  management 
companies  being  investigated 
by  the  Securities  &  Exchange 
Commission.  While  Boston- 
based  Wellington  has  been 
notifying  clients  for  several 
weeks  that  it's  under  an  SEC 
probe  related  to  trading 
practices  and  procedures,  the 
news  didn't  hit  the  press  until 
May  26.  Wellington  says  it 
doubts  the  inquiry  has 
anything  to  do  with  market 
timing  or  late  trading,  which 
have  plagued  several  high- 
profile  fund  families, 
including  Strong  and  Janus. 
Wellington  manages  $120 
billion  in  13  mutual-fund  and 
annuity  portfolios  for  Valley 
Forge  (Pa.)  Vanguard  Group, 
the  nation's  largest  fund 
family.  Vanguard  said  in  a 
statement:  "To  date,  we  are 
not  aware  of  any  specific  link 
between  the  inquiry  and 
Wellington's  management  of 
Vanguard  funds." 


BRUT  FORCE 
AT NASDAQ 


If  you're  Robert  Greifeld,  CEO 
of  NASDAQ,  you  can  take  it 
with  you.  A  year  after  leaving 
SunGard  Data  Systems  to 
become  NASDAQ's  chief, 
Greifeld  is  cutting  a  deal  with 
his  former  employer  to 
acquire  its  electronic  trading 
network.  On  May  25, 
NASDAQ  announced  it  will 


pay  $190  million  in  cash  for 
SunGard's  Brut  unit, 
operator  of  the  Brut  network, 
which  Greifeld  helped 
develop.  Greifeld  aims  to 
bolster  NASDAQ's  falling 
market  share  and  beef  up  its 
technology.  Buying  Brut 
could  add  10%  to  12%  to 
NASDAQ's  current  51%  share 
of  trades  reported  through  its 
system,  he  says. 


ONE  CINGULAR 
SENSATION? 

German  telecom  Deutsche 
Telekom  said  on  May  25  it  will 
buy  networks  in  California 
and  Nevada  for  $2.5  billion 
from  Cingular  Wireless,  jointly 
owned  by  BellSouth  and  SBC 
Communications.  Cingular 
had  shared  the  networks  with 
T-Mobile  USA,  a  DT  subsidiary. 
By  selling  the  assets, 
Cingular  avoids  a  hurdle  that 
could  have  held  up  its 
proposed  acquisition  of 
AT&T  Wireless,  which  also 
owns  networks  in  the  same 
Western  states.  Analysts 
now  figure  the  merger  will 
easily  close  by  yearend.  For 
T-Mobile  the  deal  brings 
much-needed  capacity  to 
spur  growth.  Although  it 
has  expanded,  T-Mobile 
wasn't  seen  as  a  true 
nationwide  player  without 
facilities  in  California, 
analysts  say.  Now  it  has  a  5% 
share  of  the  Golden  State's 
wireless  market. 


GES  TEPID 
SPIN-OFF 

Investors  didn't  exactly  flock 
to  Genworth  Financial's 
coming-out  party  on  May  25. 
Shares  of  the  General  Electric 

insurance  spin-off  were 
priced  at  $19.50,  below  the 
expected  range  of  $21  to  $23, 
and  ended  the  day  unchanged 
after  trading  as  low  as 
$18.75.  Investors  were 
skittish  about  its  reliance 


on  mortgage  insurance  at  a 
time  of  rising  interest 
rates— though  GE  insists 
that  any  slowdown  will  be 
offset  as  higher  rates  boost 
returns  in  the  company's 
investment  portfolio.  The 
real  worry  may  be  the 
prospect  of  more  share  sales 
by  GE,  which  still  owns  70% 
of  the  $10  billion  insurer. 


ETCETERA... 

»  Computer  Associates  has 
offered  $10  million  to  resolve 
a  federal  accounting  probe. 
»  Krispy  Kreme  Doughnuts 
reported  a  $24.4  million 
quarterly  loss,  its  first  since 
going  public. 

»  Toys  'R'  Us  sued  Amazon.com 
to  stop  other  toy  merchants' 
sales  on  the  site. 


CLOSING  BELL 


TiVo  jazzed  Wall 
Street  with  the 
news  that  it  added 
264,000  new 
subscribers  in  the 
quarter  ended  Apr. 
30,  thanks  to  its 
deal  with  DirecTV. 
TiVo  shares  rose 
6%,  to  $7.99,  on 
May  26.  CEO  Mike 
Ramsay  expects 
the  TV  recording 
company  to  be 
profitable  by  2006. 


DOLLARS 
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MOBILE 
TECHNOLOGY 


For  wireless  companies,  it's  the  winning  hand, 

Have  it  all:  thin,  light  laptops,  high  performance,  integrated  wireless  and  long  battery  life  — 
in  a  laptop  powered  by  Intel®  Centrino™  mobile  technology.  Find  out  more  at  intel.com/unwire. 
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Oil,  natural  gas, 
solar,  hydrogen, 
We  think  it's 
important  to 


dive 
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,  too. 


New  Energy  As  we  continue  to  invest  in 
renewable  alternative  energy  sources  for 
the  future,  like  hydrogen  and  solar,  the 
immediate  needs  for  oil  and  gas  still 
remain.  So,  over  a  10-year  period,  we're 
investing  $15  billion  in  the  Gulf  of  Mexico 
to  find  and  produce  new  energy  supplies. 


Solar  BP  is  using  solar  energy  to  help 
produce  cleaner,  affordable  energy.  In  one 
California  community,  BP  solar  energy  has 
been  estimated  to  cut  typical  electric  bills 
by  up  to  60%.  In  Santa  Monica,  BP  helped 
develop  the  first  affordable  housing  project 
to  use  solar  to  meet  all  energy  demands. 


Natural  Gas  Natural  gas  is  a  principal 
source  for  new  power  generation  in  North 
America.  Cleaner  burning  than  oil  and 
coal,  it  produces  50%  fewer  emissions. 
Today,  natural  gas  makes  up  55%  of  our 
energy  production,  making  us  the  largest 
producer  of  natural  gas  in  the  U.S. 
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Why  the  GOP  Can't 
Lock  in  Tax  Relief 


MIDDLE-CLASS  TAX  BREAKS  in  an  election  year:  Now  that's  a  tune 
both  parties  can  sing,  even  in  the  Red-Blue  Nation.  The  House 
has  been  crooning  through  a  monthlong  concert  of  tax  votes  or- 
chestrated by  Majority  Leader  Tom  DeLay  (R-Tex.).  A  bipartisan 
majority    endorsed    permanent    relief  from    the    marriage 

penalty,  locked  in  the  10%  tax  bracket,  and     servatives  fear  that  Democrats  in  tight 


not  only  continued  the  child  credit  but  ex 
panded  it  to  include  the  upper-upper  mid 
ile  class.  Lawmakers  even  threw  in  anoth- 
er year  of  protection  from  the  dreaded 
alternative  minimum  tax  (AMT). 

But  listen  closer,  and  discordant  notes 
:an  be  heard.  House  GOP  leaders  were  dis- 
appointed that  Democrats  went  along  with 
the  tax  votes,  robbing  Republicans  of  a 
dream  campaign  issue.  And  they  face  for- 
midable opposition  in  the  Senate  from  cen- 
trists in  their  own  party  who  are  appalled  at 
the  $530  billion,  10-year  price  tag.  Says 
Heritage  Foundation  Vice-President 
Michael  Franc:  "Just  don't  expect  the  [tax 
breaks]  to  survive  the  Sen- 
ate." The  tax  relief  rush  is 
likely  to  stall  until  just  before 
the  election— and  even  then, 
Congress  will  extend  the 
:uts  for  at  most  one  year. 

GOP  leaders  hoped  to  use 
these  middle-class  goodies 
as  bait  in  an  election-year 
trap.  The  Republican  plan: 
Sucker  Democrats  into  vot- 
ing against  popular  tax 
breaks  set  to  expire  in  2005, 
then  use  those  votes  to 
bludgeon  them  in  the  cam- 
paign. "This  is  election-year 
politicking,"  says  Charles  B. 
Rangel  (D-N.Y.),  top  Demo-  ^~^~ 
crat  on  the  Ways  &  Means  Committee. 

But  the  GOP  strategy  failed.  Thanks  to 
pears  of  redistricting,  most  Dems  are  in 
safe  seats  and  have  little  to  fear  from  GOP 
tax  attacks.  And  the  few  of  their  colleagues 
in  swing  districts  could  happily  go  along 
with  the  cuts,  secure  in  the  knowledge 
that  the  most  expensive  items— such  as 
granting  a  $l,000-per-child  tax  credit  to 
couples  earning  up  to  $250,000— are  like- 
ly to  die  in  the  Senate.  Indeed,  some  con- 


DeLAYHistax 
relief  plans  are 
likely  to  stall  in 
the  Senate 


races  can  now  campaign  as  tax- cutters.  "I 
don't  see  how  Republicans  are  going  to 
use  this  as  an  election  issue,"  says  Chris 
Edwards,  director  of  fiscal  policy  at  the 
Cato  Institute. 

Insidious  Levy 

MODERATE  SENATE  Republicans,  such  as 
John  McCain  (Ariz.)  and  Olympia  J.  Snowe 
(Me.)  are  also  muddying  the  picture.  They 
are  resisting  most  tax  breaks  that  aren't 
paid  for  with  offsetting  revenue  increases 
or  spending  cuts.  They  say  they'll  go  along 
with  only  $27  billion  for  one-year  exten- 
sions of  marriage-penalty  relief,  the  10% 
bracket,  and  the  current 
child  credit.  Finance  Com- 
mittee Chairman  Charles  E. 
Grassley  (R-Iowa)  intends  to 
roll  those  cuts  into  a  single 
bill  sometime  this  fall.  But 
pre-election  partisanship 
could  sink  even  the  one-year 
extensions. 

The  Senate's  $27  billion 

cap  won't  fund  relief  from 

the  AMT— an  insidious  levy 

that  hits  3  million  mostly 

middle-class  families.   If  Congress 

doesn't  extend  its  patchwork  AMT 

protection,  that  number  will  shoot  up 

to  12.7  million  in  2005,  on  its  way  to 

30  million  by  the  end  of  the  decade. 

The  stumbling  block:  An  AMT  fix  would 

jack  up  the  deficit  by  $18  billion  in  2005 

and  $500  billion  over  10  years. 

None  of  this  campaign  season's 
maneuvers  are  likely  to  move  any  serious 
tax  debate  forward.  That  will  have  to  wait 
until  after  Inauguration  Day  next  Janu- 
ary—and a  new  initiative  from  either  a  re- 
elected George  W.  Bush  or  new  President 
John  F.  Kerry.  ■ 

-By  Howard  Gleckman 


CAPITAL 
WRAPUP 

A  TROUBLED  PICK 
FOR  THE  FTC 

COMCAST  HAS  dropped  its  bid 

for  Walt  Disney,  and  the  feds' 

case  against  Microsoft  is  all  but 

over.  But  both  issues  live  on  in 

the  fight  over  Deborah  Majoras, 

the  White  House's  pick  to  head 

the  Federal  Trade  Commission. 

A  former  Justice  Dept.  antitrust 

lawyer,  Majoras,  40,  angered 

state  officials  who  thought  she 

was  too  soft  in  negotiating  a 

settlement  with  Microsoft.  At 

her  June  2  hearing,  however, 

lawmakers 

will  focus  on     At!  OlQ 

her  role  in  a 

2001  plan  to 

hand  FTC 

oversight  of 

media 

mergers  to 

the  more 

partisan 

Justice. 

The  m^^ 

proposal  was 
part  of  a 

reorganization  promoted  by 
departing  FTC  Chairman  Tim 
Muris  and  Charles  James, 
Majoras'  former  boss  at  Justice. 
Joe  Sims,  a  partner  at  law  firm 
Jones  Day,  where  Majoras 
worked  before  and  after  her 
2001-03  stint  at  Justice,  helped 
shape  the  plan.  It  sank  when 
Senator  Fritz  Hollings  (D-S.C), 
then  Commerce  Committee 
chairman,  got  wind  of  it. 

Now  Senator  Ron  Wyden  (D- 
Ore.)  has  put  a  hold  on  Majoras' 
nomination.  It  doesn't  help  that 
the  Dems'  pick  for  another  FTC 
seat,  Jon  Liebowitz,  lobbies  for 
the  Motion  Picture  Association 
of  America  and  may  recuse 
himself  from  many  media  cases. 
"If  Majoras  and  Liebowitz  are 
on  the  commission,  it  will  not 
survive  as  an  effective  watchdog 
on  media  mergers,"  says  Jeff 
Chester  of  the  Center  for  Digital 
Democracy.  Majoras  declined 
to  comment. 

-Lorraine  Woellert 


fight  over 
media 
mergers 
rears  its 
head 
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RUSSIA 


PUTIN'S  GAME 

Westerners  think  the  Russian  President  is  turning  back 
the  clock.  The  reality  is  much  more  complicated. 


BY  PATRICIA  KRANZ 
AND  JASON  BUSH 


LADIMIR  V.  PUTIN, 
tyrant.  The  ex-KGB 
colonel  is  pushing  Rus- 
sia back  to  its  Soviet 
past  by  clamping  down 
on  the  media,  skewing 
elections,  throwing  the 
country's  richest  tycoon  in  jail,  renation- 
alizing  property,  and  becoming  more  as- 
sertive abroad.  If  s  so  simple  to  see. 

Or  is  it?  When  analyzing  Russia,  it  is 
easy  to  get  sucked  down  Alice's  rabbit 
hole,  where  nothing  is  ever  quite  what  it 
seems.  Remember  how  Western  Krem- 
linologists  got  it  all  wrong?  After  failing 
to  predict  Mikhail  S.  Gorbachev's  rise  to 
power,  they  never  dreamed  he  would  be 
outwitted  by  the  buffoonish  Boris  N. 
Yeltsin.  Then,  no  one  in  the  West— nei- 
ther the  press  nor  professors,  neither 
Presidents  nor  Prime  Ministers,  neither 
NATO,  the  CIA,  nor  MI6— predicted  the 
demise  of  the  Soviet  Union  in  1991.  After 
Russia's  financial  collapse  in  1998,  few,  if 
any,  foresaw  that  the  economy  would 
grow  by  38%  during  the  next  five  years. 

In  the  same  vein,  Putin  may  yet  con- 
found those  who  forecast  the  resurgence 
of  a  neo-Soviet  Union.  That's  because 
there  are  two  Putins:  the  autocrat  and  the 
shrewd  reformer.  If  the  reformer  gains 
the  upper  hand,  a  stronger,  more  demo- 
cratic Russia  may  yet  emerge. 

For  the  moment,  Putin  the  autocrat  is 
the  one  inspiring  widespread  criticism. 
This  is  the  ruler  who  has  shown  little  ap- 
petite for  the  messy  back-and-forth  of 
democracy,  who  has  steadily  centralized 
power,  and  who  used  underhanded  tac- 
tics to  ensure  a  landslide  victory  in  the 
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March  presidential  election— even 
though  he  was  a  shoo-in.  This  is  the  same 
Putin  whose  regime  ordered  the  arrest  of 
Russia's  richest  man,  ex-Yukos  Chief  Ex- 
ecutive Mikhail  B.  Khodorkovsky,  on 
charges  of  fraud  and  tax  evasion,  a  move 
many  consider  politically  motivated. 

Hard  Man  Putin  could  go  even  further: 
He  may  decide  to  hit  Yukos  with  a  back 
tax  bill  so  big  that  it  bankrupts  the  com- 
pany and  Khodorkovsky  is  forced  to  give 
up  his  shares.  In  the  worst-case  scenario, 
the  big  privatizations  may  be  declared  il- 
legal, creating  chaos  in  the  markets. 

WESTWARD  HO? 

BUT  SUCH  A  SCARY  outcome  is  not  in- 
evitable. Putin,  after  all,  was  handpicked 
by  Yeltsin  to  continue  the  monumental 
task  of  reviving  Russia.  Putin  learned  the 
tactics  of  reform  while  serving  under  St. 
Petersburg  Mayor  Anatoly  Sobchak,  one 
of  the  earliest  liberal  politicians  in  Russia. 
As  deputy  mayor  in  charge  of  external  re- 
lations, Putin  even  found  time  to  earn  a 
PhD  in  economics.  His  thesis  advocated 
greater  foreign  investment  in  the  raw-ma- 
terials sector— hardly  the  position  a  na- 
tionalist neo-con  would  advocate.  "Putin 
was  very  familiar  with  Western  influences 
even  in  Soviet  times,  so  he  fits  this  role  [of 
reformer]  much  better  than  Yeltsin,"  says 
Alexei  Mukhin,  director  of  Moscow's 
Center  for  Political  Information. 

Many  observers  focus  on  Putin's  KGB 
background  and  his  entourage  of  sibviki, 
the  "men  of  power"  who  hail  from  secu- 
rity backgrounds.  But  Putin's  government 
has  more  reformers  than  sibviki.  Prime 
Minister  Mikhail  Fradkov  is  a  former 
trade  minister  and  representative  to  the 
European  Union.  His  deputy,  Alexander 
Zhukov,  an  economist  and  ex-business- 
man with  a  diploma  from  Harvard  Busi- 


ness School,  belongs  to  the  reform  camp. 
Economy  Minister  German  Gref  and  Fi- 
nance Minister  Alexei  Kudrin  are  strong 
free-market  advocates.  Backed  by  these 
and  other  advisers,  Putin  has  already 
changed  Russia.  "The  Putin  reforms  are 
about  giving  individuals  more  liberties, 
lowering  the  tax  burden,  and  reducing 
administrative  hassles,"  says  Al  Breach  of 
Brunswick  UBS,  a  Moscow  brokerage. 

Not  many  in  the  West  know  how  much 
Putin  has  already  achieved.  The  govern- 
ment has  kept  a  lid  on  expenses,  using  the 
gains  from  high  oil  prices  to  pay  off  debt. 
Now  the  trade  surplus  is  $60  billion,  the 
budget  is  solidly  in  the  black,  and  gross 
domestic  product  is  up  by  7%  a  year. 
Skeptics  assume  that  this  impressive  per- 
formance stems  mainly  from  high  oil 
prices.  Yet  Russia's  growth  is  also  being 
driven  by  a  surge  in  productivity— a  pre- 
dictable result  of  the  market  reforms 
launched  in  the  1990s  and  continuing 
under  Putin.  Overall,  labor  productivity  is 
growing  by  14%  a  year. 

With  the  nonoil  sector  gaining  traction 
and  reserves  hitting  $90  billion,  Russia 
may  even  withstand  an  oil  slump.  Peter 
Westin,  chief  economist  at  Aton  Capital 
brokerage  in  Moscow,  figures  that  every 
dollar  off  the  price  of  a  barrel  of  crude 
would  trim  Russia's  GDP  growth  by  less 
than  three-tenths  of  a  percentage  point. 
Even  a  fall  to  $20  a  barrel  would  leave  the 
economy  growing  around  5%  a  year. 

Putin's  reforms  are  also  giving  com- 
panies and  workers  good  reasons  to 
emerge  from  the  shadow  economy.  His 
decision  to  slash  the  personal  income 
tax  to  a  flat  13%  brought  millions  of  citi- 
zens onto  the  tax  rolls.  With  their  taxes 
lower,  many  workers  now  are  pressuring 
employers  to  report  their  full  income. 
Why?  Because  the  workers  are  applying 
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for  mortgages,  car  loans,  and  retail  cred- 
it, and  they  want  to  prove  they  have  the 
income  to  afford  the  payments.  Bank 
lending  is  surging  by  30%  a  year,  while 
ruble  deposits  rose  by  50%  last  year. 

Meanwhile,  businesses  are  less  ex- 
posed to  the  mob  violence  that  once 
marred  and  often  ended  the  lives  of 
Russian  entrepreneurs.  According  to  the 
Internal  Affairs  Ministry,  there  were  70 
contract  killings  in  Russia  in  2002,  com- 
pared with  600  to  800  annually  a  few 
years  earlier.  "Under  Yeltsin  we  were 
freer,  but  under  Putin  it  is  more  civilized," 
says  Gennady  Klimov,  editor  of  Karavan, 
a  paper  in  Tver,  60  miles  from  Moscow. 

Russians  under  Putin  have  even  for- 
saken    their     traditional     pessimism. 


MOSCOW  WHEELS 

As  incomes  rise, 
so  does  a  new 
sense  of  optimism 


"We've  identified  a 
continuous  and  sharp 
rise  in  optimism  that's 
unprecedented  for 
Russia,"  says  Andrei 
Milekhin,  head  of 
Moscow's  Romir  Re- 
search Group.  "It's 
everything:  confi- 
dence in  the  President  and  confidence 
that  we  will  five  better,  that  GDP  will  dou- 
ble, and  that  our  children  will  live  better." 
Consider  the  Shershniev  family.  Par- 
ents Zhenya  and  Natasha  were  both  ac- 
tors in  the  summer  of  1990.  They  lived  in 
a  small,  two -room  apartment  in  the  cen- 
ter of  Moscow  with  their  son  and  daugh- 
ter, Ilya  and  Polina.  Their  paychecks  did 
not  go  very  far,  but  the  stores  didn't  have 
much  merchandise  to  sell  anyway.  The 
nearby  Dorogomilovo  Gastronom  was  as 
big  as  any  supermarket  in  the  U.S.,  but  its 
shelves  were  almost  empty. 

Now  the  Dorogomilovo  store  is  filled 
with  everything  from  once-scarce  toilet 
paper  and  tropical  fruits  to  Argentine  beef 
and  Russian-made  dairy  products.  Ilya, 


now  nearly  22,  is  co-head  of  Swiss  Realty 
Group's  commercial  real  estate  office  in 
Moscow.  He  recently  traded  in  his  used 
Mercedes  S  Class  sedan  for  a  new 
$69,000  BMW  convertible. 

Putin's  reforms  are  being  felt  not  just 
in  Moscow.  Yes,  it's  still  easy  to  find  cities 
and  villages  filled  with  poor  pensioners 
and  unemployed  factory  workers.  But 
things  are  looking  up  in  many  regions.  In 
Tver,  44%  of  the  population  still  lives  be- 
low the  poverty  level.  Yet  even  here,  new 
stores,  apartments,  factories,  and  banks 
are  changing  the  face  of  the  city.  "It's 
common  in  Russia  now  that  money  from 
Moscow  is  going  into  the  regions,"  says 
Alexei  Surkov,  general  director  of  Sibur- 
pet,  a  shiny  new  chemical  factory  in  Tver. 

There  and  elsewhere,  Russian  man- 
agers know  it's  sink  or  swim.  Take  the 
Tver  Sewing  Factory.  In  Soviet  days,  70% 
of  the  factory's  output  consisted  of  mili- 
tary or  police  uniforms.  Instead  of  Red 
Army  greatcoats,  the  factory  now  makes 
smart  civilian  suits  for  busy  Russian  busi- 
nessmen. "We're  optimists.  We  have  al- 
ready survived  difficult  times,"  says  Gen- 
eral Director  Irina  Alekseeva. 

The  same  transformation  is  taking 
place  in  Voronezh,  an  industrial  city  of 
800,000  some  300  miles  south  of 
Moscow,  at  the  heart  of  the  "black  earth" 


RUSSIA  ON  THE  REBOUND 


The  economy  is  booming 
by  any  yardstick ... 


. . .  and  Russians  are  spending 
with  a  passion 
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farming  region.  The  city's  two  businesses 
were  defense  and  agriculture,  which  took 
.he  biggest  hammering  when  the  Soviet 
Union  collapsed.  Yet  today  Voronezh  is 
driving.  Industrial  production  rose  by 
L0%  last  year,  while  real  incomes  were  up 
3y  13%.  The  city's  defense  plants  have 
switched  to  civilian  production.  Even 
nore  impressive  is  the  explosive  growth 
Df  small  and  midsize  businesses  in  the  re- 
gion. Sergei  Naumov,  who  heads  the  local 
Dranch  of  Opora,  a  small-business  lobbyi- 
ng organization,  says  that  the  province  of 
Voronezh  now  boasts  600,000  small 
Dusinesses,  a  twofold  increase  in  the  past 
iiree  years. 

SLASHING  RED  TAPE 

MUCH  OF  THE  CREDIT  for  this  renais- 
sance belongs  to  Governor  Vladimir  Ku- 
akov,  who  has  promoted  small  businesses 
ind  cracked  down  on  bureaucratic  cor- 
-uption.  Even  journalists  and  civil  liberties 
groups  give  him  high  marks,  despite  his 
Dackground  as  a  KGB  general.  "Consider- 
ng  his  background,  he's  a  person  with 
:ompletely  liberal  views,"  says  editor 
Dmitri  Dyakov  of  the  Voronezhsky  Kurier. 
There's  still  a  lot  more  for  the  reformers 
:o  do.  A  few  weeks  after  Putin's  March  re- 
jection, he  announced  that  he  would  raise 
axes  on  oil  companies  while  cutting  pay- 


roll taxes  for  all  other 
companies  by  one- 
third.  One  of  his 
biggest  goals  now  is 
to  slash  red  tape. 
Putin  aims  to  pare 
the  number  of  bu- 
reaucrats by  20%. 
And  he  plans  to  cut 
the  number  of  licens- 
es and  permits  re- 
quired to  register 
and  run  a  business. 

It's  these  eco- 
nomic moves  that 
catch  Russians'  at- 
tention. In  a  March 
poll  by  the  Levada 
Center,  a  leading 
Russian  pollster,  just  3%  of  citizens  criti- 
cized Putin  for  failing  to  defend  democ- 
racy and  political  freedoms.  That  com- 
pares with  34%  who  criticized  him  for 
the  war  in  Chechnya  and  24%  who  think 
he's  not  doing  enough  to  fight  terrorism. 
Russians  overwhelmingly  voted  to  reelect 
Putin.  "We  have  an  electoral  monarchy, 
but  we  elected  him  ourselves,"  declares 
Boris  Prasolov,  chairman  of  the  Social 
Chamber    of   the    Voronezh    Region. 

This  "monarchy"  does  have  its  crit- 
ics—and despite  the  government's  con- 
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trol  of  the  broadcasters,  their  comments 
are  heard.  The  print  media  slam  every- 
thing from  the  infringement  of  civil  liber- 
ties and  the  war  in  Chechnya  to  the  Pres- 
ident's persecution  of  Khodorkovsky. 

Even  Russians  who  would  prefer  a 
more  liberal  leader  accept  Putin.  "When 
Putin  was  elected  the  first  time,  everyone 
was  afraid  that  he  would  start  arresting  a 
lot  of  people.  But  the  only  one  he  arrest- 
ed was  Khodorkovsky,"  says  Moscow 
psychologist  Masha  Kapitza.  To  many 
people,  Putin's  crackdown  on  Khodor- 
kovsky looks  less  like  an  attempt  by  the 
state  to  reassert  its  direct  control  over 
business  and  more  like  part  of  a  drive  to 
break  the  excessive  power  of  the  oli- 
garchs. "Big  Business  will  exist,  but  it 


PUTIN'S  REFORM  REPORT  CARD 

The  President  has  already  pushed 
through  important  reforms . . . 

FIRST  TERM 

(2000-03) 

TAXES  Cut  and  simplified  the  tax  rates  to  encourage  payment  and 
reduce  the  burden  on  business.  The  principal  changes:  a  flat  13% 
income  tax  and  a  low  24%  profits  tax.  Tax  revenues  have  risen  sharply. 

LAND  Abolished  serious  restrictions  on  private  land  ownership,  a  key 
symbolic  break  with  the  Communist  past.  Farmland  can  now  be 
bought,  sold,  or  mortgaged  for  the  first  time  since  the  1917  Revolution, 
kick-starting  investment  in  agriculture. 

. . .  but  the  next  phase  will  be 
much  tougher 

SECOND TERM 

(2004-08) 

BUREAUCRACY  Putin  wants  to  slash  the  number  of  government 
employees  to  cut  down  on  corruption  and  stop  functionaries  from 
smothering  business.  Within  days  of  his  reelection,  he  reduced  the 
number  of  ministries  from  30  to  17. 

FINANCIAL  SECTOR  A  new  law  on  mortgages  will  make  it  easier 
for  banks  to  reclaim  mortgaged  property.  All  Russian  companies  and 
banks  will  have  to  adopt  international  accounting  standards  by  2007. 

NATURAL  MONOPOLIES  Putin  plans  to  break  up  and 
partially  privatize  the  electricity  and  railroad  industries.  The  gas 
industry  will  stay  state-owned,  although  Putin  may  raise  prices 
toward  market  levels. 

MILITARY  Russia  has  too  many  soldiers,  they're  working 
with  outdated  equipment,  and  morale  is  at  rock-bottom.  Putin 
plans  to  move  gradually  from  a  large  conscript  army  to  an  all- 
volunteer  force. 

TRADE  Putin  aims  to  enter  the  World  Trade  Organization,  to  increase 
Russia's  access  to  global  markets  and  improve  its  image  among 
investors.  The  European  Union  wants  Russia  to  agree  to  hike  domestic 
energy  prices  before  it  joins. 

BANKING  Appointed  a  new  team  to  head  the  central  bank 
and  reform  the  banking  sector.  Lending  and  retail  deposits  are 
growing  fast,  and  a  new  law,  setting  up  federal  insurance  for 
private  deposits,  should  speed  growth  of  banks  and  improve 
their  regulation. 

PENSIONS  A  new  system  is  designed  to  encourage  private  pension 
funds  and  generate  long-term  capital  for  Russia's  financial  markets. 

LEGAL  AND  JUDICIAL  Overhauled  commercial  legislation, 
pushing  through  new  laws  in  labor  relations,  customs,  trademarks,  and 
bankruptcy.  The  changes  create  a  clearer  legal  environment  for 
business.  Putin  has  also  supported  reforms  to  the  court  system, 
designed  to  make  judges  more  accountable  and  reduce  corruption. 
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will  not  be  able  to  buy  the  government," 
says  Finance  Minister  Kudrin.  Many 
businessmen  seem  to  support  the  new 
rules.  "The  current  system  represents  the 
end  of  oligarchic  capitalism.  Business 
should  not  be  involved  in  political  is- 
sues," says  Vladimir  0.  Potanin,  head  of 
conglomerate  Interros. 

Foreign  investors  are  hardly  deterred  by 
the  Yukos  affair.  Cargill  is  set  to  break 
ground  on  a  new  $102  million  vegetable 
oil  plant  in  Voronezh.  On  May  6,  Alcoa  Inc. 
announced  it  was  buying  two  big  alu- 
minum plants.  Lennart  Dahlgren,  country 
manager  for  Swedish  retailer  Ikea,  which 
plans  to  invest  $1.5  billion  in  Russia  over 


the  next  five  years,  says  companies  should 
think  long-term.  "Fm  saying  to  all  the  big 
companies:  'Just  come  here  for  a  week,  vis- 
it the  shops,  and  see  how  people  spend.' " 
In  many  ways,  Putin's  rule  is  much 
like  that  of  the  czars  of  old.  The  people 
trust  him,  and  the  elites  know  they  bet- 
ter get  along  with  him.  Dmitri  Trenin, 
senior  associate  at  the  Carnegie  Moscow 
Center,  argues  this  neo-czarism  needs 
time  and  further  capitalist  development 
before  it  can  mature  into  a  full  democra- 
cy sustained  by  a  politically  active  mid- 
dle class.  "Democracy  in  Russia  will  not 
grow  out  of  wise  heads  or  kind  hearts.  It 
will  grow  out  of  pocketbooks,"  he  says. 


Putin  could  still  go  too  far  and  rena- 
tionalize  Yukos  and  other  big  companies. 
Foreign  investors  would  probably  bolt. 
Another  thing  to  watch  is  the  way  Putin 
behaves  in  the  next  election.  If  he 
changes  the  constitution  to  secure  anoth- 
er term  for  himself,  democracy  will  take  a 
great  leap  backward.  Most  observers  do 
not  think  Putin  will  blacken  his  legacy 
that  way.  The  more  likely  prospect  is  that 
"he  will  appoint  a  favorite  as  Prime  Minis- 
ter, giving  that  person  a  choice  platform 
from  which  to  run  for  President.  Which 
Putin  will  prevail?  The  autocrat  is  on  a 
roll.  But  don't  underestimate  the  power  of 
the  reformer  to  surprise.  ■ 


RUSSIA'S  INDUSTRIAL  GIANTS 


REVENUES 


GAZPROM 

CEO:  Alexei 
Miller 

Prospects:  Putin 
has  ruled  out 
radical 

restructuring  of 
this  behemoth, 
which  owns  a 
quarter  of  the 
(Ur)ry-|      world's  gas 
ip  Zd  /•  _L     reserves.  But 
BILLION         Putin  backs  lifting 

restrictions  on 
foreign  ownership  of  Gazprom 
shares.  He  will  probably  reach  a 
deal  with  the  EU  over  domestic 
gas  prices,  which  the  EU  says 
Russia  must  hike  before  joining 
the  WTO. 


TNK-BP 

Controlling 
Shareholders: 
BPPLC(50%); 
Mikhail  Frid- 
man'sAlfa 
Group  and 
Viktor  Veksel- 
berg's  Access- 
Renova  (50%) 

Prospects: 

The  No.3  oil 
outfit  was 
formed  last 
year  when  BP 
invested  $7  billion  to  acquire  a 
50%  stake  in  the  Russian  oil 
company  TNK,  owned  by 
Fridman  and  Vekselberg.  BP  is 
continuing  to  up  its 
investments  in  Russia. 


$9.8 

BILLION 


LUKOIL 

President  and 

Controlling 

Shareholder 

Vagit  Alekperov 

Prospects:  The 

government 
plans  to  privatize 
its  remaining 
7.6%  stake  in 
(J>f)0  1     Russia's  largest 
tJ)^t3»-L     oil  company. 
BILLION         It's  likely  to  favor 
a  sale  to  a  foreign 
investor-ChevronTexaco  and 
ConocoPhillips  are  rumored  to  be 
in  the  running.  Following  a  tax 
investigation  in  2002,  Lukoil 
agreed  to  stop  using  tax  havens  to 
cut  its  tax  bill. 


REVENUES 


SURGUTNEFTEGAZ 


Controlling 
£     Shareholder 
f      Vladimir  Bog- 

danov 


Prospects:  The 

No.  4  oil  com- 
pany isn't 
popular  with  mi- 
nority investors, 
d*fjrj       who  accuse 
tj)  /•  /       Surgutneftegaz  of 
poor  corporate 
transparency  and 
bad  management.  The  Kremlin 
seems  to  like  it:  Putin  has  praised 
Surgutneftegaz'  socially 
responsible  attitudes,  which 
include  good  pay  for  workers  and 
investment  in  the  community. 


REVENUES 


BILLION 


REVENUES 

$16.3 

BILLION 


YUKOS 

Controlling 

Shareholder: 
Mikhail 

Khodorkovsky 

Prospects:  The 

No.  2  oil  company 
is  at  the  center  of 
a  test  case  of 
Putin's  relations 
with  Big 
Business.  The 
government  says 
Khodorkovsky 
and  his  partners  defrauded  the 
state  of  taxes  and  privatization 
revenues.  A  big  question  is  what 
will  happen  to  the  40%  stake  in 
Yukos  owned  by  Khodorkovsky, 
who  was  imprisoned  in  October. 

SIBNEFT 

Controlling 
Shareholder  Ro- 
man Abramovich 

Prospects:  The 

No.  5  oil 

company  abort- 
ed a  megamerger 
with  Yukos  late 
REVENUES       last  year,  and  the 
(t>/I   Zl      two  companies 
*J)0«0      are  still  wrangling 
BILLION         over  the  terms  of 
the  break-up. 
France's  Total  has  confirmed  that 
it  is  vying  for  a  large  minority 
stake  in  Sibneft.  ChevronTexaco 
is  also  said  to  be  interested.  The 
Kremlin  says  it  would  welcome 
a  deal. 


UNIFIED  ENERGY  SYSTEM 

CEO: 

Anatoly 
Chubais 

Prospects:  The 

national  electri- 
cal monopoly, 
51%  state- 
owned,  needs 
REVENUES       billions  to 
<fcl  n  1      rebuild  a 
£pJ-«3«-L     crumbling 
BILLION         power  grid. 
With  Putin's 
support,  Chubais  plans  to  break 
up  UES  into  privately  owned 
generator  and  distribution 
companies.  But  the  government 
keeps  changing  its  mind  over 
how  the  pieces  will  be  sold. 


NORILSK  NICKEL 


Controlling 
Shareholder 
Vladimir 

Potanin's  Interros 
Group 


I  Prospects:  The 
I  world's  No.  I 
I  producer  of  nickel 
and  palladium 
caused  the 
Russian  stock 
market  to  plunge 
in  April  when 
rumors  swirled  of  Potanin's  arrest. 
In  fact,  Potanin  has  been  careful  to 
avoid  controversy.  The  state 
auditor  has  said  Norilsk  has 
nothing  to  fear.  But  investors  are 
jittery  all  the  same. 


REVENUES 

$5 

BILLION 
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SATURDAY: 


10am-12pm: 

Meet  fiancee  to  preview  string 

quartet  for  wedding  reception. 


lpm-3pm: 

Take  fiancee  to  select  silverware 

and  fine  china  pattern. 


4pm-6pm: 

Dinner  with  fiancee  and 

in-laws  to  review  guest  list 


or 


4pm-6pm:  World  Soccer  Finals. 


Life's 


International  Business 


RURALSCHOOL 

Education  is  a  top      f 
priority  for  the 
Congress  party 


INDIA 


NEW  RULERS, 
FRESH  DOUBTS 

How  will  India's  shaky  coalition 
government  fund  its  promises? 


PENCER  WHITE  isn't  con- 
vinced. Investor  jitters  over 
India  have  calmed  consider- 
ably since  the  Indian  Na- 
i  tional  Congress  party 
installed  well-known  re- 
formers in  top  posts  after  its 
May  13  election  victory  over  the  right-wing 
Bharatiya  Janata  Party.  But  White,  chief 
Asia  equity  strategist  for  Merrill  Lynch  & 
Co.,  has  still  cut  the  India  exposure  of  his 
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emerging-market  funds  from  6.5%  to 
4.5%.  For  the  past  year,  "India  has  been 
the  jewel  in  the  crown,"  he  says.  "Its  at- 
traction was  not  only  great  companies  but 
also  a  government  that  was  creating  more 
options  for  foreign  investors  and  moving 
away  from  running  state  assets."  Now, 
White  fears,  India  will  slow  privatization 
and  reform  of  stifling  labor  laws. 

Such      skepticism      illustrates      the 
paradox  facing  the  new  government. 


India  is  amid  its  greatest  boom  in 
decades,  and  two  economists  with 
impeccable  reformist  credentials  lead 
the  incoming  team:  Prime  Minister 
Manmohan  Singh  and  Finance  Minister 
Palaniappan  Chidambaram.  Yet  the 
markets  are  cutting  Congress  little  slack. 
Despite  a  recent  rally,  stocks  haven't 
recovered  from  a  steep,  post-election  sell- 
off.  A  big  reason  is  fleeing  foreign 
investors,  who  have  pumped  a  record  $10 
billion  into  Indian  equities  since  last  year. 

UNTESTED  COALITION 

INVESTORS  HAVE  REASON  for  caution. 
The  Congress-led  government  is  an 
untested  coalition  of  18  leftist  and  re- 
gional parties  that  swept  into  power 
promising  greater  resources  for  educa- 
tion, health  care,  irrigation,  and  other 
programs  needed  to  lift  the  650  million 
rural  population  out  of  poverty.  Politi- 
cians in  several  financially  strapped 
states  have  set  off  alarms  by  promising 
more  subsidies— moves  that  Singh 
has  denounced. 

So  far,  the  government  hasn't  an- 
swered the  biggest  question:  Where  will 
the  money  come  from?  Federal  and  state 
governments  are  staggering  under  fiscal 
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deficits  equal  to  9%  of  gross  domestic 
product,  one  of  the  highest  levels  of  gov- 
ernment debt  in  the  world.  Yet  Congress 
already  has  ruled  out  two  obvious 
sources  of  new  revenue:  major  sell-offs  of 
state  assets,  which  last  year  netted  $3.5 
billion,  and  tax  increases.  Protectionism  is 
out,  too.  "In  today's  environment,  one 
can't  increase  taxes  or  hike  import  tariffs 
or  close  the  doors  to  foreign  direct  invest- 
ment," says  Jairam  Ramesh,  the  party's 
economic  adviser.  Whaf  s  more,  with  in- 
terest rates  and  oil  prices  rising  and  in- 
vestor sentiment  for  emerging  markets 
on  the  wane,  the  global  climate  isn't  as 
friendly  to  India  as  it  was  in  2003. 

This  is  why  analysts  anxiously  await 
the  budget  that  Chidambaram,  who 
helped  put  India  on  firmer  footing  during 
a  previous  stint  as  Finance  Minister  in  the 
mid-1990s,  is  to  unveil  in  July.  So  far,  Con- 
gress officials  have  released  few  details 
about  how  they  will  finance  greater  social 
spending.  Observers  aren't  expecting 
miracles.  India  has  lived  with  high  budg- 
et deficits  for  15  years,  and  neither  the  BJP 
nor  Congress  before  it  made  much  head- 
way in  reducing  them.  "The  problem  with 
the  budget  is  hard  to  fix  because  it's  struc- 
tural and  has  a  lot  to  do  with  the  political 
dynamics  of  India,"  says  Gregory  Fager, 
Asia/Pacific  director  at  Institute  of  Inter- 
national Finance  Inc.,  a  Washington 
think  tank  for  the  banking  industry. 

New  Delhi  can  do  many  things  to  whit- 
tle that  problem  down,  though,  if  Congress 
has  the  political  will.  For  example,  it  could 
trim  generous  food  and  fertilizer  subsidies, 
slash  overstaffed  bureaucracies,  and  use 
federal  fund  transfers  to  coax  spendthrift 
states  to  do  the  same.  The  government  also 
could  find  ways  to  get  more  companies  to 
pay  taxes  without  chilling  investment.  De- 
spite a  maximum  35% 
rate  for  corporations 
and  30%  for  personal 
income,  India  collects 
just  14%  of  GDP  in  tax- 
es, a  skimpy  rate  by 
world  standards.  Thaf  s 
because  most  farmers, 
small  businesses,  and 
rapidly  growing  service 
companies  pay  little  or 
nothing,  thanks  to  ex- 
emptions or  evasion.  As 
a  result,  the  heaviest 
burden  falls  on  salaried 
employees  at  big  com- 

TEMPLE  BEGGARS 

Hundreds  of  millions 
live  in  poverty 
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India's  Fiscal  Crunch 


The  new 
government 
promises  greater 
spending  on  social 
services  and 
infrastructure.  But 
it  faces  serious 
financial 
constraints: 


RED  INK  Federal  and  state 
governments  will  likely  have  a 
combined  budget  deficit  of  9%  of 
gross  domestic  product  this  year.  And 
since  official  debt  stands  at  82%  of 
GDP,  there's  little  room  for  new 
borrowing. 

TAX  RECEIPTS  Collections  in  India  are 
notoriously  low,  with  many 
companies,  small  businesses,  and 
farms  paying  no  taxes.  Also,  Congress 
has  pledged  not  to  hike  rates. 

INVESTOR  JITTERS  Foreigners 
pumped  $10  billion  into  Indian 
equities  last  year.  This  will  likely  fall 
because  of  worries  over  new  policies. 

ASSET  SALES  Last  year  the 
government  raised  $3.5  billion  by 
selling  off  state  companies,  but 
Congress  now  says  it  will  slow 
privatization. 


Data:  -stitute  of  International  Finance 


panies  and  on  manufacturers.  The  gov- 
ernment is  starting  to  tax  information 
technology  companies  on  domestic  earn- 
ings and  will  soon  tax  exports.  But  to  get 
more  companies  on  the  rolls,  it  must  over- 
come powerful  lobbies  and  implement  bet- 
ter systems  to  monitor  small  businesses. 

New  Delhi  could  make  a  bigger  impact 
if  it  introduced  a  value-added  tax,  which 
imposes  levies  on  the  production  and  dis- 
tribution of  goods  and  services.  In  Europe 
the  VAT  raises  more  revenue  than  would 
sales  taxes.  A  tax-reform  commission 
headed  by  Finance  Ministry  official  Vijay 
L.  Kelkar  in  2002  endorsed  the  VAT. 
The  northern  state  of  Haryana  already 
uses  the  VAT  and  has 
boosted  tax  revenues 
by  30%,  Kelkar  says, 
while  states  such  as 
Kerala,  Maharashtra, 
Karnataka,  and  Pun- 
jab plan  to  implement 
it  this  year.  If  used  na- 
tionwide, the  VAT 
could  yield  $20  billion 
annually  in  govern- 
ment revenue.  Con- 
gress hasn't  stated  its 
position. 

Business  also  hopes 
that  Congress  at  least 
will  continue  to  divest 
small  stakes  in  state 
companies.  After  years 
of  slow  progress,  the 
BJP  in  2003  managed 


to  spin  off  big  stakes 
in  oil,  gas,  and  auto 
companies.  Before 
the  election,  the  gov- 
ernment had  slated 
240  state-controlled 
companies  for  possi- 
ble privatization.  In- 
vestors are  most  in- 
terested in  such 
outfits  as  telecom 
company  MTNL,  alu- 
minum maker  Nalco, 
and  the  Shipping 
Corp.  of  India.  But 
Singh  says  he  will 
only  sell  money-los- 
ers. And  many  are  in 
poor  states  such  as 
Bihar  and  Bengal, 
where  politicians  use 
them  to  dole  out 
patronage.  Subir 
Gokarn,  chief  econo- 
mist of  rating  agency 
Crisil  Ltd.,  says  such 
operations  are  only 
worth  the  land  they  stand  on. 

Deficit  hawks  are  more  worried  about 
profligate  state  governments.  A  day  after 
the  election  victory,  Y.S.  Rajasekhara 
Reddy,  the  new  Congress  chief  minister 
for  the  southern  state  of  Andhra  Pradesh, 
promised  free  electricity  to  farmers. 
Economists  estimate  that  would  boost 
power  subsidies  by  20%,  to  $475  million. 
Politicians  in  neighboring  Tamil  Nadu 
then  hiked  power  subsidies  by  one-third. 
There  are  some  bright  spots.  The  Con- 
gress coalition  inherited  a  strong  econo- 
my with  $114  billion  in  foreign  reserves, 
up  from  $40  billion  three  years  ago.  India 
has  a  relatively  high  savings  rate  of  23%. 
And  last  year,  low  interest  rates  helped 
states  retire  $14.2  billion  in  loans  owed 
the  central  government.  This  trimmed  the 
deficit  a  bit.  And  although  India's  public 
debt  load  is  high  at  82%  of  GDP,  it  has 
been  able  to  finance  it  through  local  insti- 
tutions, rather  than  rely  on  foreign  mar- 
kets. "The  banks  are  flush  with  liquidity," 
reasons  Standard  &  Poor's  sovereign  rat- 
ings analyst  Joydeep  Mukherji.  "So 
there's  no  risk  of  a  crisis." 

This  fiscal  fix  won't  be  resolved 
overnight.  The  best  the  financial  commu- 
nity can  hope  for  is  that  the  deficit  keeps 
moving  in  the  right  direction  rather  than 
deteriorate  under  the  new  government. 
And  investors?  They'd  better  keep  a  close 
eye  both  on  reformists  in  New  Delhi  and 
hungry  politicians  in  the  states.  ■ 

-By  Manjeet  Kripalani  in  Bombay, 
with  Pete  Engardio  in  New  York 
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TOYOTA'S  NEW 
TRACTION  IN  EUROPE 

Stylish  models  and  an  innovative  factory 
have  Renault,  Fiat,  and  others  worried 


IT'S  MONDAY  AFTERNOON  IN- 
side  Toyota  Motor  Corp.'s  Valen- 
ciennes plant  in  northern  France, 
where  workers  bend  over  the  as- 
sembly line  to  meet  demanding 
hourly  production  targets.  De- 
mand for  the  plant's  Yaris  subcom- 
pacts  is  outstripping  the  9  20 -per- day 
output.  So  Valenciennes  has  hired  500 
more  workers  and  is  adding  a  third  shift 
for  round-the-clock  production— a  first  in 
Toyota  manufacturing  history.  "We  pro- 
duce a  car  every  minute.  Thaf  s  the  maxi- 
mum. The  solution  is  to  try  three  shifts," 
says  Didier  Leroy,  senior  vice-president  of 
Toyota  Motor  Manufacturing  France. 

Toyota,  long  a  marginal  player  in  Eu- 
rope, is  suddenly  becoming  a  fearsome 
market  force.  Sales  in  Europe  rose 
20.6%  in  the  first  four  months  of  this 
year,  following  a  10.4%  leap  in  2003,  to 
835,000  cars— a  dramatic  performance 
given  that  the  European  market  shrank 
by  1.3%  last  year. 

Those  gains  pushed  Toyota's  market 
share  in  Western  Europe  to  5.3%  in  April, 
up  from  4-5%  a  year  ago,  overtaking  Mer- 
cedes and  Audi  and  edging  close  to  Italy's 
Fiat.  "Every  point  Toyota  gains  is  hurting 
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the  others  badly,"  says  Peter  Soliman, 
partner  at  Booz  Allen  Hamilton's  Dussel- 
dorf  office. 

Soaring  sales  are  also  helping  Toyota's 
bottom  line.  European  revenues  rose 
35.3%  in  2003,  to  $19.5  billion,  while  op- 
erating profit  soared  nearly  ninefold,  to 
$654  million.  Behind  the  sales  surge  are 
heavy  investments  in  local  production— a 
strategy  Toyota  has  followed  with  great 
success  in  the  U.S.  Half  the  Toyotas  sold  in 
Europe  are  built  in  Britain,  France,  and 
Turkey.  In  2005,  when  a  joint-venture 
plant  with  PSA  Peugeot  Citroen  starts  op- 
erations, that  number    

will  rise  to  60%,  nearly 
matching  the  level  of 
local  production  in  the 
U.S.  market.  By  2010 
the  company  aims  to 
sell  1.2  million  cars  in 
Europe,  matching  Peu- 
geot and  Ford  Motor 
Co.  "People  are  taking 
serious  notice,  but  no 
one  has  a  good  plan  to 
combat  [Toyota],"  says 
Booz  Allen's  Soliman. 
Thanks  to  its  new  de- 


LOVE  THOSE  TOYOTAS 


THOUSANDS 
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YARIS  IN  PARIS  sign     studio     in 

Whimsical  design  southern  France, 
from  a  French  studio  Toyota's  recent 
^^^^™  models  look  dis- 

tinctly Mediterranean.  Its  Yaris,  which 
starts  at  $12,000,  exudes  Latin  flair  with 
its  cute  snout  and  peppy  stance.  Toyota's 
new  compact  minivan,  the  $25,000 
Corolla  Verso,  matches  the  avant-garde 
styling  pioneered  by  French  and  German 
rivals.  "To  me,  Toyota  has  a  dynamic  and 
cool  image,"  says  Celine  Massonaud,  a 
37-year-old  decorator  who  lives  outside 
Paris  and  recently  bought  a  RAV4  sport- 
utility  vehicle. 

BENCHMARK  FOR  EFFICIENCY 

EUROPEAN  AUTO  MAKERS  will  come  un- 
der increasing  pressure  from  efficiency 
gains  Toyota  is  securing  with  its  Valenci- 
ennes facility.  The  compact,  star-shaped 
factory  features  a  production  area  with 
limited  space  for  parts  or  components. 
The  1\  hours'  worth  of  inventory  on  hand 
is  lower  than  at  any  other  Toyota  factory 
in  the  world.  "Some  Toyota  engineers  said 
this  plant  couldn't  work,"  recalls  Leroy. 
"They  said  if  we  had  any  problem,  it 
would  stop  the  lines."  The  daring  design 
was  a  hit.  By  putting  every  proaucnon 
process  under  one  roof,  Toyota  cut  the  in- 
vestment required  for  the  plant  by  40%,  to 
$732  million.  The  thin  inventory  acts  as  a 
warning  when  things  go  wrong,  since 
backlogs  or  rapidly  depleted  stacks  of 
components  are  immediately  noticeable. 
Toyota's  biggest  challenge  in  Europe  is 
no  longer  products,  but  brand  image.  Al- 
though the  Japanese  giant  regularly  ranks 
first  in  a  variety  of  quality  surveys  across 
Europe,  consumers  don't  yet  perceive  Toy- 
ota as  the  quality  leader.  "That's  our  No.  1 
headache,"  says  Toyota  Motor  Europe 
Chief  Executive  Shuhei  Toyoda,  one  of  the 
founding  family  scions.  But  as  Europeans 
see  more  Toyotas,  opinions  are  changing. 
"The  people  I  know  who  have  one  told  me 
they  never  had  any  problem  even  after  two 
years,"  says  Farhat  Daouadi,  a  49-year-old 
Parisian  taxi  driver  who 
exchanged  his  Renault 
for  a  Toyota  Avensis 
Verso  diesel  minivan. 
Twenty  years  ago,  Euro- 
pean auto  execs  trooped 
to  Japan  to  learn  how  to 
bolster  quality  and 
productivity.  Now,  at 
home,  they're  learning 
how  tough  the  Japanese 
can  be.  ■ 

-By  Gail  Edmondson 

in  Valenciennes  with 

Adeline  Bonnet  in  Paris 


YOUR  REPORTS  ARE 
THE  "I  WANT  ANSWERS 
AND  I  WANT 'EM  NOW" 
KIND. 


They  say  you  can't  get  the  reports  you  need. 

Now  you  can. 

With  Cognos  reporting  and  analysis  software. 

Get  timely,  customized  information. 

In  a  user-friendly  format  that  behaves  like  a  Web  page. 

Let  your  entire  team 

drill  down  to  answer  questions. 

Share  reports  in  real  time. 

And  make  better  decisions. 

This  is  the  beginning  of  corporate  performance  management. 

See  it  for  yourself  at: 


Cognos.com/answers 
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Ceeping  up  with  new  customers. 

jmberly-Clark  Corporation  is  home  to  some  of  the  world's 
lost  trusted  brands-like  HUGGIES*and  KLEENEX:  With 
operations  in  43  countries,  the  company  needed  to  simplify 
s  operations.  HP  helped  them  implement  a  standardized 
F  environment  that  streamlined  the  move  into  new  markets 
md  sped  the  integration  of  disparate  technology  into  their 
operations. Today,  Kimberly-Clark  enjoys  a  41%  lower 
CO  of  IT,  and  is  able  to  stay  ahead  of  its  customers, 
/ww.  hp.com/adapt  * 
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Aetna  HealthFund' 


There's  beauty  in 
getting  things  under 
control.  Especially 
the  cost  of  benefits. 

Now  there's  proof  that  Aetna  HealthFund 
can  help  you  control  benefit  costs. 
According  to  a  new  study,  Aetna 
HealthFund  members' costs  increased  by 
just  1.5%  compared  to  double-digit 
increases  for  similar  populations  enrolled 
in  traditional  plans.  Members  of  Aetna 
HealthFund  plans  also  used  online 
support  tools  and  information  resources 
more  frequently,  and  increased  their  use 
of  generic  drugs  by  12.8%.  And  nine  out 
of  ten  members  said  they'd  choose  the 
plan  again.  It  all  serves  to  prove  that 
when  your  employees  are  informed  and 
empowered,  they  can  help  you  control 
costs.  To  find  out  more  about  how  Aetna 
HealthFund  plans  can  benefit  your 
business  and  your  employees,  call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know 
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KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
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France's  Crackdown 
On  Islamic  Radicals 


WHEN  HE  WAS  French  Foreign  Minister  early  last  year,  Dominique 
ie  Villepin  forcefully  led  the  fierce  diplomatic  opposition  to  U.S. 
ind  British  plans  to  attack  Saddam  Hussein.  Now,  as  his  Colin- 
TV's  Interior  Minister  following  a  government  reshuffle  in  April, 
Villepin  is  applying  the  same  bold  style  to  countering  Islamic 

•adicalism  at  home.  Shortly  after  taking  on      Muslims    are   second    only   to    Roman 


lis  new  job,  Villepin  quickly  moved  to  de 
jort  a  Lyons-area  Islamic  preacher.  More 
■ecently,  Villepin  has  opened  deportation 
>roceedings  against  other  radical  preach- 
:rs,  including  a  prominent  Turkish  reli- 
rious  figure  in  the  Paris  area. 

It's  part  of  a  new,  more  intrusive  govern- 
nent  policy  toward  Islamic  fundamental- 
sts.  Although  France  has  quiedy  deported 
)ther  Islamic  radicals  in  the  past,  Villepin  is 
low  issuing  strident  statements  that 
mams  preaching  in  France  need  to  "know 
mr  language  and  our  culture"— or  face  ex- 
mlsion.  "We  have  to  dis-  ^^^^^^ , 
ance  ourselves  from  for- 
:ign  extremists,  who 
lon't  have  any  place  on 
>ur  soil,"  Villepin  said  in 
in  early-May  interview 
vith  Paris  daily  Le  Figaro. 

Some  dismiss  Ville- 
)in's  tough  talk  as  a  bid 
o  burnish  his  image  as 
ightful  heir  to  President 
acques  Chirac  in  ad- 
vance of  presidential 
:lections  in  2007.  But 
he  muscular  rhetoric  is 
n  line  with  a  Eu-  ^^ 
opewide  crackdown.  ^^^ 
..ate  last  year,  Italy  began  deportation  pro- 
:eedings  against  Senegalese,  Moroccan, 
ind  Algerian  Islamists.  In  April,  Home 
Secretary  David  Blunkett  stripped  the 
British  citizenship  of  Egyptian-born  radi- 
:al  preacher  Abu  Hamza. 

Yet  France  is  the  key  country  in  the  un- 
easy coexistence  between  security-con- 
;cious  European  governments  and  Islam- 
c  minorities.  Close  to  10%  of  France's 
jopulation  is  of  Muslim  background,  a 
ligher  share  than  for  any  other  country  in 
Europe.  Thanks  to  successive  waves  of 
mmigration  to  France  since  the  1950s, 


VILLEPIN  Will 
efforts  lead  to 
less—  or  more- 
extremism? 


are 

Catholics  as  France's  leading  religious 
group.  It  is  also  the  fastest-growing. 

"Strong  Terrorist  Threat" 

PARIS  HAS  adopted  a  two-track  approach 
to  Muslim  residents  since  September  11.  It 
helped  them  set  up  a  "French  Council  of 
the  Muslim  Cult"  to  act  as  the  community's 
official  representative  in  government  deal- 
ings. At  the  same  time,  tougher  laws  limit 
Islamic  headgear  in  schools,  while  author- 
ities are  tightening  surveillance  of  the 
mosques.  The  Interior  Ministry  says  27  Is- 
lamists have  been  de- 
ported since  late  2001, 
and  several  terrorist  cells 
have  been  busted.  "We're 
facing  a  very  strong  ter- 
rorist threat,"  says  min- 
istry official  Veronique 
Guillermo. 

But  Villepin's  plan  to 
promote  an  Islam  re- 
spectful of  French  secular 
traditions  will  be  difficult 
to  carry  out.  Up  to  half  of  France's  1,500 
imams  are  foreign,  and  many  don't  speak 
French  well.  Training  Francophone  imams 
will  take  years,  and  Muslim  communities 
may  not  accept  them.  "If  s  naive  to  think 
we  can  have  a  French  Islam  with  govern- 
ment training,"  says  Vincent  Geisser,  an 
Aix- en-Provence  researcher  on  Muslim 
communities. 

A  more  effective  policy  of  countering  rad- 
icalism, Geisser  thinks,  is  to  make  French 
political  life  more  representative.  Not  one  of 
France's  577  deputies  or  313  senators  has  a 
Muslim  background.  The  risk  Villepin  runs 
in  stressing  the  stick  over  the  carrot  is  that 
French  Muslims  will  be  more— not  less- 
tempted  by  radicalism.  ■ 

-By  John  Rossant, 
with  Adeline  Bonnet,  in  Paris 


GLOBAL 
WRAPUP 

GERMANY'S  PRESIDENT 
WILL  PUSH  REFORM 

THE  ELECTION  of  former 
International  Monetary  Fund 
President  Horst  Kohler  as 
German  President  is  a  sign  that 
the  conservative  Christian 
Democratic  Union  is  setting  the 
agenda,  even  though  the  center- 
left  Social  Democrats  control 
government.  By  virtue  of  its 
majority  in  the  Parliament's 
upper  house,  the  CDU  was  able 
to  control  the  May  23  vote:  The 
President  is  elected  by  both 
houses  as  well  as  various 
representatives  specially  chosen 
for  that  purpose. 

But  can  Kohler,  an  outspoken 
advocate  of  economic  reform, 
use  the  largely  ceremonial 
presidency  to  sway  a  reluctant 
public?  His  influence  will  be 
greatest  if  the  conservatives,  led 
by  Angela  Merkel,  regain  control 
of  government,  which  could 
happen  as  early  as  next  year. 
Kohler  will  speak  more  frankly 
than  other  politicians  about  the 
need  for  painful  changes  such 
as  reduced  job  protections.  He 
could  thus  stake  out  positions 
that  his  own  party— which  has  a 
mixed  record  on  reform— would 
have  trouble  repudiating  later. 

ISRAEL  AND  EGYPT 
BOOST ENERGY TRADE 

ECONOMIC  TIES  between  Israel 
and  Egypt  could  improve  in  the 
wake  of  a  major  gas  deal 
between  the  countries.  On  May 
23,  Israel  Electric  Co.  agreed  to 
purchase  $2.5  billion  worth  of 
Egyptian  natural  gas  over  the 
next  15  years  from  East 
Mediterranean  Gas  Corp.,  an 
Egyptian-Israeli  consortium. 
Israeli  Prime  Minister  Ariel 
Sharon  backed  the  deal  despite 
lobbying  from  British  Prime 
Minister  Tony  Blair  for  a 
contract  with  British  Gas  and  its 
Palestinian  partners  for 
supplies  from  a  field  located  off 
the  Gaza  Strip. 
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Working  Life  E-tai  I  in 


The  Rise  of  the 
Mompreneurs 

EBay  has  given  corporate  dropouts  a  new 
way  to  balance  work  and  family 


OR  MANY  HIGH-POW- 
ered  women  who  put  "for- 
mer" in  front  of  their  titles  to 
stop  out  and  stay  at  home 
with  their  kids,  selling  stuff  on 
eBay  often  starts  as  a  dal- 
liance, a  means  of  purging 
closets  of  never-worn  mistakes  and  strip- 
ping the  guilt  from  all  those  forays  to  Fi- 
lene's  Basement  and  the  ever-seductive 
Prada  and  Gucci  oudets.  By  picking  up  an 
extra  pocketbook  here,  a  pair  of  thrift- 
store-priced  stilettos  there, 
these  moms  in  turn  flip  the 
items  on  eBay— essentially 
shopping  their  way  to  earnings. 
Ever  since  founder  Pierre  M. 
Omidyar  started  the  global 
bazaar  by  selling  a  broken  laser 
pointer  for  $14,  the  eBay  econ- 
omy has  given  Mayan  villagers 
a  chance  to  sell  their  pottery  to 
Park  Avenue  princesses  and  ru- 
ral Kansas  collectors  an  oppor- 
tunity to  vie  against  Christie's. 
Now,  with  the  help  of  wireless 
technology,  digital  photogra- 
phy, and  friendly  postmen, 
eBay  is  becoming  a  hot  new  ca- 
reer for  managerial- class 
moms.  "Flexibility  is  a  big  part 
of  it.  But  they  also  get  the  op- 
portunity to  do  something  th ey 
enjoy,"  says  eBay  Inc.  CEO  and 
President  Margaret  C.  Whit- 
man. "Often  these  women  are 
trading  in  areas  they  have  al- 
ways been  passionate  about" 

Today,  upwards  of  430,000 
people  in  the  U.S.  alone- 
more  than  are  employed 
worldwide  by  General  Electric 
Co.  and  Procter  &  Gamble 
combined— earn  a  full  or 
part-time  living  on  eBay  sell- 
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ing  everything  from  fashion  to  farm 
equipment,  with  the  highest-sellers 
grossing  up  to  $1  million  a  month.  Of  the 
estimated  48%  of  these  sellers  who  are 
women,  many  are  "mompreneurs"— cor- 
porate stopouts  who  have  found  in  eBay  a 
way  to  tap  into  an  international  market- 
place from  their  kitchen  tables  and  finesse 
a  saner  work-life  balance  at  the  same 
time.  It's  no  coincidence  that  the  rise  of 
the  eBay  mompreneurs  comes  as  more 
highly  educated  women  are  choosing  to 


stay  at  home  with  young  children.  The 
percentage  of  working  women  with  chil- 
dren under  the  age  of  one  dropped  from  a 
record  59%  in  1998  to  55%  in  2002,  after 
rising  steadily  for  30  years.  Some  see  the 
decrease  as  a  referendum  on  the  work-life 
balance.  As  in,  it  doesn't  exist. 

MEGASELLERS 

ON  EBAY,  HOWEVER,  says  Marsha  Col- 
lier, author  of  the  bestselling  Starting  an 
eBay  Business  for  Dummies,  "there's  no 
commuting.  No  back-stabbing.  No  office 
politics.  No  glass  ceiling.  No  need  to 
waste  gas.  No  waiting  in  line  at  the  post 
office,  because  they'll  pick  up  for  free.  I 
mean,  how  much  better  could  it  be?" 

For  former  Dow  Chemical  Co.  engineer 
Kim  Kincaid  of  Leavenworth,  Kan.,  not 
much.  She  began  selling  antiques  on  eBay , 
in  1998  as  a  hobby  (her  first  coup:  a  $750 1 
Pillsbury  Doughboy  cookie  jar  that  sold  for 
$75).  Today  she  moves  at  least  $100,000 
worth  of  antiques  and  rare  books  a  month. 
But  she  is  still  able  to  arrange  her  schedule 
around  her  four-  and  10-year-old  sons. 
"When  women  look  at  the  workforce  once 
they  have  children,"  says  Kincaid,  who 
now  runs  the  business  with  her  husband, 
sister,  and  parents,  "they  say:  Tm  going  to 
be  working  for  $2  an  hour  after  child  care 
^^^^^  and  not  having  all  that  time 
with  my  kids.' " 

Ann  Whidey  Wood,  a  Stan- 
ford University  grad  who  has  a 
law  degree  from  the  University 
of  Texas  at  Austin,  quit  her  job 
as  an  appellate  attorney  at  Dal- 
las blue-chip  firm  Haynes  and 
Boone  in  2000  after  her  second 
of  three  children  was  born.  She 
simply  couldn't  figure  out  a 
way  to  make  the  job  work 
part-time.  Yet  as  a  buyer  on 
eBay,  she  was  dumbfounded 
by  the  volume  sellers  were  do- 
ing. So  she  started  experiment- 
ing. (Her  first  sale:  an  old 
evening  gown  hanging  in  her 
closet,  $400).  In  2002,  she  got 
more  professional,  scouring 
last-call  sales  for  Lilly  Pulitzer 
dresses  and  Kate  Spade  hand- 
bags. She  now  makes  a  decent 
part-time  income. 

The  idea  of  selling  on  eBay 
came  to  Elise  Wetzel  as  a  way  to 
raise  funds  for  her  kids'  pre- 
school. Holding  a  virtual 
garage  sale  on  eBay  seemed 
like  a  better  idea  than  pushing 
overpriced  candy  or  tired 
wrapping  paper.  Wetzel,  a  for- 
mer director  of  marketing  at 


Working  with  hewitt  to  help  your  employees 
make  more  informed  health  care  choices  will 
result  in  which  of  the  following  outcomes? 

a.  your  company  will  save  millions. 

b.  your  company  will  save  millions. 
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The  Corooration  Strategic 


^)ing5  Going,.. 
Gone! 

Managerial-class  moms  who 
are  ditching  Corporate 
America  are  finding  a  career 
on  eBay.  Some  of  the  reasons: 

IDEAL  "STOP-OL'T"  JOB  No  more 
hour-long  commutes,  inflexible  bosses, 
and  office  politics 


ATTENTION  TO  DETAIL  A  common  trait 
among  women  that  can  hurt  them  in 
corporations  becomes  a  ma|or  plus  online 

ULTIMATE  EQUALIZER  Small  sellers  can 

use  their  higher  level  of  customer  service 
to  compete  with  big  companies 

SUPPLY-CHAIN  SHOPPING  Trips  to 
outlet  malls  and  last-call  sales  double  as  a 
way  to  build  inventories  for  online  sales 

FAMILY  BONDING  Many  women  enlist 
their  kids,  siblings,  parents,  and  spouses 
in  the  business 


Data  -  icting  an  eBay  Business 

lor  Dummies:  Julia  Wilkinson.  eBay.  Top  100  Simplified  Tips  & 
Tncte 


Unilever,  quit  her  job  after  attending  her 
Northwestern  University  Kellogg  School 
of  Management  reunion  in  the  summer 
of  2002.  Of  all  the  women  there  who  had 
two  kids,  she  was  the  only  one  who  was 
still  working.  "It  was  like  I  missed  the 
memo,"  she  says.  After  the  school  fund- 
raiser, she  was  hooked  and  today  has  an 
eBay  business  called  iSold  It,  which  is 
fast  developing  into  a  chain  of  online 
consignment  stores. 

EBay,  experts  say,  is  a  welcome,  re- 
cession-proof option  for  many  women, 
especially  since  it  makes  a  virtue  of  the 
very  traits  that  are  often  perceived  as 
weaknesses  in  Corporate  America.  Re- 
search shows,  for  example,  that 
women's  detail-oriented  strengths— as 
well  as  their  tendency  to  bear  down  and 
have  lunch  at  their  desks— are  impedi- 
ments to  advancement.  On  eBay,  those 
so-called  shortcomings  become  a  com- 
petitive advantage,  allowing  women  to 
provide  the  kind  of  high-touch  customer 
service— the  Holy  Grail  among  buyers— 
that  the  big  retailers  just  can't  give.  The 
real  test  now  will  be  how  the  eBay  entry 
on  the  updated  resume  plays  when  they 
try  to  return  to  the  corporate  world. 
That  is,  if  they  even  want  to.  ■ 

-By  Michelle  Conlin  in  New  York 


BusinessWeek 


For  more  mompreneur  profiles,  go  to 
www.businessweek.com/rnagazine/extra.htm 
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THE  300  Its 

massive  chrorrl 
grille  turns  hea 


Chrysler  Puts  Some 
Muscle  on  the  Street 

Its  fast-selling  new  performance  sedan  is 
a  star  in  hip  hop  videos  and  suburbia 


WHEN  CHRYSLER 
launched  a  major 
new  family  sedan 
program,  code- 
named  LH,  in 
1992,  the  joke  in 
Detroit  was  that  it 
stood  for  "Last  Hope."  The  auto  maker 
was  in  deep  financial  trouble  and  desper- 
ately needed  a  success.  It  worked,  for 
about  four  years:  The  stylish  Dodge  In- 
trepid, Chrysler  Concorde,  and  Eagle  Vi- 
sion gave  the  company  a  boost  in  the  mid 
'90s.  But,  plagued  by  quality  problems 
and  stiff  competition,  Chrysler  gradually 
saw  its  car  share  slip  back,  from  nearly 
10%  in  1996  to  6%  today.  Now,  Chrysler 
is  taking  another  shot  at  car  glory  as  it 
rolls  out  its  newest  sedan:  the 
boldly  styled,  muscular 
Chrysler  300. 

The  stakes  couldn't  be 
higher.  In  the  past  three 
years,  Detroit's  No.  3  auto 
maker  has  racked  up  operat- 
ing losses  of  more  than  $4.5 
billion.  CEO  Dieter  Zetsche 
has  vowed  that  Chrysler  will 
break  even  this  year  and  is 
counting  on  its  cars  to  help  it 
do  so.  But  his  grand  plan  to 


Zetsche 
vows  that 
Chrysler 
will  break 
even  this 
year 


move  the  Chrysler  brand  upscale  and 
free  it  from  the  industry's  brutal  price 
wars  got  off  to  a  stumbling  start  last  year. 
The  new  Pacifica  minivan  was  panned  as 
too  expensive,  underpowered,  and  poor 
ly  advertised.  Chrysler's  swoopy  Crossfire 
coupe  fared  little  better.  Rising  gas 
prices  are  putting  even  more  pressure  on 
the  company's  core  truck  lineup,  which 
faces  a  glut  of  competition.  And  with 
parent  DaimlerChrysler  beset  by  quality 
problems  at  its  flagship  Mercedes-Benz 
division  and  planning  to  dump  its  34% 
stake  in  Mitsubishi  Motors  and  10.5% 
stake  in  Hyundai  Motor,  the  pressure  is 
on  to  finally  turn  things  around  in 
Auburn  Hills. 

The  good  news  is  this  time  Chrysler 
appears  to  have  the  right  cars 
to  gain  some  traction.  The 
new  300  sedan  and  Dodge 
Magnum  sport  wagon  have 
been  a  hit  with  critics  and 
dealers.  Starting  with  their 
massive  egg-crate  chrome 
grilles,  they  made  an  instant 
impression.  "This  mobster  in 
a  pinstripe  may  just  save  the 
franchise,"  proclaims  the 
headline  on  Car  and  Driver's 
review     of    the     high-end 
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Double  your  productivity  with  Scan2  technology. 


The  best  way  to  stay  ahead  is 
to  double  your  productivity. 
•  can  Introducing  Scan2  technology 
roim  Sharp.  Sharp's  Digital  Imagers  with 
>can2  technology  are  designed  to  scan 
:wo-sided  documents  in  a  single  pass. 

Now  all  your  presentations,  marketing 
strategies  and  inventory  statements  can 
De  scanned,  copied,  emailed  and  digitally 
distributed  quicker  than  ever  before. 


In  fact,  it's  115%  faster  than  any  other 
product  in  its  class.  Not  only  is  it  like  having 
double  the  help,  it  will  also  allow  you 
to  accomplish  more  tasks,  in  dramatically 
less  time.  Together  with  Sharp's  integrated 
network  management  software  and 
security  features,  your  digital  information 
is  safe  and  workflow  is  fully  optimized. 

Visit  sharpusa.com/scan2  or  call  1-800- 
BE-SHARP  for  more  information. 


The  AR-M550,  AR-M620  and  AR-M700: 

•  Operate  at  55, 62  and  70  pages-per-minute 

•  Fully  integrated  network  ready  digital 
copier/printers 

•  Include  network  management  software 
and  document  filing  capability 


be  sharp 


Results  of  Buyers  Laboratory  Inc  Document  Feeding  Speed  tests  (originals  per  minute)  in  2:2  mode  for  Sharp  AR-M550  vs.  the  following  manufacturers'  competitive  models:  Canon  iR  5000  and  5020,  HP  9055 
MKP.  Konica  7155.  Kyocera  Mita  KM-5530.  Ricoh  Aficio  1055  and  551,  and  Toshiba  e- STUDIO  550  O2003  Sharp  Corporation 
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DODGE  MAGNUM 

The  wagon, 
which  starts  at 
$22,500.  will 
hit  showrooms 
in  June 


T% 


300C.  Hip  hop  artists  have  adopted  the 
head-turning  300C  as  their  new  favorite 
ride.  The  car  even  wins  raves  from  Ford 
loyalists  at  BlueOvalNews.com,  an  unau- 
thorized Web  site  for  Ford  devotees, 
where  46%  voted  the  300C  "excellent." 
Says  Wes  Brown  of  auto  consultant 
Iceology:  "It  makes  the  majority  of  vehi- 
cles on  the  road  look  like  blobs." 

NICE  PRICE 

CHRYSLER  HAS  ALSO  avoided  pricing  it- 
self out  of  the  market.  The  300  sedan, 
which  went  on  sale  in  April,  starts  at 
$25,000.  The  Dodge  Magnum,  a  sports 
wagon  built  on  the  same  platform,  hits 
showrooms  in  June  and  starts  at 
$22,500.  That  has  helped  the  new  models 
get  off  to  a  fast  start.  The  company  al- 
ready has  sold  more  than  10,000  of  the 
300s  and  has  orders  for  55,000  more. 
Chrysler  execs  won't  divulge  volume 
goals  for  the  two  cars,  but  auto  forecasters 
expect  the  company  to  sell  155,000  to 
200,000  in  the  first  full  year  of  sales. 
That's  about  half  what  the  top -selling 


CAN  THE  300  REVERSE 
THE  SLIDE? 


Chrysler  badly  needs  its  new  sedan  to 
be  a  hit.  Its  share  of  U.S.  car  sales  has 
been  declining  since  its  last  new  sedans 
came  out  in  the  early  1990s. 


.PERCENT OF  U.S.  CAR  MARKET 
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Toyota  Camry  sells,  but  bet-  Pp»rciiQrlincr 

ter  than  the  130,000  LH  cars  -TCiaUdUlll^  

Chrysler    sold    last    year.  V)1]VPT"S  of*tllP  electronic-stability  control 

Chrvsler   execs   hope   the      _    «/  on  hieh-end  versions  and 


roads,  Chrysler  will  pro- 
vide traction  control  and 


Chrysler  execs  hope  the 
strong  reception  gives  cred- 
ibility to  their  vow  to  sell 
leading  vehicles  in  key 
high-volume  segments. 
Says  Zetsche:  "This  is  a 
bold  target,  and  the  300C 
makes  people  [think]  this 
might  be  realistic."  I^^^^^— 

No  one  is  expecting  the 
300  to  become  a  once-a-decade  hit  on  the 
scale  of  Chrysler's  first  minivan  in  the 
'80s  or  the  Ford  Mustang  in  the  '60s.  But 
with  few  other  new  Chrysler  cars  coming 
out  in  2004— most  of  the  company's  new- 
product  blitz  is  in  pickups,  SUVs,  and 
minivans— this  is  clearly  Chrysler's  most 
important  introduction  in  years.  If  all 
goes  well,  Chrysler  will  set  the  stage  for 
an  overhauled  Neon  small  car  scheduled 
to  hit  showrooms  in  the  fall  of  2005,  fol- 
lowed by  a  replacement  for  the  midsize 
Dodge  Stratus  a  year  later.  "We  are 
known  as  a  truck  company,  with  not 
much  reputation  for  cars,"  says  Zetsche. 
"Changing  that  is  very  important." 

It  won't  be  a  slam  dunk.  The  carmaker 
must  ensure  that  the  models  don't  lose 
their  appeal  after  the  initial  flurry  of  in- 
terest dies  down.  Dodge's  decision  to  of- 
fer only  a  wagon  version  of  the  Magnum 
may  turn  off  customers  looking  for  a  fam- 
ily sedan,  who  will  now  find  nothing  larg- 
er in  the  Dodge  lineup  than  the  Stratus. 
Dodge  won't  confirm  widespread  expec- 
tations that  it  will  introduce  a  Magnum 
sedan  next  summer,  dubbed  th  i  Charger. 

Chrysler  also  faces  a  challen  :e  in  per- 
suading Americans  of  the  advantages  of 
rear-wheel  drive.  For  drivers  worried 
about  how  those  vehicles  handle  on  icy 


the  virtues 
of  rear-wheel 
drive  may  be 
a  challenge 


on  high-end  versions  and 
as  options  on  others.  But 
Chrysler  isn't  the  only  U.S. 
auto  maker  that's  making  a 
big  push  with  new  cars. 
The  300  and  Magnum  will 
face  off  against  Ford's  latest 
family  cars  this  fall  when 
^™  the  Ford  Five  Hundred  and 

Mercury  Montego  sedans 
and  the  Freestyle  wagon  arrive. 

At  least  Chrysler  seems  to  be  learning 
from  its  mistakes.  Consumers  were  turned 
off  by  the  sappy  Pacifica  ads  featuring 
singer  Celine  Dion.  The  300  is  clearly 
being  sold  as  a  performance  alternative  to 
dull  family  cars.  And  no  one  would  call  the 
300C  underpowered.  Equipped  with  a 
340-horsepower  Hemi  V-8,  the  sedan  can 
smoke  most  other  autos  in  suburbia.  It  is 
gaining  street  cred,  too.  Rap  artists  50  Cent 
and  G  Unit  included  a  30OC  in  a  recent 
music  video.  Says  Iceology's  Brown:  "This 
could  be  Chrysler's  Escalade." 

Of  course,  all  that  horsepower  might 
be  a  liability  if  gas  prices  stay  up  in  the 
stratosphere.  Here,  too,  though, 
Chrysler  may  have  an  answer:  The 
biggest  engine  in  the  300  and  the  Mag- 
num is  a  more  fuel-efficient  version  of 
Chrysler's  popular  Hemi  V-8.  It  comes 
equipped  with  displacement  on  de- 
mand, which  cuts  off  half  of  the  cylin- 
ders when  extra  power  isn't  needed. 
That  can  improve  fuel  economy  as  much 
as  20%,  resulting  in  combined  city  and 
highway  mileage  for  both  the  300  and 
the  Magnum  of  20.6  mpg. 

A  muscle  car  that  doesn't  gulp  down  gas? 
Chrysler  might  have  a  winner  at  last  ■ 

-By  Kathleen  Kerwin  in  Detroit 
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Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage. 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 


Constellation  Energy 


The  way  energy  works.- 
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SPECIAL  ADVERTISING  SECTION 


homeland 


Taking  Action  //  Making  Progress 


»  Real  progress  is  being  made  toward  crafting  specific  solutions  to  security  threats. 
The  solutions  are  the  result  of  cross-agency,  public-private  collaborations  —  perhaps 
the  first  faint  draft  of  a  blueprint  that  may  be  used  to  guide  future  efforts.  Our 
collection  of  opinion  pieces  by  distinguished  and  knowledgeable  writers  begins  with 
the  Hons.  Gary  Hart  and  Warren  Rudman,  who  first  sounded  the  alarm  about 
the  terrorist  threat  months  before  Sept.  1 1 .  What  follows  is  a  mixed  bag: 
examples  of  solid  progress  on  some  fronts,  distress  about  foot-dragging  on 
others.  The  strong  message:  turning  around  our  immense  ship  of  state  is 
no  easy  job.  But  turn  it  must,  and  turn  it  will... 
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»  How  Secure  Are  We? 

Gary  Hart  and  Warren  Rudman 
Co-chairs,  U.S.  Commission  on  National 
Security/21  st  Century 

Through  some  frightening  times  during  the  Cold  War,  we 
learned  that  there  is  no  absolute  security.  Since  terrorists 
demonstrated  our  vulnerability  to  attacks  on  the  homeland 
at  the  dawn  of  the  21st  century,  our  insecurity  is  now  even 
more  immediate.  But  this  does  not  mean  that  more  — 
much  more  —  cannot  be  done  to  defeat  those  who  hate  us. 

The  U.S.  Commission  on  National  Security/21  st  Century 
forecast  terrorist  attacks  and  urged  coordination  of  our 
homeland  defenses,  in  the  form  of  a  new  Department 
of  Homeland  Security,  eight  months  before  Sept.  11. 
Few  in  the  new  Bush  administration  or  in  the  Congress 
or  in  the  media  took  our  warnings  and  recommendations 
seriously.  As  we  approach  the  third  anniversary  of 
Sept.  11,  the  lack  of  a  sense  of  real  urgency  about 
homeland  security  is  nothing  short  of  appalling. 

The  National  Guard  must  be  trained  and  equipped  to 
prevent  terrorist  attacks  and  to  respond  to  them  if  they 
occur.  Instead,  too  many  Guardsmen  and  -women  are 
deployed  in  Iraq,  and  too  many  of  them  are  "first  respon- 
ded," local  police  and  firemen  in  civilian  life.  So  America 
is  made  doubly  vulnerable.  We  are  years  away  from  having 
common  databases  and  common  communications 
systems  among  Federal  border  control  agencies.  Seaport 
security  is  lagging  woefully.  States  and  local  communities 
are  getting  inadequate  direction  and  guidance  from 
Washington.  Our  political  leaders  are  not  urgently 
demanding  protective  action  from  Corporate  America, 
particularly  those  critical  infrastructure  industries 
upon  which  our  very  national  survival  depends. 
The  list  goes  on. 

Apparently  the  theory  is  that  the  dual  wars  in  Afghanistan 
and  Iraq  will  prevent  future  terrorist  attacks.  But  these 
wars,  especially  in  Iraq,  are  fueling  recruitment  by  terrorist 
organizations.  "Jihad"  is  the  watchword  among  young  men 
in  refugee  camps  and  among  the  unemployed  on  street 
corners  throughout  the  Arab  world. 

America  must  do  more,  and  must  do  it  more  urgently, 
if  we  are  to  successfully  prevent  future  t<     orist  attacks 
on  our  own  homeland.  The  threat  is  immediate. 


»The  Game  Has  Ch;  iged! 

Earl  Agron,  Director  of  Port  and 
Container  Security,  APL  Limited 

Before  Sept.  11,  security  meant  protecting         o  from 
damage  and  pilferage,  and  ships  and  people  from  accidents. 
Now,  it  also  means  protecting  shippers'  supply  chains  from 
terrorism.  But  the  goal  is  the  same:  to  tackle  the  real  risks 
while  still  allowing  world  commerce  to  flow  smoothly. 

We  have  made  considerable  progress  in  building 
what  amounts  to  a  labyrinth  to  trap  would-be  terrorists. 


Key  components  include  government  programs  such  as 
the  Customs-Trade  Partnership  Against  Terrorism  (C-TPAT) 
and  the  Container  Security  Initiative,  along  with  the 
Bioterrorism  Act  and  newly  installed  radiation  detectors 
at  ports.  In  addition,  the  countries  of  the  International 
Maritime  Organization  (IMO)  have  ratified  the  International 
Ship  and  Port  Facility  Security  Code  (ISPS).  ISPS 


AT&T  Builds  on  a  Legacy 
To  Secure  America's  Future 

AT&T's  support  for  homeland  security  precedes  the 
formation  of  the  Department  of  Homeland  Security 
and  continues  as  the  company  is  set  to  provide  services 
for  a  variety  of  critical  security  projects. 

AT&T  recently  won  a  follow-on  contract  from 
DHS's  National  Communications  System  to  provide 
priority  calling  services  for  officials  during  emer- 
gencies. First  awarded  in  1993,  the  system  allows 
preemption  of  clogged  networks  with  a  special 
calling  card. 

"Helping  agencies  understand  the  integration  ofl 
complex  technologies  is  one  of  our  core  capabilities,"  | 
says  Lou  Addeo,  president  of  AT&T  Government 
Solutions  in  Vienna,  Va. 

AT&T  plans  to  participate  in  upcoming  homeland 
security  projects,  including:  SPIRIT,  a  DHS  technology! 
integration  program,  eMerge  2,  a  program  to  implement  | 
enterprise-wide  solutions  at  DHS,  and  OASIS,  a 
Coast  Guard  modeling  and  simulation  system. 

"We  have  a  legacy  of  providing  emergency 
telecommunications  and  networking  services  to  several  | 
of  the  Homeland  Security  agencies,"  says  Addeo. 
"We've  been  entrusted  to  deliver  the  technology 
behind  some  of  the  government's  most  highly 
specialized  operations." 


requires  detailed  security  assessments  and  plans  for 
ports  and  vessels  around  the  world. 

Two  issues  stand  out.  All  trading  nations  naturally 
want  to  protect  themselves,  and  so  adopt  security  regu- 
lations. Country  A  issues  rules  for  imports,  while  Country 
B  regulates  exports.  Pretty  soon,  the  rules  conflict  or 
become  overly  burdensome.  Without  coordinating 
regulations,  we  risk  getting  lost  in  a  maze  of  administrative 
requirements  and  missing  the  bad  guys  altogether.  The 
International  Maritime  Organization  coordinated  the  rules 
for  ships  and  ports.  The  World  Customs  Organization 
should  do  the  same  for  cargo. 

Second  is  the  question  of  whether  security  measures 
should  be  voluntary  or  mandatory.  Voluntary  measures 
have  their  place.  But  if  something  significantly  improves 
security,  why  not  mandate  it?  Requiring  certain  solutions 
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On   land,   under  sea,  in   space  and  cyberspace,   Northrop  Grumman   provides  expertise  in  every  domain 


crucial  to  defense.  And  the  depth  and  breadth  of  our  knowledge  is  shaping  the  future  of  warfare.  Our 
mission  is  to  be  the  world's  most  trusted  provider  of  innovative  systems  and  mission-enabling  technology 
to  ensure  the  security  of  our  nation  and  its  allies.   From  submarines  and  satellites  to  information  and 


advanced   electronics,   we   work  with   our  customers  to  transform   ideas   into   capabilities.   With   an   all- 
encompassing  vision  for  the  future,  Northrop  Grumman  will  continue  to  stretch  the  boundaries  of  innovation. 


www.northropgrumman.com 

©2003  Northrop  Grumman  Corporation 


NORTHROP  GRUMMAN    Defining    the    future 
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will  keep  security  costs  from  becoming  a  competi- 
tive issue  and  will  ensure  that  all  maritime  compa- 
nies invest  uniformly  in  security. 
That's  important,  because  terrorism  is  a  global  problem 
that  needs  global  solutions.  Governments  and  the  maritime 
industry  must  continue  to  work  together  to  create  effective 
deterrents  while  still  permitting  global  trade  to  flow  freely. 


Safety  and  Security  Go  Hand  in 
Hand  in  Nuclear  Power  Infrastructure 

Dr.  Nils  J.  Diaz,  Chairman,  Nuclear 
Regulatory  Commission 

The  Nuclear  Regulatory  Commission's  mission  is  to 
regulate  the  nation's  civilian  use  of  nuclear  materials  to 
ensure  the  adequate  protection  of  public  health  and  safety. 
The  NRC  approaches  safety,  security,  and  emergency 
preparedness  in  the  nation's  nuclear  power  infrastructure 
in  an  integrated  manner  and  has  directed  the  operators  of 
this  critical  national  asset  to  enhance  its  "defense-in-depth." 

In  dealing  with  a  terrorist  threat,  these  three  approaches 
are  characterized  by  interlocking  relationships.  For 
example,  security  concerns,  including  potential  terrorist 
threats,  raise  many  of  the  same  issues  involved  in  safety 
—  for  instance,  avoiding  and  mitigating  reactor  accidents. 
Everything  comes  down  to  a  single  postulate:  shut  down  the 
reactor,  cool  the  core,  and  maintain  barrier  integrity.  These 
are  things  we  know  how  to  do  well  and  should  be  able  to 
do  whether  faced  with  a  terrorist  act  or  a  nuclear  accident. 

The  maxim  is  that  what  is  good  for  safety  is  also 
good  for  security.   Reactor  safety  features  designed  to 
address  such  events  as  tornados,  hurricanes,  fires,  and 
floods  also  provide  a  high  level  of  resistance  to  terrorist 
attacks.  And,  by  the  same  token,  these  same  structural 
features  —  supported  by  sound  and  visible  protection 
measures  — are  powerful  deterrents. 

To  paraphrase  former  New  York  Mayor  Rudy  Giuliani, 
it's  harder  to  get  into  a  nuclear  plant  than  it  is  to  get  out 
of  the  Riker's  Island  prison. 


EMCOR:  Making  Sensitive  Facilities  Safe 
And  Keeping  Them  That  Way 

In  today's  security-conscious  environment,  businesses 
and  government  agencies  are  acutely  aware  of  the 
need  to  protect  their  assets  against  attack.  Many  have 
made  incorporating  security  systems  in  both  new 
construction  and  existing  facilities  a  priority. 

EMCOR  Group  Inc.,  a  global  leader  in  specialty 
construction  and  facilities  services  across  a  diverse 
range  of  industry  and  market  sectors,  is  called  on  to 
install  and  maintain  detection  and  warning  systems  in 
some  of  the  most  sensitive  locations  in  the  U.S.  Such 
systems  "are  much  more  sophisticated,  cost-effective, 
and  user-friendly  than  in  the  past,"  says  Frank  T. 
Maclnnis,  EMCOR's  CEO.  "The  security  systems  we 
install  and  maintain  range  in  complexity  and  provide 
enhanced  levels  of  information." 

EMCOR,  based  in  Norwalk,  Conn.,  recently 
installed  access  control  at  a  major  U.S.  international 
airport,  including  a  security  system  that  scans  incoming 
license  plates.  At  the  Pentagon,  EMCOR  installed  an 
intelligent  fire-detection  system  that  can  distinguish 
hazardous  from  benign  substances.  EMCOR  also 
maintains  a  system  that  can  secure  150  Washington, 
D.C.,  buildings  and  buildings  in  other  U.S.  cities  with 
the  push  of  a  button. 


In  case  of  emergencies,  substantial  on-site  and  off-site 
mitigating  measures  can  be  taken.  At  the  reactor  site,  these 
measures  are  generally  considered  part  of  reactor  safety; 
off-site,  they  are  part  of  general  emergency  preparedness. 
Thus,  emergency  preparedness  works  in  a  synergistic 
fashion  with  the  other  layers  of  security,  protecting  reactor 
fuel  and  coolant  systems  and  containment.  These  barriers, 
each  complementing  the  other,  are  designed,  tested,  and 
inspected  to  provide  reasonable  assurance  that  the 


Pitney  Bowes  Delivers  on  Making  Workplace  Mail  Secure 

In  the  post-Sept.  11  environment,  including  the  anthrax  scares  of  the  following  months,  consider  the  havoc 
that  would  ensue  in  your  workplace  if  an  unknown  powder  spilled  from  an  envelope.  To  prevent  this  night- 
mare scenario,  many  businesses  and  government  agencies  have  turned  to  the  Secure  Mailing  Solutions  sys- 
tem from  Pitney  Bowes  Management  Services,  Stamford,  Conn. 

PBMS  has  taken  the  guesswork  out  of  choosing  the  right  bio-agent  detection  technology  by  evaluating 
dozens  and  selecting  the  best.  Then,  "we  recommend  a  total,  secure  mail  solution  based  on  perceived  risk, 
cost,  and  required  delivery  time,"  says  Judy  Eckert,  the  company's  director  of  mail  solutions. 

Pitney  Bowes  employees  working  at  customer  locations  are  prescreened  through  background  checks. 
One  objective  is  to  establish  single  delivery  portals  at  the  client's  workplace,  so  that  mail,  packages,  and 
freight  all  pass  through  a  single  gateway. 

"We  provide  the  right  people,  following  the  right  practices,  equipped  with  the  right  technology,"  says 
Rich  Coakley,  director  of  solutions  design  at  PBMS. 
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'S  WHY:  Even  the  world's  leading  technology  companies  need  technology  that  the)  can 
reh  on,  which  is  w  h\  HI'  uses  a  supply  chain  solution  from  SAP.  Now,  change  orders  that  once  took  three  weeks 
to  communicate  to  all  levels  of  the  supply  chain  take  only  24  hours.  Visit  sap.com  hp  or  call  800  880  1727 
to  see  w  hat  we  can  do  tor  your  husiness. 
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public  and  the  environment  will  be  protected  from 
radiological  releases,  regardless  of  the  cause. 

The  NRC  is  committed  to  ensuring  that  those  who 
operate  the  nation's  nuclear  power  plants  do  so  in  a  way 
that  provides  adequate  protection  to  the  public. 


>>  Securing  the  U.S.  and  Protecting 
Personal  Liberties 

Daniel  W.  Sutherland,  Officer  for  Civil  Rights  and  Civil 
Liberties,  Department  of  Homeland  Security 

Sept.  11,  2001,  was  a  turning  point  in  our  nation's  history. 
The  homeland  security  effort  began  immediately,  and  con- 
tinues in  earnest  today.  We  are  strengthening  security  at 
airports:  realigning  our  intelligence-gathering  functions; 
improving  the  enforcement  of  our  immigration  laws;  and 
better  protecting  our  power  and  utility  plants.  And, 
President  Bush  courageously  struck  at  the  heart  of  ter- 
rorism by  attacking  its  networks  in  Afghanistan  and  Iraq. 

The  senior  leadership  of  the  Department  of  Homeland 
Security  is  committed  to  an  important  proposition:  in 
all  we  do  to  enhance  security,  we  must  accomplish  our 
goals  in  ways  that  protect  our  civil  rights  and  civil  liberties. 
Our  core  mission  at  DHS  is  not  just  to  protect  America's 
assets  —  our  buildings  and  airports  and  power  plants  — 
but  to  protect  America  and  our  way  of  life. 

This  commitment  is  clear  in  the  Department's  first  strate- 
gic plan.  The  vision  statement  —  given  to  all  Department 
employees  — establishes  an  important  tone:  "Preserving  our 
freedoms,  protecting  America  ...  we  secure  our  homeland." 


SAP  Answers  the  Call  for  Homeland  Security 

The  ability  to  deliver  timely  information  into  the  right  hands  is 
often  the  key  to  success,  whether  that  information  relates  to  the 
military's  protecting  citizens,  first  responders'  tackling  an  inci- 
dent, or  businesses'  securing  supply  chains. 

"Total  visibility  allows  for  better  response  to  threats,"  says 
Steve  Peck,  president  of  SAP  Public  Services  Inc.,  a  Washington, 
D.C.,  subsidiary  of  SAP  AG,  headquartered  in  Walldorf,  Germany. 

SAP,  a  pioneer  in  enterprise,  supply  chain,  and  integration 
technologies,  provides  software  that  enables  government  and  mili- 
tary agencies,  as  well  as  private  companies,  to  enhance  security. 

"We  provide  enterprises  with  the  full  finance,  personnel,  and 
training  picture  that  helps  homeland  security  efforts  work,"  says 
John  Barry,  SAP  vice  president  for  defense  and  security. 

SAP's  NetWeaver  is  the  key  application  platform  for  security 
purposes.  NetWeaver  pulls  data  from  diverse  applications  and 
provides  actionable  knowledge  to  decision-makers. 

The  U.S.  Navy  deploys  SAP  software  to  manage  vessel  main- 
tenance, and  the  results  should  make  anyone  feel  more  secure. 
"Now  two  thirds  of  Navy  vessels  are  active  while  one  third  are  in 
dock,  instead  of  the  other  way  around,"  says  Peck. 


The  first  guiding  principle  is  to  "protect  civil  rights  and  civil 
liberties."  The  principle  states:  "We  will  defend  America 
while  protecting  the  freedoms  that  define  America." 

Policy-making  across  the  Department  is  being  affected 
by  these  principles,  from  projects  relying  on  the  collection 
of  information  about  American  travelers  to  the  humane 
enforcement  of  immigration  laws  to  the  Department's 
hiring  practices.  The  Department  is  also  using  a  unique 
model  of  decision-making.  This  Department,  alone 
among  cabinet  agencies,  has  two  senior  leadership 
positions  dedicated  to  civil  liberties  and  privacy:  the 
Officer  for  Civil  Rights  and  Civil  Liberties  and  the  Chief 
Privacy  Officer.  These  two  officials  assist  the  senior 
leadership  of  the  Department  to  shape  policies  in  ways 
that  enhance  security  while  protecting  personal 
liberties.  Secretary  Ridge's  decision  that  these  senior 
positions  will  report  directly  to  him  underscores  the 
Bush  Administration's  strong  commitment  to  the  idea 
that  the  protection  of  civil  liberties  will  play  a  prominent 
role  in  the  homeland  security  effort. 


>>  Terrorism,  Technology,  and 
America's  New  Appeasers 

Dan  Verton,  Author  of  Black  Ice:  The  Invisible  Threat 
of  Cyber-Terrorism 

Six  months  after  Secretary  of  Homeland  Security  Tom  Ridge 
warned  America's  high-tech  industry  at  the  inaugural 
National  Cyber  Security  Summit  in  Palo  Alto,  Calif.,  that  the 
nation's  electronic  infrastructure  presents  "an  attractive  target 
for  terrorists,"  the  nation  remains  shackled  by 
inflexible  thinking  and  blind  to  future  threats. 
The  true  face  of  al-Qaeda  and  other 
terrorist  organizations  is  one  that  few  Ameri- 
cans have  come  to  appreciate  and  accept. 
This  is  a  thinking  and  technologically  sophis- 
ticated enemy  that  values  formal  training  and 
education  and  that  understands  the  critical 
role  that  information  technology  plays  in  the 
daily  operations  of  America's  economy  and 
national  security. 

The  security  appeasers  want  to 
ignore  the  facts:  al-Qaeda's  history  of 
studying  the  use  of  modern  technologies 
and  its  reliance  on  operatives  with  degrees 
in  engineering;  laptop  computers  seized 
around  the  world  that  contained  evidence 
of  al-Qaeda's  interest  in  the  computer  sys- 
tems that  control  the  electric  power  grid  and 
other  critical  infrastructures  in  the  U.S.; 
and  the  continued  radicalization  of  young 
people  who  are  studying  mathematics, 
computer  science,  and  engineering. 

Groups  like  al-Qaeda  understand  the 
need  to  strike  at  America's  economy  as  a 
means  to  curtail  U.S.  military  action  overseas 


One  piece  of  suspect  mail  can  bring 
your  business  to  a  grinding  halt. 
But  Pitney  Bowes  can  protect  you. 

We're  the  leader  in  mail  security 
solutions.  By  combining  over  80 
years  of  experience  with  standard- 
setting  technology  we  can  help 
keep  your  people,  and  your  busi- 
ness, safe.  To  find  out  more  about 
this,  or  any  of  our  other  innovative 
solutions,  visit  pb.com/security 
or  calM  866  DOC  FLOW. 

(=  Pitney  Bowes 

Engineering  the  flow  of  communication- 
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and  to  reverse  U.S.  political  support  for  Israel.  To 
ignore  this  fact  is  to  ignore  the  evolutionary  nature 
of  terrorist  tactics  and  to  appease  those  who  think  that 
all  terrorists  are,  and  will  forever  remain,  a  mindiess 
horde  of  thugs  living  a  hand-to-mouth  existence  in  caves 
in  Afghanistan. 

The  Bush  administration  has  tried  rallying  the  private 
sector  — which  owns  and  operates  more  than  85%  of  the 


Northrop  Grumman  Takes  Pride 
In  its  Wide-Ranging  Expertise 

"We  do  it  all."  That's  how  Dave  Zolet,  vice  president, 
homeland  security,  at  Northrop  Grumman  Corp., 
succinctly  describes  his  company's  wide  spectrum 
of  homeland  security  activities.  "Our  focus  has  long 
been  on  national  security  and  defense,"  Zolet  says. 
"Our  activities  extend  from  the  undersea  to  space 
to  cyberspace." 

As  an  example  of  its  activities,  the  Los  Angeles- 
based  defense  giant  is  part  of  a  joint  venture  that 
manages  "Deepwater,"  a  broad-ranging  moderniza- 
tion program  that  has  been  undertaken  by  the  U.S. 
Coast  Guard.  The  company  also  delivers  satellite 
technologies  to  the  U.S.  Department  of  Defense  and 
recently  won  a  contract  to  supply  the  Department 
of  Homeland  Security's  secure  data  network  with 
sensitive  technology. 

Zolet  describes  Northrop  Grumman's  approach 
as  "holistic."   By  this,  he  means  that  Northrop  takes 
into  account  not  just  a  particular  project's  technical 
requirements  but  the  full  picture,  in  the  context 
of  customer  policies,  budgets,  and  missions.  "The 
homeland  security  marketplace  is  here  to  stay," 
Zolet  says.  "Our  skills  and  capabilities  put  Northrop 
Grumman  in  a  great  position  to  lead." 


nation's  critical  infrastructures  — around  its  so-called 
National  Strategy  to  Secure  Cyber  Space,  released  on 
Feb.  14,  2003.  However,  according  to  Richard  Clarke, 
the  former  chief  advisor  to  the  president  for  terrorism 
and  cyber  security,  the  DHS  has  not  followed  up  in  a 
meaningful  way  to  see  if  or  how  private  industry  is  imple- 
menting the  improvements  called  for  in  the  strategy. 

To  not  accept  the  evolving  nature  of  the  terrorist  threat 
is  simply  to  wish  it  away.  And  hope  is  not  a  sound  basis  for 
a  critical  infrastructure  protection  policy  in  the  21st  century. 


>>  Department  of  Justice  Creates 
New  Law  Enforcement  Information 
Sharing  Capability 

Vance  E.  Hitch,  Chief  Information  Officer, 
U.S.  Department  of  Justice 

The  Department  of  Justice  is  embarked  on  fundamental 
transformation  in  the  way  it  processes  and  shares  critical 


law  enforcement  information.   Under  a  new  DOJ  Law 
Enforcement  Information  Sharing  initiative  (LEIS),  local, 
state,  tribal,  and  federal  law  enforcement  agencies 
(LEAs)  will  have  access  as  never  before  to  investigative 
information  and  other  critical  criminal  intelligence. 

Attorney  General  John  Ashcroft  launched  the  initia- 
tive when  he  mandated  a  new  proactive  policy  that  law 
enforcement  information  held  by  DOJ  will  be  shared 
with  other  law  enforcement  agencies  unless  specifically 
prohibited.  The  new  policy  and  LEIS  initiative  will 
facilitate  the  detection  and  prevention  of  terrorist  and 
other  criminal  activities  and  help  provide  effective, 
coordinated  response. 

Currently,  LEAs  can  access  information  held  in 
federal  databases  relating  to  criminal  histories.  However, 
there  is  no  unified  capability  to  share  key  information 
relating  to  ongoing  investigations  or  intelligence.  In  addition, 
with  a  few  exceptions,  there  has  been  no  automated 
access  across  law  enforcement  organizational  boundaries 
to  the  information  contained  in  thousands  of  stand- 
alone records  management  systems  of  individual  LEAs. 

The  LEIS  initiative  will  address  both  these  areas: 
providing  state  and  local  LEAs  with  new  capabilities  and 
services  for  accessing,  analyzing,  and  disseminating 
investigative  and  intelligence  information  and  enabling 
access  by  all  levels  of  law  enforcement  (local,  state, 
tribal,  and  federal)  to  information  residing  in  separate, 
currently  disconnected  systems. 

A  critical  imperative  in  the  development  of  the 
LEIS  initiative  is  to  protect  citizen  privacy  by  imposing 
and  enforcing  adherence  to  strict  privacy  policies  and 
procedures.  Three  other  guiding  principles  deserve 
special  mention:  first,  presenting  DOJ  as  a  single, 
one-stop  information  sharing  entity;  second,  promoting 
partnership  among  local,  state,  tribal,  and  federal  law 
enforcement  agencies;  and  third,  closely  cooperating 
with  the  Department  of  Homeland  Security  and 
other  federal  agencies. 
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Can  your  network 
shield  you  from  disaster? 


AT&T  BUSINESS  CONTINUITY  SERVICES.  Can  your  network  stay  strong  under  pressure?  Can  it  laugh  in  the  face  of 
disaster,  man-made  or  otherwise?  AT&T's  business  continuity  teams  design,  implement  and  manage  secure, 
self-healing  and  redundant  end-to-end  business  solutions  that  encompass  networks,  storage,  computers  and 
applications.  With  our  intelligent  data  pathways,  proven  recovery  plans  and  unsurpassed  security,  your  business 
will  enjoy  nonstop  operations-no  matter  what  Mother  Nature  decides  to  throw  at  it.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company* 


For  a  network  that  can,  call  1-888-889-0234 

att.com/networking 
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The  100  BestSmall  Companies 


GROWTH 

COMPANIES 


IT'S  NO  SMALL  FEAT  TO  SPOT  A  GREAT  BUSINESS  OPPORTUNITY  IN 
today's  fast-changing  economy.  Building  a  sustainable  enterprise  from  that 
insight  is  even  tougher.  It  requires  speed,  flexibility,  innovation,  and  at  least 
a  little  luck  to  thrive  in  the  face  of  relentless  competition.  This  year's  annu- 
al Hot  Growth  list  of  America's  fastest-growing  small  companies  reveals 
an  impressive  lineup  that  has  mastered  that  high-stakes  game. 
Consider  Las  Vegas-based  Shuffle  Master  Inc.  Founded  in  1983  by  John 
Breeding,  an  entrepreneur  who  figured  out  how  to  make  a  reliable  card- 
shuffling  machine  that  allowed  casinos  to  quickly  and  securely  deal  more 
hands,  the  company  has  cashed  in  big  on  the  explosive  growth  of  new  casinos  and 
the  resurgent  popularity  of  poker. 

That  wasn't  enough  for  Shuffle  Master.  Breeding  left  the  company  in  1997,  but 
current  Chairman  and  CEO  Mark  L.  Yoseloff  is  extending  his  company's  winning 
streak  by  plowing  profits  into  finding  new  products.  A  former  college  professor  with 
a  doctorate  in  math  from  Princeton  University,  Yoseloff  invests  more  than  12%  of  the 
company's  revenues  in  research  and  development,  far  more  than  most  peers. 

Spending  big  has  helped  the  company  stay  on  top  in  its  niche  with  an  array  of  so- 
phisticated new  machines— the  latest  of  which  can  quickly  shuffle  through  a  deck  of 
cards  and  determine  whether  the  deck  is  full.  That  saves  casinos  money  by  allowing 
them  to  open  fewer  new  decks.  The  R&D  has  also  led  to  a  new  line  of  business  for  the 
company:  proprietary  card  games  such  as  Let  It  Ride  and  Crazy  4  Poker,  which  the 
company  licenses  to  casinos.  Royalties  from  such  games  now  make  up  half  of  rev- 
enues. "We're  doing  a  lot  of  things  besides  being  that  shuffler  company,"  says  Yoseloff. 
As  a  strategy,  it's  better  than  an  ace  in  the  hole.  Over  the  past  three  years,  as  the 
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WINNING  HAND 

Shuffle  Master's 
Yoseloff  makes 
R&D  a  priority 


HOT  GROWTH  COMPANIES 


broader  economy  moved  through  reces- 
sion and  into  a  slow  recovery,  the  compa- 
ny has  consistently  posted  top-notch 
numbers.  Sales  have  grown  an  average 
19.8%  a  year,  to  $68.8  million,  while  net 
income  has  climbed  25-2%,  to  $18  mil- 
lion, good  enough  to  rank  them  No.  19  on 
our  annual  Hot  Growth  list. 

ON  THE  PULSE  Shuffle  Master's 
strength  in  a  tough  economy  is  no  fluke. 
Over  the  past  few  years,  smaller  compa- 
nies generally  have  played  an  outsized 
role  in  bolstering  a  shaky  U.S.  market- 
place. Strengthened  by  low  interest  rates 
on  their  borrowings  and  a  focus  on  con- 
sumers who  kept  on  spending,  smaller 
players  were  vital  to  the  overall  economy 
in  the  recent  down  years.  "Small  busi- 
nesses have  been  a  source  of  stability  to  a 
very  troubled  economy,  and  more  recent- 
ly a  key  source  of  growth,"  says  Mark 
Zandi,  chief  economist  of  consulting  firm 
Economy.com  Inc.  Just  as  important,  the 
group  has  been  an  incubator  of  new 
ideas,  some  of  which  will  undoubtedly 
change  our  world.  Alumni  of  our  Hot 
Growth  list  include  network  titan  Cisco 
Systems,  video  game  leader  Electronic 
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Data  Standard  &  Poors  Compustat 

Arts,  and  such  familiar  names  as  Black 
Entertainment  Television,  Papa  John's  In- 
ternational, and  eBay. 

The  ability  to  find— and  then  exploit— 
a  sweet  spot  in  the  economy  is  still  the 
common  denominator  of  our  list.  Our  top 
company,  PetMed  Express  Inc.,  forged  a 
whole  new  industry  by  selling  pet  med- 
ications via  e-mail,  phone,  or  fax.  Though 
now  under  pressure  from  veterinarians 
unhappy  with  losing  this  profitable  busi- 
ness, the  company  has  already  become 
America's  largest  pet  pharmacy.  Others 
have  just  as  smartly  played  the  challeng- 
ing job  market.  No.  3  University  of 
Phoenix  Online  is  one  of  several  educa- 
tion companies  helping  people  make 
themselves  more  marketable.  Universal 
Technical  Institute,  No.2,  trains  automo- 


Sales  Growth' 


Many  Happy  Returns 
for  the  Class  of  2002 


The  ingredients  that  go  into 
making  a  hot  growth  company 
can  be  a  combustible  mix.  Either 
you  get  a  moon  shot  that  keeps 
soaring  into  the  stratosphere- 
or  a  bottle  rocket  that  can't  handle  success 
and  flames  out.  Had  you  invested  in  a 
portfolio  of  BusinessWeek's  Hot  Growth 
companies  from  two  years  ago-the  Class  of 
2002-you'd  have  gotten  a  few  of  those 
moon  shots  and  made  some  money. 

Each  year,  BusinessWeek  takes  a  second 
look  at  the  Hot  Growth  list  from  two  years 
before.  That  is  enough  time,  we  feel,  to 
account  for  any  short-term  anomalies  in  a 
given  business  and  to  compare  companies 
fairly  with  the  broad-based  market  indices. 
The  report  card  is  in  for  the  Class  of  '02,  and 
it's  pretty  good:  Of  the  100  companies  in  the 
2002  rankings,  58  posted  positive  total 
returns  during  the  past  two  years,  while  37 
suffered  negative  returns  (five  companies 


were  not  included  because  they've  since 
been  merged  out  of  existence).  If  you  had 
bought  one  share  in  each  member  of  the 
Class  of  '02,  your  Hot  Growth  portfolio 
would  be  up  15.4%  today. 

Better  yet,  if  the  performance  of  the  Hot 
Growth  companies  of  2002  were  graded  on 
a  market-weighted  basis-which  is  how 
returns  for  the  major  stock  market  indices 
are  computed-the  group  would  be  up 
23.2%  as  a  whole.  By  comparison,  the 
small-cap  Russell  2000  Index  was  up  12.6% 
during  that  same  period,  while  the  Standard 
&  Poor's  500-stock  index  rose  just  6.5%. 

It's  the  second  time  in  a  row  that 
BusinessWeek's  Hot  Growth  companies  beat 
both  of  those  benchmark  indices.  But 
previous  Hot  Growth  rosters-the  Classes  of 
2000  and  2001-contained  a  lot  of  tech 
companies  that  imploded  and  their  returns 
overall  were  much  weaker.  And  the  odds  are 
working  in  favor  of  the  Class  of  2002  in 
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* Average  annual  sales  growth  for  the  past  three  years 

rive  technicians  in  servicing  everything 
from  trucks  to  boats. 

Baby  boomer  spending  combined  with 
low  interest  rates  and  a  housing  boom 
have  been  the  forces  behind  No.  39  SCP 
Pool  Corp.  The  world's  largest  wholesale 
distributor  of  pool  supplies,  SCP's  sales 
rose  by  19.4%  a  year,  on  average,  over  the 
past  three  years,  to  $1.19  billion  in  2003. 
CEO  Manuel  J.  Perez  de  la  Mesa  is  riding 
a  wave  of  new-pool  building  that  could 
sustain  the  company  for  years  to  come. 
Some  80%  of  SCP's  sales  are  supplies 
necessary  for  the  upkeep  of  the  7  million 
swimming  pools  already  installed. 

Health  care  is  such  an  engine  of 
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another  sense,  too. 

Any  small  company 

that  demonstrated 

the  ability  to  grow 

rapidly  between  1998 

and  2001,  when  the 

recession  took  many 

weaker  players  down 

with  it,  clearly  had  a  leg  up  as  the  economy 

improved.  Take  a  look  at  Chico's  FAS,  which 

three  years  later  is  still  going  strong. 

Continuing  education  provides  another 
apt  lesson.  Of  the  top  10  performers  from 
the  Class  of  2002,  four  were  in  the 
education  business:  Career  Education, 
Strayer  Education,  Apollo  Group,  and 
Corinthian  Colleges.  All  have  seen  their 
stock  prices  more  than  double  since  2002 
as  millions  of  downsized  and 
underemployed  workers  flocked  back  to 
school  to  buff  up  their  credentials  or  even 
develop  new  skills  for  their  next  career.  And 
the  lessons  keep  coming.  All  of  those 
education  companies  except  one,  Apollo, 
show  up  on  this  year's  list,  too,  along  with  a 
number  of  new  names. 

The  biggest  single  winner  of  the  past  two 
years  was  Central  European  Distribution 
Corp.,  a  Sarasota  (Fla.)-based  company 
whose  shares  soared  204%  over  the  past  two 
years.  CEDC  is  a  major  liquor  distributor  in 
Poland.  Given  its  early  entry-the  company 


m 

BAKT 

mho 

USX 

I 


MM 

dish 
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Return  on  Capital* 

RSAL  TECHNICAL  INSTITUTE 

1242.9% 

UNIVERSAL  TECHNICAL  INSTITUTE 

68.5% 

CAN  MEDICAL  SYSTEMS 

662.5 

PETMED  EXPRESS 

5L5 

CAN  HEALTHWAYS 

379.2 

UNIVERSITY  OF  PHOENIX  ONLINE 

35.3 

NTERNATIONAL 

277.8 

COACH 

35.1 

FERENCE  LABORATORIES 

2717 

MTC  TECHNOLOGIES 

32.5 

annual  earnings  growth  for  the  past  three  years 

•Average  annual  for  the  past  three  years 

rjowth  that  19  of  our  companies  are 
Irawn  from  its  ranks,  up  from  9  in  2001, 
i  reflection  of  a  general  explosion  in  med- 
cal  spending.  To  help  insurance  compa- 
lies  and  big  employers  grappling  with 
ioaring  health-care  costs,  No.32  Ameri- 
:an  Healthways  Inc.,  for  example,  em- 
)loys  a  team  of  nurses,  dieticians,  and 
herapists  in  eight  call  centers  around  the 
:ountry.  Under  contracts  with  insurance 
:ompanies,  this  medical  swat  team  con- 
acts  members  with  chronic  diseases 
iuch  as  diabetes  and  asthma  to  educate 
ind  coach  them  on  how  to  deal  with  their 
:ondition,  including  ensuring  they  get  the 
ight  tests  and  medications. 


To  zero  in  on  such  innovators,  Busi- 
nessWeek looks  at  a  broad  universe  con- 
sisting of  publicly  traded  companies  with 
revenues  ranging  from  as  little  as  $50 
million  a  year  to  as  much  as  $1.5  billion. 
Then  we  rank  them  by  sales  and  earnings 
growth  and  return  on  capital  over  a  three- 
year  period  to  identify  those  companies 
with  a  solid  track  record.  Any  company  on 
the  list  must  have  a  market  cap  of  at  least 
$25  million  and  a  share  price  of  at  least 
$5.  And  we  cut  any  company  that  has  had 
recent  earnings  slides  or  whose  stock  has 
underperformed  the  Standard  &  Poor's 
Industrial  Composite  Index.  The  top  100 
contenders  make  our  list. 


By  the  numbers,  they're  an  impressive 
bunch.  Average  annual  sales  growth  over 
the  past  three  years  for  the  group  hit 
26.9%,  while  average  earnings  growth 
was  an  even  stronger  79.3%.  By  compar- 
ison, the  S&P  industrials  posted  sales  and 
earnings  growth  of  4.5%  and  0.5%,  re- 
spectively, over  the  same  period.  Even 
more  heartening,  the  average  return  on 
capital  for  our  Hot  Growth  100,  a  good 
measure  of  how  well  management  is  de- 
ploying its  assets,  was  17%,  vs.  4.4%  for 
the  S&P  industrials. 

IN  THE  RIGHT  PLACE  No  doubt  some 
of  these  companies  benefit  from  good  old- 
fashioned  luck.  Considering  how  the  war 
on  terror  and  the  war  in  Iraq  have  boost- 
ed defense  spending,  it's  no  surprise  that 
a  number  of  defense  and  security-related 
companies  rank  high  on  the  list.  And  in 
today's  lean  military,  there's  plenty  of  de- 
mand for  help.  "There  is  not  a  lot  of  in- 
crease in  internal  manpower  in  the 
[armed]  services,"  says  David  S. 
Gutridge,  CEO  of  No.  11  MTC  Technolo- 
gies Inc.  "That  has  helped  create  a  need 
for  additional  contractor  services."  MTC 
provides  engineering  support  and  other 
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TWO-YEAR  TOTAL  RETURN* 
AL  EUROPEAN  DIST.  204.0% 
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•Calculated  using  the 
stock  price  as  of  Apr.  30: 
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ORTHODONTIC  CENTERS  OF  AMERICA 

-73.1 

NAUTILUS  GROUP 

-62.7 

ADVENT  SOFTWARE 

-62.4 

ADVANCED  MARKETING  SERVICES 
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GAIAM 

-56.1 
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MEDQUIST 

-52.9 

PEC  SOLUTIONS 

-50.8 
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pushed  into  Poland  in  1991  soon  after  the  fall 
of  the  Berlin  Wall— the  reseller  now  has  a 
virtual  stranglehold  on  the  Polish  market. 

The  most  spectacular  flop  of  the  past  two 
years  was  the  company  that  ranked  No.  1- 
and  made  BusinessWeek's  cover-in  2002. 
The  Singing  Machine  Co.,  a  Coconut  Creek 
(Fla.)  maker  of  home  karaoke  equipment, 
has  seen  its  shares  plunge  92.8%  over  the 
past  two  years.  Singing  Machine  was  the 
victim  of  a  poorly  timed  expansion, 
launched  just  as  competitors  were  coming 


CHICO'S  CHARM         out  with  cheaper 
The  retailer  machines. 

shows  its  staying         But  even  among 
Power  the  losers  on  the  list, 

^^^™  hope  springs 

eternal.  Nautilus  Group  Inc.,  whose  63% 
decline  was  the  third  worst  of  any  member 
of  the  Class  of  2002,  brought  in  a  new 
management  team  in  2003  led  by  ex-Levi 
Strauss  &  Co.  exec  Greggory  C.  Hammann. 
Hammann  has  wasted  no  time  in  trying  to 
resuscitate  Nautilus:  After  the  company 


was  hammered  by  cheap  knockoffs  of  its 
popular  Bowflex  exercise  equipment, 
Hammann  boosted  the  research-and- 
development  budget  from  $5  million  to  $13 
million  to  roll  out  new  equipment  that  has 
capabilities  the  competition  doesn't.  "We've 
put  more  innovation  into  Bowflex  the  past 
six  months  than  we  did  in  the  prior  six  years 
combined,"  he  boasts.  But  only  time  will  tell 
whether  Nautilus  Group  can  light  the  fuse  a 
second  time. 

-By  Dean  Foust  in  Atlanta 
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services  to  the  U.S.  Defense  Dept.  and  in- 
telligence agencies  and  has  generated  an 
average  return  on  invested  capital  over 
the  past  three  years  of  32.5%,  among  the 
highest  on  our  list.  No.  33  Engineered 
Support  Systems  is  also  using  cash  gen- 
erated by  war-time  demand  for  its  heavy- 
duty  air  conditioners  to  build  out  a  port- 
folio of  military  offerings  and  push 
annual  sales  increases  to  more  than  15%. 
While  some  on  the  list  are  helping  the 
government  wage  war,  others  are  simply 
aiding  bigger  companies  in  their  every- 
day battle  for  market  dominance.  No.  13 
Cognizant  Technology  Solutions  Corp. 
does  IT  outsourcing  for  big  companies 
like  MetLife  and  J.P.  Morgan  Chase  using 
teams  of  software  developers  in  India. 
And  Charles  River  Laboratories  Interna- 
tional Inc.,  No.  57  on  our  list,  provides 
biomedical  research  products  and  servic- 
es, including  genetically  altered  animals 
for  drug  safety  testing,  to  Big  Pharma 
players.  "They  are  utilizing  our  staff  and 
facilities  to  do  things  faster,"  says  Charles 
River  Chairman  and  CEO  James  C.  Foster. 
"Everything  in  this  business  is  about 
speed  to  market." 

BARGAIN  HUNTING  In  that  drive  to 
market,  some  opportunities  are  always 
left  behind.  Those  tasty  scraps  are  meat 
and  potatoes  for  some  Hot  Growth  com- 
panies. No.  18  Bradley  Pharmaceuticals 
Inc.  acquires,  enhances,  and  markets 
drugs  developed  by  larger  drug  compa- 
nies but  deemed  too  tiny  to  be  worth  pro- 
moting. A  moisturizing  cream  the  com- 
pany bought  from  Syntex  Corp.  in  1994 
has  spawned  a  whole  line  of  skin  prod- 

THE 

GROWTH 

AREAS 

The  100  companies  on 

our  list  come  from  all 

parts  of  the  economy,  but 

at  any  given  time  certain 

hot  sectors  dominate 
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RECIRCULATING  ucts,  which  helped 
SCP  Pools'  Perez  generate  $84.8  mil- 
counts  on  repeat  iion  in  sales  over  the 
customers  past  year  similarly, 

Encore  Acquisition 
Co.,  the  No.  73  company  run  by  the  fa- 
ther-and-son  team  of  I.  Jon  Brumley  and 
Jonny  Brumley,  acquires  and  develops  the 
relatively  small  oil  fields  that  their  larger 
competitors  aren't  interested  in  expand- 
ing. In  1999  the  company  bought  a  field 
in  southeastern  Montana  from  one  of  the 


Industries 

NO.  OF  COMPANIES  ON  THE 
2004  LIST      2001  LIST 

HEALTH  CARE  EQUIPMENT  &  SERVICES       19                  9 

RETAILING 

16 

11 

COMMERCIAL  SERVICES  &  SUPPLIES 

10 

8 

CONSUMER  DURABLES  &  APPAREL 

9 

8 

HOTELS,  RESTAURANTS,  &  LEISURE 

6 

3 

PHARMACEUTICALS  &  BIOTECHNOLOGY 

6 

6 

SOFTWARES.  SERVICES 

6 

19 

ENERGY 

5 

0 

TECHNOLOGY  HARDWARE  &  EQUIPMENT 

5 

14 

CAPITAL  GOODS 

4 

7 

HOUSEHOLD  &  PERSONAL  PRODUCTS 

4 

0 

Djta: 

major  oil  producers,  and  after  reengi- 
neering  it  has  boosted  production  from 
8,600  barrels  a  day  to  12,600.  That  has 
helped  send  earnings  up  an  average  of 
91.8%  annually  over  the  past  three  years. 

Of  course,  rising  energy  prices  have 
also  given  Encore  a  boost,  as  they  have  to 
No.  77,  Matrix  Service  Co.,  which  provides 
maintenance,  repair,  and  construction 
services  to  refineries,  pipeline  and  mar- 
keting terminals,  and  power  plants.  With 
oil  at  $40  a  barrel,  it's  hard  to  see  that 
trend  ebbing. 

Lucky,  however,  cuts  both  ways.  Regu- 
lar readers  of  this  list  will  note  that  infor- 
mation technology,  long  a  staple,  has 
been  hurt  by  the  anemic  economy  of  re- 
cent years,  which  forced  Corporate  Amer- 
ica to  hold  back  on  capital  spending.  The 
number  of  hardware,  software,  and  semi- 
conductor companies  on  our  list  has 
withered— from  41  in  2001  to  11  this  year. 

Of  course,  a  reinvigorated  economy 
will  help  technology  and  nontech  players 
alike  in  the  year  ahead.  But  it  won't 
dampen  the  pressure  to  outsmart  rivals 
with  innovative  new  products  and  serv- 
ices. This  year's  crop  of  dynamos  are  ea- 
ger for  that  challenge.  ■ 

-By  Amy  Barrett  in  Philadelphia  with 

Christopher  Palmeri  in  Los  Angeles  and 

Stephanie  Anderson  Forest  in  Covington,  La. 


BusinessWeek  online 


For  Q&As  with 
some  of  the  execs  on  this  year's  list,  visit 
www.businessweek.com/magazine/extra.htm 
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Teach  an  old  sneaker 
enough  newtricks-and 
kids  will  come  running 
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TYING  ONE  ON 

Nichois  liked  the 
shoes  so  much  he 
bought  K-Swiss 


OR  STEVEN  NICHOLS  IT 
was  love  at  first  sight.  As  the 
head  of  children's  shoes  at 
Stride  Rite  Corp.  in  the  mid- 
1980s,  Nichols  was  so  en- 
thralled when  he  first  en- 
countered a  K- Swiss  tennis 
shoe  that  he  tried  to  persuade  his  boss  to 
buy  the  company.  When  that  didn't  work, 
he  put  together  a  group  of  investors  and 
bought  it  himself  for  $20  million  in  1986. 
The  sneaker's  design  was  so  timeless, 
Nichols  thought,  it  could  sell  for  the  long 
term.  "This  is  a  50-year  shoe,"  he  said. 

So  far,  so  good.  Sales  at  K- Swiss  Inc. 
have  increased  more  than  twentyfold 
since  Nichols  stepped  in.  Buoyed  by  a 
trend  toward  retro  sneakers,  especially 


those  with  white  stripes  on  white 
leather,  K- Swiss'  profits  and  sales  have 
doubled,  to  $54  million  and  $465  mil- 
lion, respectively,  over  the  past  two  years 
alone,  helping  boost  the  company  to 
No.  15  on  Business  Week's  list  of  the 
fastest-growing  companies. 

While  Nichols  loved  the  classic  look  of 
the  K- Swiss  shoe,  he  saw  that  its  market- 
ing needed  a  drastic  overhaul.  The  West- 
lake  Village  (Calif.)  company  was  still  be- 
ing run  by  the  two  tennis-playing  Swiss 
brothers,  who  20  years  earlier  had  de- 
signed a  leather  sneaker  with  shock-ab- 
sorbing insoles  as  an  upgrade  from  the 
canvas  shoes  of  the  day.  Nichols  quickly 
upped  the  price  from  $40  to  $60  a  pair, 
cut  out  sales  to  discounters  that  he  be- 


lieved had  cheapened  the  brand,  and  po- 
sitioned K- Swiss  as  a  conservative  choice 
for  anyone  who  wanted  an  alternative  to 
flashier  designs  from  companies  such  as 
Nike  and  LA  Gear.  And  he  broadened  his 
base,  introducing  a  children's  line,  sign- 
ing up  more  full-priced  U.S.  retailers,  and 
expanding  overseas. 

But  it  wasn't  until  the  late  1990s  that 
the  real  breakout  began.  That's  when 
.  Nichols  beefed  up  his  marketing  team, 
hiring  brand  managers  from  places  like 
Procter  &  Gamble  Co.  and  targeting  the 
core  14-to-24-year-olds  who  buy  more 
than  half  of  all  sneakers.  K- Swiss  began 
advertising  on  television,  in  particular 
on  cable  networks  such  as  MTV  and  in 
youth-oriented  magazines  such  as  Vibe 
and  Teen  People.  Suddenly  the  shoes 
were  off  the  tennis  court  and  on  the 
stoop.  A  series  of  ads  two  years  ago  fea- 
tured a  troop  of  trendy  young  people 
posing  in  street  settings  and  rapping 
lines  like  "I  wear  my  K- Swiss,  at  my 
place  with  my  crew.  I  like  them  white 
and  new." 

HAPPY  RETAILERS  The  TV  ads  have 
helped  keep  that  first  shoe  Nichols  fell  in 
love  with— the  K- Swiss  Classic— the  com- 
pany's top  seller.  Last  year  it  accounted 
for  66%  of  sales.  With  such  focus,  K-Swiss 
doesn't  get  stuck  with  a  lot  of  inventory 
from  new  shoes  that  don't  sell.  That 
gives  it  a  profit  advantage  over  competi- 
tors that  introduce  a  blizzard  of  styles 
each  year.  K-Swiss'  operating  profit  mar- 
gin is  20%,  vs.  11.6%  at  Nike  and  7.6%  at 
Reebok  International  Ltd.  It  has  also 
made  retailers— which  don't  have  to  ac- 
cept as  many  returns  from  disappointed 
customers— quite  happy.  "They  are  one 
of  the  most  profitable  brands  we  carry," 
says  Glenn  S.  Lyon,  president  of  the  Fin- 
ish Line  Inc.,  a  sporting  goods  chain 
based  in  Indianapolis.  "We're  not  tak- 


K-Swiss 


WHAT'S  HOT 
Tennis  shoes 
based  on  a  40- 
year-old  design 
"that's  now  a 
retro-hiL  Profits 
and  sales 
doubled  in  two 
years. 


RANKING 

#15 
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$465.4 
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MILLION 


LOCATION 

Westlake  Village,  Calif. 
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ing  as  many  guesses  at  new  things." 
But  even  a  "50-year  shoe"  has  its  lim- 
itations. And  the  company's  track 
record  on  coming  up  with  new  products 
has  not  been  good.  Last  year,  Nichols 
scrapped  a  line  of  outdoor  shoes  made 
under  a  license  from  National  Geo- 
graphic. Similarly,  a  startup  line  of 
sneakers  without  shoelaces  called  Royal 
Elastics  has  been  a  disappointment,  to 
say  the  least. 

This  year  the  company  has  stuck 
closer  to  home  with  its  new  Ramli 
sneaker,  which  looks  a  lot  like  the  It- 
Swiss  Classic  but  has  a  colorful  stripe 
running  along  the  bottom.  Another 
new  launch,  the  Gorzell,  has  five  single- 
color  stripes  and  resembles  a  running 
shoe  from  the  1970s.  Retailers  say  the 
new  models  are  selling  well.  And  K-Swiss 
is  promoting  its  entire  lineup  with  a  se- 
ries of  ads  encouraging  sneaker  wear- 
ers to  customize  their  shoes  with  per- 
sonal touches  like  fancy  laces  and 
graffiti.  "The  Classic  look  is  sort  a 
blank  canvas,"  says  marketing  chief 
Deborah  Mitchell,  42. 

STOCK  SLUMP  Even  as  K-Swiss 
struggled  to  find  another  hit,  its  stock 
was  on  a  tear,  up  from  a  split-adjusted 
price  of  $3  four  years  ago,  to  a  high  of 
$28  in  January.  The  downside  of  It- 
Swiss'  big  runup  is  that  Wall  Street  now 
thinks  it  may  be  short  of  breath.  The 
stock  has  fallen  19%,  to  $20,  since  Apr. 
28.  That's  the  day  that  Nichols  an- 
nounced the  company's  2004  sales  and 
earnings  growth  would  be  less  than  pre- 
viously expected.  The  main  problem: 
K-Swiss  got  a  temporary  boost  from  a 
dispute  between  Nike  and  retailing  pow- 
erhouse Foot  Locker  Inc.  The  percentage 
of  K-Swiss'  sales  coming  from  Foot 
Locker  doubled,  to  29%,  last  year,  as  the 
giant  athletic-shoe  retailer  stocked  up  on 
non-Nike  sneakers.  But  now  that  Foot 
Locker  and  Nike  have  patched  things  up, 
orders  have  fallen  for  K-Swiss. 

Now,  it  remains  to  be  seen  if  K-Swiss' 
retro  look  will  stay  in  vogue.  "Are  K- 
Swiss  cool?  They  used  to  be,"  says  An- 
dre Dailey,  a  17-year-old  who  was  shop- 
ping for  sneakers  recently  at  Los 
Angeles'  Beverly  Center  mall.  "They're 
like  sandals.  Everybody  has  got  a  pair." 
That's  the  hazard  of  success  in  a  fash- 
ion-oriented business:  Nichols  and  his 
marketing  team  will  have  to  work  extra 
hard  to  make  sure  that  K-Swiss'  classic 
shoes  remain  stylish  in  the  minds  of 
young  consumers.  ■ 

-By  Christopher  Palmeri 
in  Los  Angeles 


COGNIZANT  TECHNOLOGY  SOLUTIONS 

Whaf  s  a  nice  Indian 
tech  company  like  this 
doing  stateside? 


TEANECK,  NEW  JERSEY, 
is  an  unlikely  stop  on  the 
way  to  Bangalore.  But 
even  as  politicians  aim 
their  election-year  rheto- 
ric at  India  and  China, 
Teaneck  is  where  you'll 
find  one  of  the  fastest-growing  out- 
sourcers,  Cognizant  Technology  Solu- 
tions Corp.  Independent  since  1996,  the 
former  information-technology  unit  of 
Dun  &  Bradstreet  Corp.  has  snared  193 
clients  for  such  IT  services  as  program- 
ming and  Web  design. 

Thanks  to  juicy  contracts  with  cus- 
tomers such  as  J.P.  Morgan  Chase,  ADP, 
First  Data,  and  Nielsen  Media  Research, 
Cognizant  landed  the  No.  13  spot  on  this 
year's  Hot  Growth  list.  Its  revenues 
grew  at  a  38%  average  annual  clip  over 
the  past  three  years,  while  profits  in- 
creased almost  50%  a  year.  A  dollar  in- 
vested in  Cognizant  in  January,  1999, 
would  have  returned  $90  at  the  end  of 
2003.  "The  results  are  unmatched,"  says 
analyst  Ashish  R.  Thadhani  of  invest- 
ment bank  Brean  Murray  &  Co. 

Cognizant,  like  such  India-based  ri- 


vals as  Wipro,  Tata  Consultancy  Services, 
and  Infosys  Technologies,  has  taken  ad- 
vantage of  an  army  of  well-trained,  inex- 
pensive IT  programmers  and  project 
managers  scattered  throughout  India  to 
provide  cost  savings  for  clients.  But  Cog- 
nizant has  outpaced  those  older  peers  by 
pioneering  a  border-straddling  structure 
that  includes  American  nationals  and  In- 
dians with  extensive  exposure  to  U.S. 


WHATSHOT 
Cognizant's  US. 
sales  forces 
gives  it  an  edge 
in  outsourcing 
software- 
programming 
andWeb-design 
jobs  to  India. 

RANKING 

#13 

SALES 

$413.5 

MILLION 

EARNINGS 

$67 

MILLION 

LOCATION 

Teaneck,  N.J. 
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HOT  GROWTH  COMPANIES 


business  culture  in  key  customer-rela- 
tions roles.  The  headquarters  and  sales 
force  and  some  programmers  in  the 
U.S.— about  30%  of  employees— makes 
deals  and  takes  care  of  clients,  while  the 
staff  in  India  delivers  the  work. 

SCHEDULE  CONSCIOUS  "We  essen- 
tially converted  what  was  a  100-person 
Indian  company  into  a  U.S.-based  com- 
pany so  that  we  could  be  closer  to  cus- 
tomers and  build  relationships,"  ex- 
plains CEO  Lakshmi  Narayanan,  who 
left  rival  Tata  in  1994  to  join  the  outfit 
when  it  was  a  unit  of  D&B.  The  Banga- 
lore native  oversaw  Cognizanf  s  Indian 
operations  until  December,  when  he  in- 


herited the  CEO  mantle  from  retiring 
founder  Kumar  Mahadeva. 

Clients  like  the  local  attention.  They 
also  respect  the  fact  that  Cognizant  stays 
on  schedule— and  unlike  many  rivals 
doesn't  nickel-and-dime  on  extra  work 
that  pops  up  in  the  course  of  a  project. 
The  company  even  keeps  smaller  cus- 
tomers such  as  the  Philadelphia  Stock  Ex- 
change happy.  The  regional  bourse  is 
spending  less  than  $500,000  this  year  on 
a  back-office  redesign.  "They  treat  us  just 
like  we  were  one  of  their  big  customers," 
says  Melva  S.  Demmer,  vice-president  for 
business-systems  development  at  the  ex- 
change. Clients  also  laud  Cognizant's  ex- 
pertise in  the  financial  and  health-care  in- 


dustries, the  source  of  an  estimated  70% 
of  its  revenue.  "They  have  about  the  most 
satisfied  set  of  customers  I've  ever  seen," 
says  Gartner  analyst  Rita  Terdiman.  That 
means  a  lot  to  Cognizant,  whose  future 
growth  depends  on  expanding  relation- 
ships with  its  current  customer  base. 

No  wonder  the  political  rumblings 
have  had  little  effect.  "We  haven't  felt 
any  impact  of  this,"  Narayanan  says. 
He's  more  worried  about  rising  wages  in 
India,  a  threat  to  his  cost  advantage.  So 
Cognizant  is  expanding  its  horizons 
once  again  by  moving  into  China,  where 
a  vast  pool  of  educated  technology 
workers  is  still  cheap.  ■ 

-By  Brian  Hindo  in  New  York 


AEROPOSTALE 


To  lure  teenage 
mall  rats,  you  need 
the  right  cheese 


TEENS  MAY  SAY  THEY 
want  to  be  trendsetters, 
but  most  are  fashion  fol- 
lowers. It's  a  simple  in- 
sight, but  understanding  it 
has  been  the  key  to  one  of 
the  hottest  recent  success 
stories  in  retailing:  Aeropostale  Inc.  The 
New  York-based  apparel  chain  of  494 
mall  stores  is  the  top  retailer  on  our  Hot 
Growth  list,  at  No.  5.  Its  earnings  over  the 
past  three  years  have  jumped  an  average 
annual  88%,  to  $54.3  million,  on  average 
yearly  sales  growth  of  54%,  to  $734.9  mil- 
lion. The  company  has  a  market  cap  of 
$1.3  billion. 

That's  a  big  change  from  a  few  years 
ago.  In  1996,  as  a  division  that  retail  giant 
Federated  Department  Stores  Inc.  had 
gotten  as  part  of  its  Macy's  acquisition, 
Aeropostale  was  a  lack- 
luster performer  with 
just  100  shops.  That's 
when  Julian  R.  Geiger,  a 
former  Macy's  execu- 
tive, was  brought  in  to 
try  to  turn  things 
around.  Two  years  later 
his  management  team, 
with  an  investment 
bank  putting  up  most  of 


has 

of 

his 

He 


NO  DUMMY  Geiger 

lowered  the  chain's 
sights,  focusing  on 
younger  teens 


the  cash,  acquired 
the  chain  from 
Federated  for  about 
$14  million. 

Geiger,  58, 
made  plenty 
changes  in 
eight-year  run, 
shifted  a  business 
largely  aimed  at 
young  males  to- 
ward females,  because  they  buy  more 
clothes  and  because  those  goods  enjoy 
higher  profit  margins.  Instead  of  continu- 
ing to  go  head-to-head  with  rivals  Aber- 
crombie  &  Fitch  Co.  and  American  Eagle 
Outfitters  Inc.  in  trying  to  attract  high- 
school  and  college-age  shoppers,  he 
aimed  the  brand  at  younger  teens.  Geiger 
pursued  the  popular  active-casual  look  of 


Aeropostale 

WHAT'S  HOT 
Clothes  for  voung 
teenage  girfs.  The 
chain  doesn't  try  to 
lead  the  fashion' 
parade,  but  its  prices 
are  lower  than  rivals'. 

RANKING 

#5 

LOCATION 

New  York,  N.Y 

SALES 

$734.9 

MILLION 

EARNINGS 

$54.3 

MILLION 

Abercrombie  and  Eagle  but  made  the 
clothes  slightly  less  sexy  and  revealing  to 
appeal  to  younger  shoppers  and  their 
parents.  He  added  more  Aeropostale  logo 
shirts,  because  kids  like  to  identify  with  a 
brand  that  way.  The  reward:  "It's  less 
competitive  down  there,"  Geiger  says. 

He  also  chose  not  to  compete  with  the 
likes  of  Abercrombie  in  setting  fashion 
trends,  choosing  instead  to  follow  signif- 
icant trends  quickly.  "Most  kids  want  to 
be  fashionably  safe  and  look  like  every- 
body else,"  Geiger  explains.  So  while 
Abercrombie  and  American  Eagle  re- 
duced the  number  of  cargo  pants 
on  the  sales  floor  last  fall,  they  re- 
mained a  steady  third  of  Aero- 
postale's  merchandise.  "You  can 
still  make  money  when  a  product 
is  on  a  downtrend,"  says  chief 
merchant  Christopher  L.  Finazzo. 
"We  get  a  monopoly  on  it." 

Aeropostale  fits  a  girl's  wallet. 
Recognizing  that  the  average  fe- 
male teen  comes  to  the  mall  with 
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r'S  RESPONSIVENESS. 

)n  demand  means  building  responsiveness  into  everything.  The  new  2005  Acura  RL  automatically 
ownloads  diagnostic  information  and  maintenance  reminders  via  satellite,  as  well  as  up-to-the- 
riinute  traffic  conditions.  Acura  made  it  happen.  IBM  Business  Consulting  Services  helped.  Drive  on. 

PS  INNOVATION.  ^ 

)n  demand  is  making  innovation  a  habit.  Understanding  tough  problems  and  using  new  ideas  to  tackle 
nem.Then  turbocharging  them  with  technology.  Like  helping  doctors  join  the  fight  against  breast 
ancer  by  letting  them  compare  millions  of  cases  online,  with  new  technology  from  IBM.  Very  on. 

PS  FLEXIBILITY. 

)n  demand  is  being  ready  for  anything.  In  China,  it  means  standardizing  on  Linux  as  a  national  IT 
ilatform  and  working  with  IBM  to  build  a  computing  grid  to  connect  universities.  Why?  To  push 
irowth  through  innovation,  optimize  resources  and  plug  into  the  world.  That's  on.  On  an  epic  scale. 

rs  focus. 

)n  demand  is  focusing  on  your  strengths  and  finding  great  partners  to  do  the  rest.  It's  why  Napster 
earned  with  IBM.  So  university  students  can  download  music  faster  and  without  swamping  local 
letworks.  Two  expert  partners.  Over  700,000  songs.  Way  on. 

T'S  ON  DEMAND  BUSINESS. 

teariy  to  respond  to  the  pace,  pressures  and  fluctuations  of  an  on  demand  world.  On  Demand 
iusiness  is  about  how  you  design  your  organization  to  respond  to  ever-increasing  levels  of 
ompetition,  customer  expectation,  cost  pressure  and  market  change.  It's  the  answer.  It's  on. 


ON  DEMAND  BUSINESS 


ibm.com/ondemand 


TAKE  THIS  TEST.  List,  roughly,  all  the  processes  of  your  business.  Ask 
yourself:  Which  are  differentiating?  Which  are  commodity?  Which  add 
value  and  which  hold  you  back?  Where  is  the  greatest  cost?  The  greatest 
bottleneck?  This  is  how  you  start.  This  is  how  you  identify  exactly  where  to 
start.  If  it  gets  you  thinking,  go  deeper  at  ibm.com/ondemand 

FORGET  ABOUT  THE  FUTURE.  Instead  of  getting  ready  for  any  one  thing, 
get  ready  for  anything.  It's  the  only  sure  bet.  It's  the  only  strategy  to  trump 
the  unexpected.  And  it's  easier  than  you  think. 

HOW  TO/ 

GETTC 


i 


KNOCK  DOWN  THAT  WALL.  Yes,  business  leads  and  technology  enables. 
But  if  you  still  think  that  business  and  technology  are  discrete  endeavors, 
you  do  so  at  your  peril.  Still  skeptical?  Find  the  runaway  leader  at  the  very  top 
of  every  industry.  Ask  them. 

BE  PRAGMATIC.  Start  small,  but  start  now.  Get  results  and  use  the  proceeds 
to  widen  your  scope.  Build  ROI  upon  ROI. 

TALK  TO  US.  We  can  help.  We  can  show  you  how  to  think  about  becoming  an 
On  Demand  Business.  From  simple  questions  answered,  to  massive  projects 
that  span  cultures  and  continents,  we  can  show  you  where  to  start.  And  how. 

WHY  IBM?  The  answer  is  simple.  Because  we  bring  to  the  table  a  unique 
combination  of  industry  experience,  business  insight  and  executional  know- 
how.  The  full  picture,  not  just  scattered  parts.  We  help  clients  find,  initiate 
and  deliver  value  at  every  level  in  their  organizations.  We  do  it  for  thousands 
of  clients  every  day.  And  we  can  do  it  for  you,  too. 

It's  an  on  demand  world.  Be  an  On  Demand  Business.  (( 

12}  DEMAND  BUSINESS 

IBM,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other 
countries.  Otner  company,  product  and  service  names  may  be  trademarks  or  se-vice  marks  of  others.  6  2004  IBM  Corporation.  All  rights  reserved. 
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only  $40  in  her  pocket,  Aeropostale  is 
the  most  promotional  teen-specialty  re- 
tailer, analysts  say,  and  preplanned  sale 
signs  and  two-for-one  deals  dominate 
the  stores.  Wachovia  Securities  LLC  esti- 
mates that  Aeropostale's  prices,  after 
scheduled  discounts,  are  50%  lower 
than  Abercrombie's  and  30%  lower  than 
Eagle's.  Lindsay  O'Rourke,  16,  whose  fa- 
ther is  a  computer  consultant,  notices 
the  price  difference  while  shopping  at 
Aeropostale  in  the  Manhattan  Mall  in 
New  York.  She  eyes  a  $34.50  pair  of  belt- 
ed cargo  shorts  with  a  40%-off  sign 
above  them  and  notes  they  would  cost 
$50  at  Abercrombie.  "My  dad  likes  me 
to  watch  my  spending,"  she  admits. 

Geiger  measures  how  well  his  non- 
stop promotions  are  performing,  too. 
Every  day,  the  chain  compares  its  supply 
of  goods  to  how  fast  they  are  selling.  "If 
something  is  selling  too  fast,  we  will  ac- 
tually raise  the  price,"  he  says.  "Of 
course,  it's  still  on  sale." 

NET  SWEAT  But  not  everything  about 
Aeropostale  is  cheap.  To  jump  on  the 
right  trends,  Aeropostale  is  among  the 
most  diligent  teen  retailers  when  it 
comes  to  consumer  research,  says 
Lazard  LLC  analyst  Todd  Slater.  In  ad- 
dition to  high-school  focus  groups  and 
in-store  product  tests,  Aeropostale  late 
last  summer  launched  an  Internet- 
based  program  that  seeks  online-shop- 
per input  in  creating  new  styles.  The 
company  targets  10,000  of  its  best  cus- 
tomers for  each  of  those  tests  (it  does 
20  a  year)  and  averages  3,500  partici- 
pants. Such  customers  recently  helped 
designers  narrow  down  a  range  of 
hooded  sweatshirts  by  silhouettes,  col- 
or, and  logo.  The  final  product  sold 
well:  Aeropostale  credits  such  insights 
for  much  of  its  18.9%  surge  in  first- 
quarter  same-store  sales. 

Still,  with  teenagers,  science  can  only 
get  you  so  far.  Aeropostale's  biggest 
challenge  is  that  its  customers'  tastes 
can  change  overnight.  Teen  retail  is  full 
of  faded  stars,  from  Buckle  Inc.  to  Wet 
Seal  Inc.  The  chain  also  faces  some 
tougher  competition  from  Abercrombie 
and  Eagle,  which,  after  struggling  for  a 
period,  show  signs  of  picking  up.  But 
Geiger  thinks  his  approach  leaves  plen- 
ty of  room  to  run.  He  says  Aeropostale 
can  fill  out  to  900  stores,  giving  it  four 
more  years  of  strong  growth— time 
enough  to  develop  or  buy  another  store 
concept.  Right  now,  though,  Aero- 
postale is  looking  hotter  than  the  latest 
fashion  trend.  ■ 

-By  Robert  Berner  in  New  York 


DANIELS  It's  all 
rapid  deployment 


now 


ENGINEERED  SUPPORT  SYSTEMS 

Supertough,  superportable 
field  equipment  for 
the  U.S.  armed  forces 


ILITARY  TIMES 
have  changed.  Dur- 
ing the  Cold  War,  the 
U.S.  could  position 
troops  near  specific 
pockets  of  Soviet- 
controlled  Eastern 
Europe  and  leave  them  there  for  months 
or  even  years,  because  it  could  always 
find  its  adversaries.  Now,  to  fight  the  war 
on  terrorism,  U.S.  forces  must  roam  all 
over  the  world.  Supplying  the  new  mili- 
tary is  different,  too.  No  longer  the  exclu- 
sive realm  of  giant  equipment  makers 
like  Boeing  Co.  and  Lockheed  Martin 
Corp.  with  multiyear  contracts,  the  com- 
panies serving  today's  military  are  often 
smaller  and  quite  specialized. 

That  describes  No.  33  Engineered 
Support  Systems  Inc.  perfectly.  The  St. 
Louis  outfit  builds  supertough,  portable 
gear  for  the  U.S.  military  forces:  920- 
watt  generators  the  size  of  U-Haul  trail- 
ers, heaters  that  thrive  in  subfreezing 


temperatures,  $5,000  air  conditioners 
at  their  best  at  115F.  "It's  all  rapid  de- 
ployment now,"  says  CEO  Gerald  E. 
Daniels,  a  Boeing  veteran  who  joined 
last  year. 

Engineered  now  controls  an  estimat- 


Engineered 

WHAT'S  HOT 
Supplying 
rugged 

generators  and 
air  conditioners 
to  the  Pentagon. 
Profits  are  up 
an  average 
49%  over  the 
past  three 
years. 

RANKING 

#33 

SALES 

$646.2 

MILLION 

EARNINGS 

$50.6 

MILLION 

LOCATION 

St  Louis 
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ed  70%  to  90%  of  the  mobile  military- 
generator  and  air-conditioner  market. 
That  kind  of  dominance  is  not  a  plus  for 
future  growth.  Company  execs  expect  in- 
ternal expansion  of  just  5%  to  7%  annu- 
ally, but  Daniels  has  his  sights  set  on 
gobbling  up  other  companies  to  beat 
those  numbers.  He  intends  to  complete 
at  least  two  acquisitions  a  year.  At  that 
speed  he'll  beat  the  rate  charted  by 
Chairman  Michael  F.  Shanahan,  who 
founded  the  company  in  1982  and  began 
the  acquisition  spree  in  1998.  By  snatch- 
ing up  small  manufacturers  and  service 


providers  and  giving  their  management 
plenty  of  autonomy,  the  company  has 
swelled  its  top  line  from  $64  million  in 
fiscal  1997  to  an  expected  $800  million 
this  year. 

WAR  GAINS  As  the  military's  needs  have 
shifted,  so  has  Engineered's  shopping  list. 
The  heightened  mobility  of  the  military 
has  increased  demand  for  surveillance 
gear.  So  Engineered  has  sought  out  com- . 
panies  that  make  things  like  sensors,  bio- 
hazard  detectors,  and  communications 
gear  to  monitor  battle  landscapes. 


Of  course,  it  also  helps  when  your  ma- 
jor customer— the  U.S.  Defense  Dept.— i 
furiously  ramping  up  orders.  The  Penta- 
gon's budget  for  military  products  anc 
services  will  grow  from  $78.5  billion 
2003  to  a  projected  $105  billion  by  2008  J 
according    to    government    estimates. 
Right  now  the  focus  is  on  troops  in  the 
Middle  East,  but  10  years  from  now,  whc 
knows?  Whether  it's  the  heat  of  the! 
desert  or  the  chill  of  the  Arctic,  wherever| 
U.S.  forces  find  themselves  fighting,  En- 
gineered is  ready  to  follow.  ■ 

-By  Roger  0.  Crockett  in  Chicagc  I 


BIO-REFERENCE  LABORATORIES 

Your  report  is  back 
from  the  laboratory 
-with  all  the  trimmings 


CLINICAL  LABORATORY 
testing  is  often  cast  as  the 
commodity  business  of 
health  care.  Nobody 
needs  a  patent,  after  all,  to 
do  routine  analysis  of  a 
patient's  cholesterol  or 
iron  levels.  But  Bio-Reference  Laborato- 
ries Inc.  of  Elmwood  Park,  N.J.,  has  dis- 
covered it  can  capture  market  share  from 
gorillas  like  Quest  Diagnostics  Inc., 
which  controls  about  12%  of  the  $36  bil- 
lion market,  by  offering  an  unusual  de- 
gree of  personalized  attention  and  di- 
agnostic prowess  in  complex  and 
higher-margin  areas  such  as  oncology 
and  gene  testing.  It's  a  field  that's  expect- 
ed to  expand,  thanks  to  an  aging  popula- 
tion, increasingly  sophisticated  technolo- 
gy, and  more  emphasis  on  early  detection 
and  monitoring  of  drug  treatment. 

The  result  is  a  fast-growing  regional 
player  that  counts  prison  systems  and 
leading  cancer  doctors 
in  the  New  York  area 
among  its  clientele. 
What  unites  such  di- 
verse groups  is  their 
desire  for  a  greater  lev- 
el of  attention  than 
most  of  Bio-Refer- 
ence's national  rivals 
provide,  from  cus- 
tomized   handling    of 


tests  to  cumulative  reporting 
that  tracks  disease  trends,  all  at 
no  extra  charge.  "We  don't  live 
in  a  world  of  proprietary  tech- 
nologies," notes  Marc  D.  Grod- 
man,  the  52-year-old  president, 
chief  executive,  and  chairman 
who  launched  the  laboratory 
business  in  1987  after  buying  a 
lab  in  a  doctors'  complex  in 
Wayne,  N.J.  "It's  how  you  use 
the  technology  and  deliver 
the  service." 

Grodman,  an  internist  by  training,  ad- 
mits that  emphasizing  a  personal  touch 
can  cut  into  profitability.  Bio-Reference, 
No.  16  on  this  year's  list,  spends  about 
double  the  percentage  on  sales  and  mar- 
keting as  the  national  labs,  and  has  oper- 
ating margins  of  roughly  10%— a  little 
more  than  half  that  of  other  big  players. 

But  customers  love  the  extra  atten- 
tion. Joanna  Garcia,  vice-president  of 


CLIENT  KUDOS 

Grodman  is  taking 
Bio-Reference  to 
new  levels  of  service 


Bio-Reference 

WHATSHOT 
Clinical  testing  for 
clients  that  want 
something  extra,  such 
as  oncology  expertise 
or  personalized 
handling  of  tests. 

RANKING 

#16 

LOCATION 

Elmwood  Park,  NJ. 

SALES 

$114.2 

MILLION 

EARNINGS 

$7 

MILLION 

network  development  at 
Prison  Health  Services  Inc., 
which  handles  health  care 
for  267,000  inmates  across 
the  country,  notes  that  Bio- 
Reference  doesn't  charge  extra  to  crunch 
data  and  prepare  reports  on  health  or 
disease  trends  that  emerge  from  testing 
inmate  populations.  Those  reports  help 
Prison  Health  develop  programs  for  dis- 
ease management. 

Grodman  gets  especially  excited  when 
he  talks  about  new  developments  in  on- 
cology, where  diagnosis  increasingly  ex- 
tends beyond  finding  cancer  to  character- 
izing the  specific  genetic 
makeup  of  tumors. 
"We've  taken  the  lab 
business  to  new  fron- 
tiers," he  says.  That 
doesn't  sound  like  a 
man  who  feels  the  only 
way  that  he  can  com- 
pete is  on  price.  ■ 

-By  Diane  Brady 
in  New  York 
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|We  don't  just  synchronize  deliveries. 
We  synchronize  companies. 


WHAT  CAN  BROWN  DO  FOR  YOU: 


WaB 

3EE 

Traditionally,  supply  chains 
have  been  viewed  as  a  necessary 
evil.  A  cost  to  be  contained. 
Which  is  why  so  many  logistics 
managers  have  been  given 
orders  to  just  make  them  leaner 
and  cheaper. 

But  the  truth  is,  supply  chains 
do  not  exist  in  a  vacuum. 

They  are  the  one  thing  that 
integrates  every  single  part  of 
your  company.  Connecting  your 
suppliers  and,  most  importantly, 
your  customers. 

At  UPS  Supply  Chain  Solutions, 
we're  working  with  customers 
to  synchronize  the  movement  of 
goods,  information,  and  funds. 
We  have  expertise  in  everything 
from  freight  and  customs  handling 
to  inventory  management  and 
service  parts  logistics. 

We  know  how  to  design  the 
ideal  supply  chain.  And  we  have 
the  technology  to  give  you 
visibility  and  control  all  along 
the  way. 

At  UPS  we  see  this  as 
synchronizing  commerce. 

Our  customers  usually  see  it 
as  the  competitive  edge  they 
were  looking  for. 


UPS-SCS.com    1-866-822-5336 


SPECIAL  REPORT 


Hot  Growth  Companies 


TO  WIN  A  POSITION  IN  THIS  TABLE,  a  company 
must  excel  in  three  ways.  The  selection  process 
begins  by  ranking  companies  according  to  their 
three-year  results  in  sales  growth,  earnings  growth, 
and  return  on  invested  capital.  The  ranks  in  the 
table  are  calculated  from  these  numbers.  A 
company's  composite  rank  is  the  sum  of  0.5  times 
its  rank  in  return  on  total  capital  plus  0.25  times  its 
sales-  and  profit-growth  ranks. 
COMPANIES  WERE  DRAWN  from  Standard  & 
Poor's  Compustat  database  of  more  than  10,000 
publicly  traded  corporations.  To  qualify,  a  company 
must  have  annual  sales  of  more  than  $50  million 
and  less  than  $1.5  billion,  a  current  market  value 
greater  than  $25  million,  a  current  stock  price  of  at 


least  $5,  and  be  actively  traded.  Banks,  insurers, 
real  estate  firms,  and  utilities  are  excluded.  So  are 
companies  with  declines  in  current  financial 
results  or  in  stock  price,  as  well  as  companies 
where  other  developments  raise  questions  about 
future  performance. 

SALES  AND  EARNINGS  are  the  latest  figures 
available  through  the  most  recent  12  months. 
Earnings  include  net  income  from  continuing 
operations  before  gains  or  losses  from 
extraordinary  items. 

INCREASES  IN  SALES  AND  PROFITS  are 
calculated  using  the  least-squares  method.  If 
results  for  the  earliest  year  are  negative  or  not 
available,  the  average  is  for  two  years. 


RETURN  ON  CAPITAL  is  earnings  expressed  as  a 
percent  of  debt  and  equity.  For  ranking  purposes, 
the  maximum  allowable  annual  return  on  invested 
capital  is  100%.  If  companies  have  made 
substantial  accounting  restatements,  long-term 
returns  may  be  averaged  for  two  years  instead  of 
three  years. 

TIME  PERIODS  VARY  according  to  the  month  of  a 
company's  fiscal  yearend.  Profitability  and  growth 
are  calculated  based  on  the  most  recently 
available  data. 

STOCK  PRICE  DATA  are  as  of  May  5, 2004. 

A  •  indicates  that  a  company  also  appeared  in  last 

year's  rankings  (BW-June  9, 2003). 


COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
SMIL         SMIL 

THREE- YEAR  AVERAGES 

INCREASE (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

IN VESTMENT  DATA 

STOCK  PRICE 

P-E 
RATIO 

MARKET 

52-WEEK 
HIGH -LOW 

RECENT 

VALUE 
SMIL 

1  PetMed  Express  (PETS)  Pompano  Beach.  Fla.  954  979-5995 
Online,  phone,  and  mail-order  retailer  of  pills  for  pets 

87.4 

6.2 

102.2 

173.9 

51.5 

13- 

-3 

11 

37 

212 

2  Universal  Technical  Institute  (UTI)  Phoenix  623  445-9500 
It  trains  car  technicians 

210.2 

23.2 

29.1 

1242.9 

68.5 

48- 

-24 

46 

53 

1280 

3  University  of  Phoenix  Online  (UOPX)  Phoenix  800  366-9699 
Higher  education  in  virtual  classrooms 

664.2 

145.4 

73.7 

86.6 

35.3 

94- 

-41 

87 

71 

1383 

4  Multimedia  Games  (MGAM)  Austin,  Tex.  512  334-7500 
It's  laid  a  bet  on  electronic  gambling 

427.4 

32.0 

61.7 

137.0 

28.7 

27- 

-10 

23 

21 

635 

5  Aeropostale  (ARO)  New  York  646  485-5398  • 
Clothing  stores  for  fashionable  teens 

734.9 

54.3 

53.7 

88.2 

28.2 

25- 

-11 

24 

26 

1330 

6  Headwaters  (HDWR)  South  Jordan,  Utah  801 984-9400 

Services  for  the  energy  industry;  turning  coal  sludge  into  synth  fuel 

433.9 

50.5 

140.5 

43.1 

29.8 

30- 

-13 

23 

14 

746 

7  Corinthian  Colleges  (COCO)  Santa  Ana,  Calif.  714  427-3000  • 
For-profit  provider  of  career-oriented  education 

726.1 

80.6 

44.1 

61.2 

24.4 

36- 

-22 

31 

36 

2816 

8  Chico's  FAS  (CHS)  Fort  Myers,  Fla.  239  277-6200  • 
Retailer  of  women's  fashions  and  accessories 

768.5 

100.2 

43.3 

52.9 

27.4 

48- 

-19 

44 

38 

3827 

9  USANA  Health  Sciences  (USNA)  Salt  Lake  City  801 954-7100 
Nutritional  supplements,  foods,  and  body-care  products 

220.9 

23.5 

17.5 

107.5 

32.3 

39- 

-14 

27 

24 

525 

10  Coach  (COH)  New  York  212  594-1850  • 

Designer  and  manufacturer  of  leather  goods  and  accessories 

1214.5 

225.9 

19.9 

53.7 

35.1 

45- 

-21 

44 

37 

8177 

11  MTC  Technologies  (MTCT)  Dayton  937  252-9199 

Info  tech  services  for  the  U.S.  government  and  commercial  clients 

212.5 

13.9 

34.7 

27.1 

32.5 

33- 

-18 

27 

26 

352 

12  Eon  Labs  (ELAB)  Laurelton,  N.Y.  718  276-8600  • 
Manufactures  generic  drugs 

362.9 

87.3 

40.9 

92.9 

15.9 

74- 

-27 

69 

36 

3074 

13  Cognizant  Technology  Solutions  (CTSH)  Teaneck,  N.J.  201 801-0233  • 
Business  outsourcing  and  consulting  for  tech  needs 

413.5 

67.0 

38.0 

48.8 

18.5 

57- 

-18 

45 

47 

2887 

14  Central  European  Distribution  (CEDC)  Sarasota,  Fla.  941 330-1558  • 
Importers  of  beer,  wine,  and  spirits  in  Poland 

429.1 

15.1 

50.0 

155.3 

15.0 

42- 

-18 

32 

22 

345 

15  K-Swiss  (KSWS)  Westlake  Village.  Calif.  818  706-5100 
The  athletic  shoemaker  also  sells  clothes  and  accessories 

465.4 

58.7 

24.5 

35.3 

22.3 

28- 

-14 

19 

13 

687 

16  Bio-Reference  Laboratories  (BRLI)  Elmwood  Park,  N.J.  201 791-2600 
Its  Northeast  labs  do  clinical  tests  and  diagnosis 

114.2 

7.0 

18.1 

271.7 

17.2 

23- 

-5 

14 

26 

162 

17  Hot  Topic  (HOTT)  City  of  Industry,  Calif.  626  839-4681  • 

These  stores  carry  the  fashion  and  music  trends  of  teens  and  tweens 

572.0 

48.0 

30.7 

26.7 

21.2 

32- 

-15 

23 

24 

1102 

18  Bradley  Pharmaceuticals  (BDY)  Fairfield,  N.J.  973  882-1505 

Dermatology,  respiratory,  gastroenterology,  and  nutritional  products 

84.8 

20.2 

58.6 

115.8 

13.5 

33- 

-15 

27 

19 

419 
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HOT  GROWTH  COMPANIES 


COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS      THREE- YEAR  AVERAGES 


INVESTMENT  DATA 


STOCK  PRICE 


SALES 

SMIL. 


EARNINGS 
SMIL. 


INCREASE  (%) 
SALES      PROFITS 


RETURN  ON 
CAPITAL 


MARKET 

P-E       VALUE 


52-WEEK 
HIGH -LOW     RECENT     RATIO     SMIL 


19  Shuffle  Master  (SHFL)  Las  Vegas  702  897-7150  • 
Manufacturer  of  casino  products 

68.8 

18.0 

19.8 

25.2 

30.3 

36- 

-15 

34 

48 

839 

20  Dick's  Sporting  Goods  (DKS)  Pittsburgh  412  809-0100  • 
The  retailer  sells  athletic  gear,  apparel,  and  equipment 

1470.8 

52.8 

18.1 

50.4 

21.2 

31- 

-13 

28 

27 

1302 

21  Career  Education  (CECO)  Hoffman  Estates,  III.  847  781-3600  • 
Programs  in  info  tech,  health  care,  and  other  fields 

1345.8 

141.7 

53.3 

75.2 

14.1 

71- 

-29 

69 

50 

6893 

22  Strayer  Education  (STRA)  Arlington,  Va.  703  247-2500  •                           146.4 
Offers  degrees  to  working  adults  at  Eastern  U.S.  campuses  and  online 

33.7 

23.5 

15.5 

26.7 

130- 

-63 

124 

55 

1327 

23  Merit  Medical  Systems  (MMSI)  South  Jordan,  Utah  801 253-1600  • 
Products  used  in  cardiology  and  radiology  procedures 

141.9 

17.9 

13.9 

162.2 

16.1 

25- 

-10 

15 

23 

402 

24  FLIR  Systems  (FLIR)  Portland,  Ore.  503  684-3731 
See  in  the  dark  with  its  thermal-imaging  cameras 

351.7 

48.2 

19.0 

31.3 

20.3 

50- 

-25 

46 

33 

1525 

25  Escalade  (ESCA)  Wabash,  Ind.  260  569-7233 

Manufacturer  of  sporting  goods  and  office  equipment 

227.9 

15.4 

22.0 

19.9 

21.2 

41- 

-13 

35 

15 

227 

26  Alliance  Resource  Partners  (ARLP)  Tulsa,  Okla.  918  295-7600  • 
It  mines  coal  for  industry  and  utilities 

575.6 

53.0 

14.5 

60.7 

18.3 

42- 

-23 

41 

14 

727 

27  Tuesday  Morning  (TUES)  Dallas  972  387-3562 
Retailer  of  closeout  household  merchandise 

840.9 

55.8 

12.1 

31.0 

30.6 

35- 

-21 

29 

22 

1181 

28  Reliv  International  (RELV)  Chesterfield,  Mo.  636  537-9715 
Nutritional  supplements,  foods,  and  skin  products 

81.8 

5.1 

8.9 

277.8 

16.6 

12- 

-3 

10 

34 

151 

29  Champps  Entertainment  (CMPP)  Littleton,  Colo.  303  804-1333 
Operates  and  franchises  a  chain  of  casual-dining  restaurants 

204.4 

18.3 

18.4 

66.2 

15.7 

9- 

-4 

9 

7 

111 

30  Panera  Bread  (PNRA)  Richmond  Heights,  Mo.  314  633-7100  • 
Bakery-cafes  that  are  rising  across  the  U.S. 

355.9 

30.6 

33.5 

64.8 

13.4 

48- 

-32 

43 

42 

1277 

31  Yankee  Candle  (YCC)  South  Deerfield,  Mass.  413  665-8306  • 
Candles,  candle-holders,  and  scented  products 

518.1 

76.3 

14.8 

22.3 

28.2 

30- 

-20 

27 

18 

1379 

32  American  Healthways  (AMHC)  Nashville,  Tenn.  615  665-1122  • 
Provider  of  disease  management  and  care 

196.0 

18.9 

47.8 

379.2 

11.2 

31- 

-12 

25 

45 

803 

33  Engineered  Support  Systems  (EASI)  St.  Louis  314  553-4000  • 
Sells  electronic  and  support  equipment  to  the  U.S.  military 

646.2 

50.6 

15.3 

49.1 

17.3 

62- 

-22 

49 

26 

1268 

34  Amedisys  (AMED)  Baton  Rouge,  La.  225  292-2031 
Delivers  health-care  services  to  your  home 

158.7 

11.5 

16.3 

28.7 

19.9 

31- 

-5 

27 

27 

318 

35  Sportsman's  Guide  (SGDE)  South  St.  Paul,  Minn.  651 451-3030 
Catalog  and  Internet  retailer  of  sports  and  recreation  products 

195.5 

6.4 

7.7 

49.6 

19.6 

24- 

-9 

20 

17 

95 

36  CCA  Industries  (CAW)  East  Rutherford,  N.J.  201 330-1400 
Manufactures  and  markets  health  and  beauty  aids 

54.8 

5.5 

11.8 

61.5 

16.7 

9- 

-5 

8 

11 

57 

37  Urban  Outfitters  (URBN)  Philadelphia  215  564-2313  • 
Retailer  of  clothes,  housewares,  and  hipster  accessories 

548.4 

48.4 

22.7 

68.0 

13.1 

51- 

-15 

49 

41 

1939 

38  Varian  Medical  Systems  (VAR)  Palo  Alto,  Calif.  650  493-4000  • 
Producer  of  X-ray  and  oncology  products 

1156.3 

148.6 

14.5 

35.4 

17.8 

93- 

-51 

88 

43 

6016 

39  SCPPool  (POOL)  Covington,  La.  985  892-5521  • 
A  wholesale  distributor  of  swimming  pool  supplies 

1194.1 

53.4 

19.4 

21.3 

17.7 

42- 

-20 

41 

28 

1450 

40  Corporate  Executive  Board  (EXBD)  Washington,  D.C.  202  777-5000  • 
Business  research,  analysis,  support,  and  executive-ed  services 

226.9 

39.3 

29.7 

34.0 

14.5 

54- 

-37 

53 

52 

1980 

41  Cache"  (CACH)  New  York  212  575-3200  • 
Upscale  women's  clothier 

225.6 

12.7 

7.4 

120.8 

15.2 

35- 

-8 

28 

22 

292 

42  Providence  Service  (PRSC)  Tucson  520  747-6600 
Contract  provider  of  government  social  services 

64.3 

3.2 

48.0 

159.1 

8.9 

20- 

-13 

19 

NM 

159 

43  Quality  Systems  (QSII)  Irvine,  Calif.  949  255-2600  • 

Software  and  services  for  managing  health-care  and  dental  practices 

67.2 

9.1 

19.4 

36.8 

14.7 

62- 

-25 

44 

31 

274 

44  Cantel  Medical  (CMN)  Little  Falls,  N.J.  973  890-7220 
Medical  and  scientific  products  and  services 

144.4 

8.6 

54.4 

43.7 

12.0 

18- 

-12 

17 

19 

160 

45  Pediatrix  Medical  Group  (PDX)  Sunrise,  Fla.  954  384-0175 
Contractors  providing  maternal,  fetal,  and  newborn  care 

573.1 

88.6 

31.4 

100.0 

10.9 

72- 

■31 

67 

19 

1591 

46  Pacific  Sunwear  of  California  (PSUN)  Anaheim,  Calif.  714  414-4000  • 
A  retailer  of  hot  fashions  for  younger  people 

1040.3 

80.2 

21.1 

30.9 

14.8 

26- 

13 

22 

22 

1743 

47  Sanderson  Farms  (SAFM)  Laurel,  Miss.  601 649-4030 
A  poultry  producer,  rising  to  the  top  of  the  pecking  order 

914.5 

67.7 

12.1 

39.5 

15.9 

43- 

-13 

38 

11 

756 

48  Education  Management  (EDMC)  Pittsburgh  412  562-0900  • 
Operates  career-oriented  educational  institutions 

800.2 

71.2 

28.4 

36.7 

12.9 

37- 

22 

36 

38 

2633 
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HOT  GROWTH  COMPANIES 


COMr-AM^ 


49  Marine  Products  (MPX)  Atlanta  404  321-7910 
Manufactures  Chaparral  powerboats    


CURRENT  RESULTS 

THREE-YEAR  AVERAGES 

INCREASE  (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA 

STOCK  PRICE                    u»d«t 

SALES     EARNINGS 
SMIL          SMIL 

52-WEEK                       P-E      VALUE 
HIGH  LOW     RECENT    RATIO    SMIL 

205.7       19.5 


10.5 


12.1       21.8 


19-7 


16 


50  Sensytech  (STST)  Newington,  Va.  703  550-7000 

Military  surveillance,  communications,  and  imaging  systems 


54.1 


4.1 


38.1       38.4 


12.1 


65  Hibbett  Sporting  Goods  (HIBB)  Birmingham,  Ala.  205  942-4292* 
Retailer  of  sporting  goods,  shoes,  and  apparel 


Provider  of  respiratory  and  infusion  therapy  and  medical  equipment 


21     401 


20-10       19       30      122 


51  SFBC  International  (SFCC)  Miami  305  895-0304 

Runs  research  and  clinical  trials  for  drug  and  biotech  outfits 

118.7 

13s4 

77.0 

80.7 

8.5 

26- 

-9 

25 

25 

370 

52  ANSYS  (ANSS)  Canonsburg,  Pa.  724  746-3304* 

Simulation  and  analysis  software  for  designers  and  engineers 

120.3 

24.2 

14.3 

11.9 

18.6 

45- 

-25 

38 

25 

580 

53  ManTech  International  (MANT)  Fairfax,  Va.  703  218-6000 
Info  tech  services  for  U.S.  defense  and  intelligence  agencies 

756.2 

39.5 

22.1 

67.0 

12.1 

28- 

-16 

27 

22 

838 

54  Matthews  International  (MATW)  Pittsburgh  412  442-8200  • 

From  plaques  to  urns,  it  memorializes  the  past  and  passed-away 

476.1 

49.2 

23.2 

17.5 

15.1 

33- 

-23 

31 

21 

1010 

55  Conn's  (CONN)  Beaumont,  Tex.  409  832-1696                                        4993 
Retailer  of  appliances,  consumer  electronics,  and  household  products 

24.3 

14.9 

10.4 

17.9 

18- 

-14 

18 

15 

413 

56  Middleby  (MIDD)  Elgin,  III.  847  741-3300 

Cooking  up  kitchen  equipment  for  the  food  service  industry 

241.4 

21.7 

30.6 

96.6 

9.0 

57- 

-10 

56 

25 

516 

57  Charles  River  Laboratories  Intl.  (CRL)  Wilmington,  Mass.  978  658-6000 
Provides  biomedical  research  products  and  services 

634.2 

78.4 

25.3 

65.2 

11.0 

48- 

-26 

47 

29 

2130 

58  Applebees  International  (APPB)  Overland  Park,  Kan.  913  967-4000* 
International  chain  of  family  restaurants 

990.1 

93.6 

12.6 

15.2 

18.1 

43- 

-28 

40 

24 

2186 

59  JetBlue  Airways  (JBLU)  Forest  Hills,  NY.  718  286-7900 
A  leading  low-fare  airline 

1070.2 

101.7 

110.7 

64.2 

6.3 

47- 

-20 

28 

30 

2917 

60  Renal  Care  Group  (RCI)  Nashville  615  345-5500  • 

Outpatient  and  hospital  care  to  patients  with  kidney  disease 

1041.2 

110.4 

17.6 

25.1 

15.1 

52- 

-32 

51 

23 

2284 

61  Nutraceutical  International  (NUTR)  Park  City,  Utah  435  655-6000 
Nutritional-supplement  manufacturer 

135.9 

13.9 

5.4 

35.2 

15.9 

26- 

-8 

26 

22 

288 

62  Big  5  Sporting  Goods  (BGFV)  El  Segundo,  Calif.  310  536-0611 

Athletic  equipment  and  apparel  retailer  for  the  fit  and  fashionable 

726.2 

29.7 

7.5 

36.1 

15.8 

28- 

-12 

25 

19 

567 

63  Certegy  (CEY)  Alpharetta,  Ga.  678  867-8000 

Check-processing,  credit,  e-banking,  and  other  financial  transactions 

1038.7 

102.2 

10.1 

2.1 

18.9 

37-24 

36 

23   2333 

64  Drew  Industries  (DW)  White  Plains,  N.Y.  914  428-9098 

Components  for  manufactured  homes  and  recreational  vehicles 

380.3 

22.2 

8.4 

125.9 

12.7 

41-15 

38 

18     383 

321.0      20.3  15.3        23.9        15.1         26-12       25       28      571 


66  American  Medical  Systems  (AMMD)  Minnetonka,  Minn.  952  930-6000      176.2      31.6  18.9     662.5         8.7         31-14       26       29     876 

Makes  medical  devices  for  urinary,  erectile,  and  prostate  conditions 


67  Daktronics  (DAKT)  Brookings,  S.D.  605  697-4000 
Signs  of  the  times:  It  makes  programmable  displays 

199.3 

17.0 

10.3 

34.3 

15.1 

28-14 

22 

25     407 

68  Apria  Healthcare  Group  (AUG)  Lake  Forest,  Calif.  949  639-2000 

1396.8 

116.0 

10.8 

29.5 

15.5 

32-23 

30 

14    1518 

69  Multi-Color  (LABL)  Cincinnati  513  381-1480 

No  one  tag  fits  this  producer  of  consumer-product  labels 

122.3 

6.9 

23.8 

25.5 

12.6 

23-12 

18 

17       111 

70  J.M.  Smucker  (SJM)  Orrville,  OH  330  682-3000 
Food  products  include  peanut  butter,  too 

1420.6 

112.4 

34.8 

63.9 

7.6 

54-36 

53 

24  2660 

71  Gen-Probe  (GPRO)  San  Diego  858  410-8000 
Diagnostic  products  for  testing  blood 


237.5      46.4 


20.1      176.6 


7.5 


40-15       40       43    1945 


72  Bright  Horizons  Family  Solutions  (BFAM)  Watertown,  Mass.  617  673-8000  •  491.7 
Child  care  for  employer-sponsored  programs 

21.6 

17.6 

29.9 

13.4 

52- 

-30 

45 

28 

590 

73  Encore  Acquisition  (EAC)  Fort  Worth,  Tex.  817  877-9955 

Amasses  and  exploits  oil  and  natural  gas  reserves  in  North  America 

223.6 

62.6 

25.6 

91.8 

7.4 

32- 

-17 

28 

14 

863 

74  Fossil  (FOSL)  Richardson,  Tex.  972  234-2525  • 
Producer  of  fashion  watches  and  other  accessories 

781.2 

68.3 

16.2 

9.4 

15.6 

26- 

-13 

25 

26 

1716 

75  Cooper  Cos.  (COO)  Pleasanton,  Calif.  925  460-3600  • 
Contact  lenses  and  women's  health-care  products 

427.5 

73.3 

28.4 

32.6 

11.5 

57- 

-28 

57 

25 

1844 

76  Respironics  (RESP)  Murrysville,  Pa.  724  387-5200 
Seller  of  respiratory  products 

730.5 

59.9 

19.4 

89.8 

10.0 

56- 

-35 

54 

31 

1831 

77  Matrix  Service  (MTRX)  Tulsa,  Okla.  918  838-8822 

Makes  and  maintains  storage  facilities  for  oil  and  chemicals 


598.8       12.9 


44.6       40.9 


8.6 


20-6 


11        15      188 


78  CARBO  Ceramics  (CRR)  Irving,  Tex.  972  401-0090  181.4      33.4 

Sells  ceramics  for  oil  production,  mineral  grinding,  and  metal  casting 


18.7        19.6       14.0         70-35      66        31   1045 
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Gert  Boyle,  Chairman 

Gert  took  the  reigns  of  her  family-run 

company  after  the  sudden  passing 

of  her  husband,  building  it  into  a 

world  premier  designer  of  skiwear, 

footwear,  and  outdoor  apparel. 

She  is  photographed  in 

the  company's  design  center 

at  corporate  headquarters 

in  Portland,  Oregon. 
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Her  idea,  captured. 

When  you've  got  a  hand  in  every  aspect  of  a  $950  million  sportswear  company, 

you  wear  a  lot  of  hats — most  of  them  you've  designed  yourself.  At  80, 

Columbia  Sportswear  Company's  Chairman  Gert  Boyle  has  more  passion  than  ever 

for  creating  outstanding  products...  and  infusing  her  2,000  employees  across  the  globe 

with  that  same  thirst  for  quality  and  functionality. 

The  Tablet  PC  shares  Gert's  passion  for  innovation,  giving  her  the  ability  to 

capture  inspiration  whenever  and  wherever  it  strikes.  With  the  Tablet  PC's  easy  user  interface, 

Gert  can  share  notes  and  sketches  with  her  renowned  design  team  quickly — regardless  of  where  in 

the  world  she  happens  to  be.  Because  in  the  great  outdoors  marketplace  that  is 

Columbia  Sportswear,  passion  has  no  limits,  and  neither  does  Gert. 


The  Tablet  PC.  It's  the  PC,  evolved. 
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In  the  hands  of  Gert  Boyle. 

It's  a  laptop.  It's  a  simple  pad  and  pen. 

It's  the  Tablet  PC  running 

Microsoft'  Windows    XP  Tablet  PC  Edition. 

microsoft.com/tabletpc 


Windows 

Tablet  PC  Edition 


:004  Microsoft  Corporation,  All  rights  reserved.  Microsoft,  Windows  and  the  Windows  logo  are  either 
?g  steied  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names  of 
actual  companies  and  product*  mentioned  herein  may  by  the  trademarks  of  their  respective  owners. 


HOT  GROWTH  COMPANIES 

COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
SMIL.         SMIL. 

THREE-YEAR  AVERAGES 

INCREASE (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA 

STOCK  PRICE                             M4RKF7 

52-WEEK                       P-E      VALUE 
HIGH -LOW     RECENT     RATIO     SMIL 

79  Medical  Action  Industries  (MDCI)  Hauppauge 

,  NY.  631 231-4600* 

125.7        9.4 

19.3        28.9        12.9 

23-11        18       20      182 

Manufacturer  of  disposable  surgical-related  products 


80  Gulf  Island  Fabrication  (GIF!)  Houma,  La  985  872-2100 

Builds  platforms  and  other  structures  for  offshore  oil  and  gas  drilling 


214.9       16.5 


22.4        54.3       10.4 


25  -  14       22 


100  Lifeline  Systems  (LIFE)  Framingham,  Mass.  508  988-1000  • 

In  emergencies,  its  service  sends  help  with  the  press  of  a  button 


120.3      10.6 


12.2        45.7 


11.1 


16     258 


81  Patina  Oil  &  Gas  (POG)  Denver  303  389-3600 
U.S.  petroleum  exploration  and  production 

445.6 

109.7 

34.7 

17.6 

12.2 

30- 

-14 

29 

19 

2002 

82  ResMed  (RMD)  Poway,  Calif.  858  746-2400  • 

Rest  well:  Its  products  diagnose  and  treat  sleep-disordered  breathing 

327.1 

55.0 

33.1 

39.6 

9.3 

51- 

-36 

51 

32 

1710 

83  JoS.  A.  Bank  Clothiers  (JOSB)  Hampstead,  Md.  410  239-2700  • 
Still  tailored  to  the  classy  professional,  it  now  offers  casual  wear 

299.7 

16.6 

13.5 

50.7 

12.6 

41- 

-16 

32 

21 

334 

84  ScanSource  (SCSC)  Greenville,  S.C.  864  288-2432 

Products  that  help  stores  cash-in  at  the  checkout  counter 

1112.0 

27.2 

26.6 

17.7 

12.5 

58- 

-21 

54 

26 

675 

85  Navarre  (NAVR)  New  Hope,  Minn.  763  535-8333 
Distributor  of  consumer  software,  music,  and  DVDs 

416.3 

6.1 

10.6 

49.5 

13.0 

10- 

-2 

10 

39 

260 

86  Techne  (TECH)  Minneapolis  612  379-8854 

Manufacturing  and  marketing  of  diagnostics  and  biotech  products 

158.2 

52.2 

11.9 

14.8 

15.8 

43- 

-24 

41 

32 

1672 

87  Gerrtex  (GNTX)  Zeeland,  Mich  616  772-1800  • 

Makes  automotive  and  fire-protection  safety  products 

483.0 

110.7 

17.5 

16.4 

14.4 

47- 

-29 

39 

28 

3013 

88  Finish  Line  (FINL)  Indianapolis  317  899-1022 
This  retailer  sports  the  latest  athletic  footwear 

985.9 

47.3 

13.5 

120.6 

10.6 

39- 

-16 

32 

16 

761 

89  Global  Payments  (GPN)  Atlanta  770  829-8000 
Processor  of  financial  transactions 

581.8 

60.2 

17.4 

36.2 

12.2 

51- 

-30 

47 

31 

1794 

90  RC2  (RCRC)  Bolingbrook,  III.  630  633-3000 

Die-cast  model  cars,  trains,  action-figures,  and  toys 

329.9 

38.5 

12.3 

84.4 

11.4 

31- 

-15 

27 

13 

477 

91  SigmaTron  International  (SGMA)  Elk  Grove  Village,  III.  847  956-8000 
Contract  manufacturer  of  electronics  products  and  components 

101.1 

6.3 

7.9 

102.2 

11.7 

34- 

-6 

11 

6 

40 

92  Cheesecake  Factory  (CAKE)  Calabasas  Hills,  Calif.  818  871-3000 
It  is  O.K.  to  have  dessert  first  at  their  chain  of  restaurants 

821.5 

61.9 

20.9 

22.0 

12.3 

49- 

-31 

44 

37 

2272 

93  American  Vanguard  (AVD)  Newport  Beach,  Calif  949  260-1200  • 
Its  pesticides  and  agricultural  chemicals  protect  crops 

124.9 

10.3 

16.9 

32.6 

12.3 

40- 

-11 

32 

29 

288 

94  Simpson  Mfg.  (SSD)  Dublin,  Calif.  925  560-9000  • 
Structural  connectors  used  to  build  homes 

591.6 

67.5 

13.9 

17.6 

14.5 

54- 

-34 

54 

20 

1304 

95  K-V  Pharmaceutical  (KVA)  Saint  Louis  314  645-6600 

Maker  of  generic  and  branded  drugs  and  drug-delivery  systems 

273.4 

45.0 

14.9 

20.0 

13.0 

28- 

-16 

25 

28 

1200 

96  Young  Innovations  (YDNT)  Algonquin,  III  847-458-5400  • 
Smile  services:  makers  of  dental  instruments  and  supplies 

78.7 

13.6 

14.0 

17.0 

14.0 

39- 

-20 

33 

23 

293 

97  A.C.Moore  Arts  &  Crafts  (ACMR)  Blackwood,  N.J.  856  228-6700 
Sells  hobby,  household  decoration,  and  holiday  supplies 

453.4 

18.1 

18.3 

39.5 

10.6 

30- 

-15 

27 

30 

523 

98  Quiksilver  (ZQK)  Huntington  Beach,  Calif.  714  889-2200  • 
Surf  and  snowboard  stores  and  clothing  lines 

1039.1 

61.1 

22.4 

23.6 

11.0 

23- 

-15 

22 

21 

1243 

99  Inter  Parfums  (IPAR)  New  York  212  983-2640 
Perfumes  and  cosmetics  manufacturing 

185.6 

13.8 

21.6 

26.8 

10.4 

33- 

-7 

22 

31 

413 

22-11        22       29     297 
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Treading  the  fine  line  between  investment  bank 
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And  think  tank. 
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Intelligence.  It's  what  we're  all  about.  Our  culture  is  defined 
by  the  diverse  thinking  and  creativity  we  bring  to  bear  on  each 
and  even'  one  of  our  clients'  needs.  And  the  more  complex  the 
problem,  the  more  we  relish  the  challenge. 


Thomas 


Gorton 


Investment  Banking 


MorganStanley 

One  client  at  a  time. 
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rments  and  services  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SI  PC.  Employee  names  have  been  changed  to  protect 
their  privacy.  Morgan  Stanley  and  One  Client  At  ATime  are  service  marks  of  Morgan  Stanley.  ©2004  Morgan  Stanley. 
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Women's  Tennis: 
Back  on  Serve 

Larry  Scott  inherited  a  WTA  in  disarray. 
^ow  the  tour  is  looking  sharper 


THE  IMPROBABLE  Mo- 
ment when  the  fortunes  of 
the  stumbling  women's 
tennis  tour  began  to  turn 
around  took  place  inside 
the  small  office  of  Wimble- 
don referees  last  June, 
rhere,  just  two  months  into  his  job  as 
:EO  of  WTA  Tour  Inc.,  Larry  Scott  gath- 
:red  a  handful  of  top  pros  and  laid  it  on 
he  line:  Work  together  to  step  up  efforts 
vith  sponsors,  fans,  and  the  media,  or  the 
;ame  would  continue  to  flag.  Says  Scott: 
I  told  them  the  definition  of  insanity  was 
loing  the  same  things  over  and  over  and 
;xpecting  a  different  result." 

Under  Scott,  the  tour  is  casting  off  its 
:razy  ways.  His  bridge-building  skills  are 
mifying  the  archipelago  of  entities— 
)layers,  tournaments,  management  com- 
>anies,  and  Grand  Slam  events— that  op- 
erate independently,  and  more  often  than 
lot,  at  odds.  As  a  result,  the  tour  is  stali- 
ng to  harness  its  potent  stable  of  sexy, 
tthletic,  and  bankable  stars.  "The  WTA  fi- 
lally  has  everyone  pulling  in  the  same  di- 
ection,"  says  Stephanie  Tolleson,  head  of 
ennis  for  management  powerhouse 
MG.  The  results  are  already  visible:  new 
sponsors,  more  prize  money,  and  even  a 
)%  boost  in  attendance  so  far  over  2003, 
vhich  saw  a  dip  from  2002. 
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SWEET  17  Can 

Sharapova 
win  fans  and 
sponsors? 

That's  not  to  say  women's  tennis  sud- 
denly is  serving  all  aces  as  the  French 
Open  gets  rolling.  An  epidemic  of  injuries 
has  left  the  tour  resembling  a  hospital 
ward  in  recent  months.  Serena  (knee  sur- 
gery) and  Venus  (muscle  strain)  Williams 


Scott's  Solid  Shots 

■  Restructured  operating  budget  and  turned  deficit  into  surplus 

■  Boosted  sponsor  revenues  by  15% 

■  Increased  prize  money  from  $52  million  to  $58  million 

■  Beefed  up  player  relations,  including  pre-tournament  access  to  media 

■  Increased  cooperation  with  both  ATP  Tour  and  the  Grand  Slam  events, 
including  TV  packages,  coordinated  Web  operations,  calendars,  media 
guides,  and  medical  services  for  players. 

■  Implemented  five-year  fiscal  plan 

Data:  BusinessWeek 


have  played  only  a  handful  of  events  since 
squaring  off  at  Wimbledon  last  summer, 
and  Serena  seems  less  interested  in  tennis 
than  in  her  acting  and  fashion  design  ca- 
reers. Top-ranked  Justine  Henin-Har- 
denne  lost  early  at  Roland  Garros  after 
being  sidelined  for  six  weeks  with  a  viral 
infection.  Second-ranked  Kim  Clusters 
won't  play  because  of  a  wrist  injury,  and 
gimpy  feet  have  kept  three-time  French 
Open  champ  Monica  Seles  off  the  tour  for 
a  year.  For  a  sport  dependent  on  person- 
alities and  rivalries,  that  spells  trouble. 

But  it  could  be  a  lot  worse— and  was. 
Scott  inherited  an  organization  in  disar- 
ray. When  he  took  over,  the  39-year-old, 
who  had  played  three  years  on  the  pro  cir- 
cuit and  spent  nine  years  as  COO  of  the 
men's  ATP  Tour  Inc.,  became 
the  WTA's  third  chief  in  six 
years.  Tour  revenues  were 
down  40%  in  2003  because 
global  sponsor  Sanex,  a  unit 
of  Sara  Lee  Corp.  that  makes 
body-care  products,  had 
pulled  out.  The  WTA  board 
spent  much  of  its  time 
squabbling,  and  the  tour  was 
running  a  seven-figure  budg- 
et deficit. 

To  clean  house,  Scott  has 
built  consensus  in  a  manner 
that's  drawing  comparisons 
to  Ladies  Professional  Golf 
Assn.  Commissioner  Ty  M. 
Votaw,  whose  business  savvy 
has  stabilized  women's  golf. 
"The  mentality  used  to  be: 
Let's  get  our  share,"  says 
Scott  of  the  me-first  attitude 
of  players  and  tournaments 
that  turned  sponsors  off.  "I 
want  the  WTA  to  have  a  repu- 
tation as  one  of  the  most 
sponsor-friendly  sports  in 
the  world."  Scott's  other  measures  include 
a  five-year  fiscal  plan,  streamlining  the 
board  from  11  members  to  8,  and  bringing 
in  a  professor  of  human  relations  from 
Harvard  Business  School  to  smooth  deci- 
sion-making. 

Most  important,  Scott  has  jettisoned 
the  idea  of  a  global  sponsor,  instead  break- 
ing the  tour's  properties  apart  by  region  to 
squeeze  as  much  out  of  the  brand  as  pos- 
sible. The  tour  has  sealed  deals  worth  $15 
million  over  five  years  with  appliance 
maker  Whirlpool  in  Europe,  Dubai  Duty 
Free  in  the  Asia  Pacific/  Africa/Middle 
East  region,  and  media  company  Tom 
Group,  a  subsidiary  of  Hong  Kong-based 
Hutchison  Whampoa,  in  China.  Sponsor 
dollars  are  15%  higher  than  when  Sanex 
was  on  board.  Prize  money  is  up  from 
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about  $52  million  last  year  to  $58  mil- 
lion in  2004.-  tour  officials  say. 

Scott  also  has  shown  a  deft  political 
touch.  He  persuaded  the  WTA  board  to 
restructure  the  tour's  budget— now  in 
the  black— so  that  players  and  tourna- 
ments receive  their  share  of  sponsor 
money  only  after  the  WTA  meets  its  op- 
erating and  marketing  costs.  He  has 
made  pre-tournament  interview  ses- 
sions mandatory  and  enlisted  stars  to 
make  more  appearances  for  sponsors. 
"Anything  Larry  has  asked  us  to  do  has 
made  sense,"  says  two-time  Wimble- 
don and  U.S.  Open  champ  Venus 
Williams,  who  at  Scott's  urging  has  met 
with  potential  sponsors  such  as  Voda- 
fone  Group  PLC  and  Bed  Bath  &  Be- 
yond Inc.  "He  has  a  handle  on  what  our 
brand  is  all  about  and  what  we  can  offer 
in  the  marketplace." 

"FEMININE  SIDE" 

CRITICS  OF  TENNIS  as  a  business  have 
long  pointed  out  that  it  lacks  a  major  U.S. 
TV  broadcast  deal  because  each  tourney 
controls  its  own  rights.  Ratings  for 
women's  tennis  on  ESPN  have  been  flat 
or  in  decline  for  the  past  couple  of  years, 
and  the  U.S.  Open  women's  final  has 
slipped  in  2002  and  2003.  Insiders  say 
Scott  played  an  important  behind-the- 
scenes  role  in  helping  the  U.S.  Tennis 
Assn.  cobble  together  its  recently  un- 
veiled U.S.  Open  Series.  The  novel  TV 
package  groups  10  formerly  independent 
men's  and  women's  tournaments  on  CBS, 
ESPN,  and  NBC  leading  up  to  the  Open, 
providing  more  coherence  for  fans. 

Scott  is  also  troubled  by  the  rash  of 
injuries.  He  is  looking  at  everything 
from  pushing  back  Januarys  Australian 
Open  a  week  or  two  to  allowing  top 
players  to  compete  less  and  still  main- 
tain their  rankings. 

Some  insiders  worry  that  the  tour's 
pipeline  of  emerging  stars  is  dangerous- 
ly thin.  With  head-turners  like  Martina 
Hingis  and  Anna  Kournikova  either  re- 
tired or  close  to  it,  the  tour  is  banking  on 
relatively  unproven  newcomers  such  as 
sassy  17-year-old  Russian  Maria  Shara- 
pova  to  keep  sponsors  and  fans  engaged. 
Sharapova  has  been  featured  in  the 
tour's  "Get  In  Touch  With  Your  Femi- 
nine Side"  marketing  campaign  and  will 
be  among  the  first  subjects  of  a  new 
magazine-style  TV  show  debuting  on  the 
Tennis  Channel  this  summer.  "You  can't 
fabricate  the  personality  factor,"  con- 
cedes Scott.  But  as  he's  demonstrating, 
you  can  play  to  your  strengths— and 
boost  your  chances  of  winning.  ■ 

-By  Douglas  Robson  in  Paris 
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ROONEY 

A  decade-long 
fight  against 
"ungodly" 
health-care  costs 


Making  Hospitals 
Cry  Uncle 

Has  insurer  J.  Patrick  Rooney  found  an 
unorthodox  way  to  turn  up  the  heat? 


CONSERVATIVE  MILLION- 
aire  J.  Patrick  Rooney  is 
on  a  mission  from  the 
Almighty:  Bring  down 
crushing  and  "ungodly" 
health-care  costs.  For 
more  than  a  decade,  he 
has  worked  to  replace  traditional  insur- 
ance with  tax-free  health  savings  ac- 
counts (HSAs),  which  people  can  use  to 
pay  for  their  own  medical  care.  "I'm  do- 
ing the  right  thing,  and  I  think  the  Lord 
will  be  pleased  about  it,"  he  says. 

Using  his  fortune  to  open  doors  in 
Washington,  Rooney  has  relentlessly 
preached  his  gospel.  Last  year,  Congress 
saw  the  fight:  GOP  lawmakers  inserted  a 
$6.4  billion  tax  break  for  HSAs  into  a 
Medicare  prescription-drug  bill.  And  a 


recent  survey  by  Mercer  Human  Re- 
source Consulting  says  75%  of  employers 
are  likely  to  offer  the  accounts  by  2006. 
A  courtly  76-year-old,  Rooney  has 
never  hidden  the  fact  that  he  stood  to 
profit  from  his  crusade.  After  pioneering 
HSA  sales  with  his  old  company,  Golden 
Rule  Insurance,  he  sold  out  to  United- 
Health Group  Inc.  for  $893  million  just 
before  Congress  passed  the  tax  break.  He 
promptly  founded  Medical  Savings  In- 
surance Co.  to  sell  more  HSAs. 

PR  HARDBALL 

BUT  ROONEY  ISN'T  relying  on  just  the 
power  of  his  ideas  and  political  connec- 
tions to  make  his  company  profitable. 
The  Indianapolis-based  insurance  entre- 
preneur also  is  backing  a  nonprofit  group 
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hat  uses  hardball  tactics  to  get  hospitals 
o  cut  prices.  The  nonprofit,  called  Conse- 
o  de  Latinos  Unidos,  campaigns  on  be- 
lalf  of  uninsured  Hispanics. 

Last  year,  Consejo  pressured  the  na- 
ions'  No.  2  hospital  system,  Tenet 
iealthcare  Corp.,  to  cut  rates  for  unin- 
;ured  patients  and  revamp  its  collection 
jractices.  At  the  same  time,  Rooney's 
Medical  Savings  won  about  $2  million  in 
lebt  forgiveness  from  Tenet. 

Now,  Consejo's  leader,  Republican 
itrategist  K.B.  Forbes,  has  turned  his  atten- 
ion  to  Florida.  Hospitals  being  pilloried 
here  say  Rooney's  company  owes  them 
nillions  in  unpaid  bills,  too.  And  Rooney 
las  suggested  that  a  new  Consejo  target— 
iCA  Inc.,  America's  largest  hospital  oper- 
itor— could  take  a  lesson  from  Tenet  and 
hake  its  bad  press  by  cutting  a  deal  to  for- 
nve  Medical  Savings'  debts. 

Rooney,  who  pledged  seed  money  to 
Consejo  and  hired  a  Washington  public 
elations  firm  to  draw  attention  to  its 
ause,  says  he  doesn't  control  Forbes. 
K.B.  has  to  paddle  his  own  canoe," 
looney  says.  Besides,  says  Rooney,  his 
hive  to  cut  health-care  costs,  especially 
lospital  fees,  is  about  more  than  money: 
t's  a  moral  crusade.  As  such,  he  makes  no 
ipologies  for  unorthodox  methods. 

VRM-TWISTING? 

rHAT  INCLUDES  BACKING  Forbes,  a 
metime  Medical  Savings  employee. 
Forbes  presents  himself  as  an  advocate 
)f  the  consumer,"  says  Linda  S.  Quick, 
)resident  of  South  Florida  Hospital  & 
lealthcare  Assn.  But  Consejo  "seems  to 
>e  initiated  and  financed  by  Rooney  and 
)thers  selling  individual  insurance." 

With  his  folksy  demeanor,  Rooney 
■omes  across  as  an  endearing  do-gooder, 
ie  is  also  one  of  the  most  powerful  voic- 
es on  the  Right.  Since  he  pioneered  HSAs 
n  1990,  Rooney,  his  family,  and  employ- 
es have  poured  more  than  $5  million 
nto  Republican  causes. 

Rooney's  new  model  of  health  coverage, 
vhich  has  won  support  from  President 
jeorge  W  Bush,  replaces  traditional  in- 


surance with  tax-free  health  savings  ac- 
counts and  high-deductible  policies.  The 
argument:  If  patients  must  pay  out-of- 
pocket  for,  say,  the  first  $1,000  in  bills,  they 
will  seek  more  cost-effective  care.  That, 
Rooney  maintains,  will  unleash  market 
forces  to  hold  down  costs.  Big  insurers,  in- 
cluding Aetna  Inc.  and  many  regional  Blue 
Cross  Blue  Shield  Assn.  plans,  began 
rolling  out  HSAs  this  year. 

For  hospitals,  the  plans  pose  a  threat: 
bad  debts.  Patients  accustomed  to  first-dol- 
lar coverage  find  they  must  pay  before  in- 
surance kicks  in,  and  many  don't  In  April, 
HCA  blamed  a  rising  tide  of  unpaid  bills 
for  its  soft  first  quarter. 

It's  not  just  patients  who  aren't  paying. 
Medical  Savings  routinely 

marks  down  its  policyhold-    WTK  j  CZs\r\    w  7» 
ers'  hospital   bills  by  as       py<jOO,  WC 
much  as  80%.  "Yes  indeed,    J}ay£  tD  nOlQ 
we're  making  unilateral  de-      ^  .      •■ 

cisions,"  Rooney  says.  "But    tllC  JlOSpltcUS 
by  God,  we  have  to  hold  the    /4/^A^7T1  f->^  0 
hospitals  down  to  a  reason-    CIO  W 11  LO  d 
able  price."  Medical  Savings    «<pn  cfYn  oV\1  p 
tells  providers  to  accept  its 
checks  as  full  payment— or 
collect  from  patients. 

But  as  Forbes  has  dem- 
onstrated, hospitals  pursu- 
ing low-income  patients  are  vulnerable  to 
attack.  Last  year,  Consejo  stoked  press  cov- 
erage of  poor  patients  being  hunted  down 
by  bill  collectors.  "Nobody  wants  these 
cases  where  someone  was  sick  and  the  big, 
bad  hospital  is  suing  them,"  says  Richard 
Morrison,  a  vice-president  at  Orlando's 
Adventist  Health  System,  which  says 
Medical  Savings  owes  it  some  $1  million. 

Consejo  zeroed  in  on  Tenet  in  2001  after 
Forbes  uncovered  examples  of  bare- 
knuckle collection  practices— such  as  a  hen 
on  a  Louisiana  patient's  beat-up  mobile 
home.  His  timing  was  perfect.  Tenet  was 
trying  to  acquire  hospitals  in  four  cities 
and  had  drawn  fire  from  the  feds  over  its 
Medicare  billing.  At  critical  junctures, 
Forbes  would  trot  out  patients  to  portray 
Tenet  as  intent  on  gouging  the  poor.  Tenet 
lost  three  of  the  acquisition  deals. 


price 


J5 


Behind  the  scenes,  Tenet  was  in  talks 
with  Medical  Savings  over  its  unpaid  bills. 
In  January,  2003,  Tenet  caved.  It  forgave 
nearly  all  of  Medical  Savings'  debt  and 
lowered  prices  for  the  uninsured.  In  re- 
turn, Consejo  dropped  10  lawsuits.  The 
deals  with  Consejo  and  Rooney  were 
"contemporaneous  and  simultaneous,"  a 
Tenet  executive  says. 

Like  Tenet,  HCA  has  sought  a  truce.  In 
mid-2003,  Chairman  and  CEO  Jack  O. 
Bovender  Jr.  set  up  a  meeting  with  Rooney 
to  explain  HCA's  discount  policy  in  hopes 
that  Rooney  would  persuade  Forbes  to 
back  off.  But  prior  to  the  meeting,  Rooney 
forwarded  a  memo  to  Bovender  from 
Medical  Savings  President  Randy  Suttles 
that  drew  parallels  between 
HCA's  situation  and  Tenet's. 
In  the  memo,  which  HCA 
made  available  to  Business- 
week, Suttles  notes  that  Tenet 
had  shaken  some  of  its  bad 
press  after  making  a  deal 
with  Medical  Savings.  "HCA 
is  in  similar  circumstances," 
Suttles  wrote.  A  livid  Boven- 
der canceled  the  meeting. 

When  asked  about  the  e- 
mail  to  Bovender,  Rooney 
says:  "The  one  thing  hospi- 
tals can't  afford  is  a  loss  of  public  trust." 
And  he  isn't  afraid  to  get  in  their  faces.  "If 
we  go  to  the  hospital  and  beg,  they'll  say: 
We'll  give  you  20%  off,' "  says  Rooney. 
"Well  phooey— that' s  still  an  outrageous 
price.  And  we're  not  going  to  pay  it"  In- 
deed. More  than  20  Florida  hospital 
groups— including  HCA— are  suing  Med- 
ical Savings  for  some  $7  million  in  over- 
due payments. 

HCA  and  other  Florida  hospitals  figure 
they  have  better  odds  of  bucking  Forbes 
and  Rooney  than  Tenet  did:  They're  not 
under  serious  regulatory  scrutiny,  and 
they're  moving  to  help  the  uninsured. 
Rooney  paints  a  different  picture,  saying 
hospitals  are  lining  up  to  deal:  "Tenet  is 
not  the  only  one."  Both  he  and  Forbes— in- 
dependently, of  course — predict  victory.  II 
-By  Lorraine  Woellert  in  Washington 


A  Little  Help  from  a  Nonprofit? 


FALL, 2000  Talks  breakdown 
between  health-care  insurer 
Medical  Savings  and  hospital 
operator  Tenet  over  some 
$2  million  in  unpaid  bills. 

JANUARY,  2001  With 

$100,000  in  pledges  from  J. 


Patrick  Rooney's  Fairness 
Foundation,  which  shares  an 
address  with  Rooney's 
Medical  Savings,  K.B.  Forbes 
launches  nonprofit  Consejo 
to  fight  for  the  health-care 
rights  of  lower-income, 


uninsured  Hispanics. 

JANUARY,  2002  Thanks  in 
part  to  a  PR  firm  hired  by 
Rooney,  newspapers  start 
running  positive  stories 
about  Consejo. 

FEBRUARY,  2002  Consejo 


sues  Tenet  on  behalf  of  the 
uninsured. 

WINTER,  2002  Forbes  takes 
credit  for  upsetting  Tenet's 
bid  to  buy  three  hospitals. 
Tenet  CEO  Jeffrey  Barbakow 
tries  to  enlist  Rooney's  help 


in  dealing  with  Forbes. 

I  JANUARY-FEBRUARY,  2003 

Tenet  forgives  about 
$2  million  owed  by  Medical 
I  Savings  and  reaches  a  deal 
with  Consejo  to  charge  the 
uninsured  discounted  rates. 
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COMMENTARY 


BY  LOUIS  LAVELLE 


CalPERS:  Too  Fierce? 

Why  its  good-governance  crusade  may  now  be  doing  more  harm  than  good 


AT  PROGRESSIVE  Corp.'s 
shareholder  meeting  in  April, 
CEO  Glenn  M.  Renwick  was  up 
for  reelection  to  the  board,  but 
the  California  Public  Employ- 
ees' Retirement  System  wasn't  going 
along.  The  giant  pension  fund  withheld 
support  for  him,  citing  a  "business  rela- 
tionship" that  could  impair  his  judgment 

A  sweetheart  deal?  Lucrative  consulting  con- 
tract? Not  quite.  Progressive  last  year  bought 
software  from  Fiserv  Inc.,  where  Renwick  is  a 
director.  The  cost:  $3,595— a  measly  0.0001% 
of  FiseiVs  revenues. 

If  Renwick  is  miffed,  he's  not  saying;  he  de- 
clined comment  But  he's  in  good  company.  At 
2,400  companies  this  year,  90%  of  its  portfolio, 
CalPERS  is  withholding  support  for  directors- 
many  whose  sins  are  exceedingly  small. 

Most  are  audit  committee  members  who  let 
auditors  consult— which  can  be  an  incentive  to 
overlook  problems.  Others  have  attendance 
gaps  or  minor  conflicts.  CalPERS  wants  to  bring 
such  issues  to  the  fore.  Says  spokeswoman  Pa- 
tricia K.  Macht:  "Our  way  to  vote  our  con- 
science is  to  cast  our  protest  vote  against  J^  Jl^S 
those  directors."  11     J     "U 

If  CalPERS  wants  the  attention  of    pUUeQ.  the 
wayward  directors,  it  has  it  But  if  it  wants    t~Jlirr/-vri 
lasting  change,  targeting  the  worst  would    P*  Ug  Oil 
be  better.  By  faulting  everyone,  CalPERS    Qf)%  ofltS 
risks  marginalizing  its  voice— becoming    ^ 
the  pension  fund  that  cried  wolf.  DOcLTQS 

What's    more,   CalPERS'    approach    ^^^^^^^ 
could  backfire.  The  Securities  &  Ex-    ^^^^^^m 
change    Commission    is    considering 
making  it  easier  for  shareholders  to  nominate  board  candi- 
dates. Business  interests  are  furious,  saying  the  move  would 
cause  chaos.  CalPERS'  no-vote  campaign  confirms  their  worst 
fears  and  gives  them  a  potent  argument  against  one  of  the  most 
important  reforms  to  come  along  in  decades.  Says  John  J. 
Castellani,  president  of  the  Business  Roundtable:  "If  s  a  broad- 
based  agenda  that  has  gone  too  far." 

Moreover,  Castellani  and  others  say  that  reflects  CalPERS' 
pro-labor  agenda.  They  point  to  its  attack  on  Safeway  Inc.,  right 


on  the  heels  of  a  bruising  supermarket  strike.  Union-dominat- 
ed CalPERS  withheld  support  for  CEO  Steven  A.  Burd  and  two 
directors  with  business  ties  to  the  grocer,  all  of  whom  won  re 
election  anyway.  CalPERS  acted  after  Safeway  had  already 
agreed  to  replace  three  other  board  members,  leading  some  to 
conclude  that  the  attack  was  payback  for  Safeway's  tough  strike 
stance.  Says  Kevin  A  Hassett,  director  of  economic  policy  stud- 
ies at  American  Enterprise  Institute:  "This  is  shareholder  ac- 
tivism designed  to  further  labor's  ends." 

In  theory,  CalPERS'  position  on  auditors  who  consult  is  right: 
They  shouldn't  But  not  every  company  that  permits  it  is  equally 
wrong.  It  makes  sense  for  auditors  to  do  some  nonaudit  work, 
such  as  tax  services.  That's  why  Congress  made  that  exception  in 
the  Sarbanes-Oxley  Act,  subject  to  many  safe- 
guards. And  while  consulting  fees  that  exceed 
audit  fees  are  a  problem,  that's  not  the  case  at 
every  company  cited  by  CalPERS.  At  Coca-Cola 
Co.  and  BusinesdVeek  parent  McGraw-Hill  Cos., 
CalPERS  targeted  audit  committee  members 
even  though  consulting  fees  at  both  companies 
declined  in  2003,  represented  less  than  half  of 
all  fees,  and  were  mostly  for  tax  services. 

CalPERS'  tough  stand  on  director  conflicts 
also  makes  sense — except  when  they  no  longer 
exist  At  Verizon  Communications  Inc. 
CalPERS  targeted  Sandra  O.  Moose,  citing  the 
company's  relationship  with  her  former  em- 
ployer, Boston  Consulting  Group.  But  that  re- 
lationship ended  more  than  three  years  ago, 
which  eliminates  the  conflict  under  New  York  Stock  Exchange 
rules.  At  Lockheed  Martin  Corp.,  CalPERS  had  James  R. 
Ukropina  in  its  crosshairs  because  the  company  gets  legal  serv- 
ices from  his  former  law  firm.  He  left  the  firm  in  2000. 

CalPERS  says  it  wants  errant  companies  to  change;  50  already 
have  or  are  mulling  improvements,  including  Gap  and  American 
Express.  Exceptions  for  some  directors  would  weaken  the  cam- 
paign, argues  Macht:  "We'd  be  accused  of  having  sacred  cows." 
True,  CalPERS  isn't  alone  in  its  hard-nosed  approach.  And 
with  thousands  of  companies  to  evaluate  it's  tempting  to  let  the 
data  decide.  But  a  dogmatic  approach  weakens  CalPERS'  cred- 
ibility and  tars  companies  that  are  making  progress.  A  targeted 
approach  can  work  just  as  well.  Consider  that  building-trades 
union  funds  raised  the  consulting  issue  at  33  companies,  and  21 
agreed  to  changes— all  without  a  single  protest  vote. 

Teddy  Roosevelt  would  call  that  speaking  softly  and  carrying 
a  big  stick.  It's  a  lesson  CalPERS  would  do  well  to  learn.  ■ 


BiMni'\s\\H"k  oiiliiH 


For  companies  and  directors  on  the  CalPERS 
list  go  to  vvww.businessweek.cxHTi/rnagazine/extra.htm 
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Before  Centra. 


90%  user  resistance 


10%  user  adoption 
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After  Centra. 


Look  at  the  facts.  You'll  see  that  Centra's  solution  for  Enterprise  Application  Rollout  dramatically  improves 
global  development,  deployment  and  adoption  of  IT  systems.  Developers  engage  end  users  early  and  often. 
Stakeholders  stay  in  the  loop.  Users  get  trained.  Change  gets  managed.  All  online.  In  real  time.  This  isn't 
typical  after-the-fact  training.  Or  any  Web  conferencing  toy.  THIS  IS  COLLABORATION.  THIS  IS  CENTRA. 


a  Centra 

Get  work  done  like  never  before 


READ  OUR  SUCCESS  STORIES.  MAKE  YOURS  ONE  OF  THEM.  CENTRA.COM 
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COMMENTARY 


BY  JENNIFER  MERRITT 


This  Outgoing  Dean  Gets  an  A-Plus 

Feldberg  tapped  Wall  Street's  expertise-and  wallets— for  Columbia's  B-School 


MENTION  COLUMBIA  Busi- 
ness School  and  Wall  Street 
nearly  always  comes  to 
mind.  The  school's  links  to 
New  York  City's  elite  down- 
town financial  firms  are  legendary-— more 
than  50%  of  the  B-school's  MBA  grads  se- 
cure finance  jobs.  Among  Columbia's  ac- 
tive—and check-writing— alumni  are  the 
likes  of  Henry  Kravis,  Sallie  Krawcheck, 

and  Mario  Gabelli.  The  school's  faculty  boasts  former  Presi- 
dential advisers  and  Nobel  prize  winners.  And  Co- 
lumbia's executive  programs  consistently  win  the  g g 
praise  of  the  world's  biggest  companies.            ^L    // 

With  a  resume  like  that,  it's  hard  to  recall  * 

the  bad  old  days  in  the  1980s  when 
mediocre    admissions    standards, 
crumbling  building,  and  an  also-ran 
reputation  in  the  business  and  aca- 
demic worlds   had   driven   away 
alumni  support  A  paltry  $16  million 
endowment  reinforced  the  decline. 
Faculty  infighting  was  rampant 

That  was  all  before  Meyer  Feld- 
berg. The  debonair,  high-energy 
South  African  took  over  as  dean  in 
1989  and  reshaped  the  school  over  the 

Turnaround  Artist 

In  1989,  Meyer  Feldberg  inherited  an  institution  without  direction,  money,  or  much  respect. 
Here's  the  legacy  he  leaves  upon  retirement  from  Columbia  Business  School: 

THEN...  ..AND  NOW 

ENDOWMENT    A  paltry  $16  million,  lower  than  most  schools  A  $280  million  nest  egg  puts  it  among  the  highest 

SELECTIVITY  47%  of  all  applicants  admitted,  with  just  2,500  applying  Only  11%  to  13%  admitted  in  past  four  years,  with  about  6,500  applying 

COMMUNITY  Unfocused  curriculum;  homogeneous  student  body  Finance-oriented  with  a  global  focus;  students  are  30%  international 

FACILITIES  A  crumbling,  roach-infested  Uris  Hall;  limited  space  $41  million  new  building  and  a  $20  million  refurbishment  of  Uris  Hall 

ALUMNI  Successful  alums  shunned  school  and  rarely  gave  money  Board  includes  Henry  Kravis  and  Russ  Carson;  alums  have  donated  millions 


next  15  years.  Now,  at  62,  he's  retiring,  leaving  the  impressiv 
turnaround  as  his  legacy.  All  along,  it  was  Feldberg's  goal  to  ere 
ate  the  "quintessential  business  school  in  the  quintessential  bus 
ness  city."  On  this,  he  never  backed  down. 

It  was  a  classic  case  of  strong  leadership.  He  was  able  to  ir 
spire  others  to  follow  and— better  yet— contribute  to  the  schoo 
He  wrangled  support  from  alums  who  helped  rebuild  th 
school's  reputation  and  expand  its  endowment  to  $280  million- 
a  more  than  sixteenfold  increase.  "Meyer  had  the  vision  and  th 
energy  and  capability  to  execute  [it],"  says  Russell  L.  Car 
son,  a  1967  grad  who  is  a  partner  in  private  equity  firr 
Welsh,  Carson,  Anderson  &  Stowe  and  a  member  of  th 
school's  board.  Yet  his  influence  went  beyond  Colum 
bia's  gates;  deans  across  the  B-school  world  have  sine 
followed  his  lead  in  globalizing  curriculum  and  forgin 
international  partnerships. 
Feldberg,  who's  known  for  his  signature  suspender? 
colorful  shirts  and  ties,  and  a  gift  for  persuasion  isn 
shy  about  taking  his  share  of  credit  It's  true,  h 
says,  that  "the  faculty,  students,  alumni,  and  th 
board  feel  great  about  Columbia  Business  Schoc 
now.  But  a  lot  of  things  had  to  happen  first. 
Soon  after  he  arrived,  Feldberg  made  three  de 
cisions  that,  at  the  time,  seemed  risky— eve 
downright  foolish— but  that  would  ultimatel 
shape  the  character  and  success  of  the  schoo! 
First,  long  before  it  was  faddish,  Feldben 
decided  to  go  global.  After  all,  he  had  com 
from  halfway  around  the  world  and  had  see 
the  dangers  mat  arise  when  a  country  is  cut  of 
from  the  international  community.  So  he  se 
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INTRODUCING  AMERICA'S 
GREENEST*  AUTOMOTIVE  FACTORY. 


It's  surrounded  by  100  acres  of  reclaimed  green  space,  new  wetlands  and  wildlife  habitats. 


It  employs  "Fumes-to-Fuel"  technology,  using  paint  fumes  to  power  fuel  cells  to  produce 


electricity.  Ford's  brand-new  Dearborn  Truck  Plant  at  the  Rouge  Center  is  regenerating 


the  air,  water  and  soil  -  while  producing  280,000  F-150s  a  year.  The  truck  like  no  other  is 


built  in  a  factory  like  no  other.  A  factory  so  amazing,  in  fact,  we  give  tours.  Call 


1-800-TELL-A-FRIEND  to  schedule  yours.  New  technology  creating  greener  vehicles,  cleaner 


factories.**  Read  more  about  the  Rouge  and  Ford's  other  environmental  initiatives  on 


fordvehicles.com/environment. 


The  new  Dearborn  Truck  Plant  at  the  Rouge  Center 


'Based  on  Gold  LEED  Award,  Clean  Air  Excellence  Award  from  U.S.  EPA  for  our  "Fumes-to-Fuel"  technology,  Wildlife 
Habitat  Council  Certification,  Natural  Storm  Management  System  and  World's  Largest  Living  Roof.  **Based  on  Focus 
PZEV  and  Escape  Hybrid  increased  fuel  economy  and  lower  emissions  and  the  award-winning  Dearborn  Truck  Plant. 


about  to  recraft  the  school's  curriculum, 
push  faculty  research  beyond  U.S.  bor- 
ders, and  reshape  the  student  body  into  a 
more  cosmopolitan,  internationally  fo- 
cused group.  All  the  while  he  was  wooing 
back  alums  in  international  trade,  like 
Liz  Claiborne  Inc.'s  then-chief  executive, 
Jerome  Chazen,  who  could  appreciate  the 
message— and  gave  Feldberg  his  first  big 
gift,  $10  million,  to  get  the  effort  going. 
Today  most  students  in  the  MBA  pro- 
gram speak  two  or  more  languages  and 
have  lived  or  worked  abroad.  There  are 
25  joint  programs  with  international 
schools,  including  an  Executive  MBA 
program  with  London  Business  School. 

Pledging  Allegiance 

FELDBERG'S  NEXT  BIG  gamble  was  to 
hitch  Columbia's  academic  and  intellec- 
tual wagon  to  the  field  of  finance.  Back 
then,  investment  banks  barely  noticed 
Columbia,  instead  plucking  grads  from 
Harvard  University  and  the  University  of 
Chicago.  But  Feldberg  insisted  that,  de- 
spite a  recession  that  was  hitting  the  sec- 
tor hard,  finance  was  the  most  global  of 
all  industries— and  the  easy  commute 
from  Wall  Street  to  116th  Street  made  Co- 
lumbia a  natural. 

Then  Feldberg  made  another  bold 
move:  Just  weeks  after  the  notorious 
Central  Park  Jogger  incident  in  1990,  he 
declared  Columbia's  allegiance  to  New 
York  City.  "People  really  thought  I  was 
nuts  then,"  he  says.  "The  New  York 
economy  was  in  the  toilet,  there  was 
crack  all  around,  people  were  getting 
shot  in  the  streets  and  raped  in  the 
parks."  Even  in  the  face  of  board  pres- 
sure that  the  school  decamp  for  a  north- 
ern suburb,  Feldberg  toughed  it  out  and 
"got  lucky,"  he  says.  Soon  after,  the  city 
rebounded  and  Wall  Street's  money  en- 
gine went  into  overdrive.  Top-notch  pro- 
fessors, like  economist  and  Nobel  winner 
Joseph  E.  Stiglitz,  joined  the  faculty. 
What's  more,  even  as  the  city  faced  some 
downs— particularly  the  devastation  af- 
ter September  11  and  the  aftermath  of 
numerous  Wall  Street  scandals— Colum- 
bia has  managed  to  keep  an  even  keel. 

For  Columbia's  new  dean,  R.  Glenn 
Hubbard,  there  are  still  plenty  of  chal- 
lenges, from  finding  more  space— the 
school  is  already  outgrowing  its  new 
building— to  teaching  global  business  in 
a  more  anxious  world.  Lucky  for  him, 
Feldberg  laid  a  solid  foundation.  II 


liiiMiH'>s\\(M'k  online 


For  Feldberg  s  lessons 
on  how  to  turn  around  a  B-school,  go  to 
businessweek.com/magazine/extra.htm 
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Finance  Bankin. 


Look  Out 
Below,  Lenders 

The  end  of  the  mortgage  boom  is  nigh- 
and  it  could  get  ugly  for  banks  and  thrifts 


IN  MOST  MARKETS— BE  IT  STOCKS, 
bonds,  or  commodities— most  par- 
ticipants never  realize  the  market 
has  topped  until  it's  too  late.  But 
for  banks  and  the  rest  of  the  na- 
tion's mortgage  lenders,  the  sig- 
nals are  as  clear  as  can  be.  It's  be- 
coming painfully  evident  that  the 
current  surge  in  hous- 
ing activity  probably 
represents  the  blow-off 
to  a  four-year  party. 

The  latest  evidence: 
The  Commerce  Dept.'s 
May  26  report  that 
sales  of  new  single- 
family  homes  fell 
11.8%— the  biggest 
monthly  drop  in  a 
decade.  Mortgage  de- 
mand could  decline 
even  more  sharply  in 
coming  months.  Al- 
ready, refinancing  ac- 
tivity is  down  more 
than  half  from  2003's 
record  pace.  And  over- 
all mortgage  origina- 
tions could  tumble 
36.5%  in  2004,  to  $2.4 
trillion,  and  an  addi- 
tional 28%  in  2005  as 
demand  for  housing 
cools  and  refis  dry  up, 
says  Doug  Duncan, 
chief  economist  for  the 
Mortgage  Bankers 
Assn.  (MBA). 

Tally  it  all  up,  and  it 
may  not  be  a  pretty 
sight  for  the  financial 
sector.  Richard  X.  Bove, 
bank  analyst  for  Hoefer 


THE  IMPACT  OF 
RISING  RATES 


Demand  for  mortgages  will  slow. 

BILLIONS  OF  DOLLARS 
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...the  refi  boom  will  end. 

BILLIONS  OF  DOLLARS 


...and  buyers  will  shift  to  ARMs 
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&  Arnett  Inc.,  a  San  Francisco  brokerage 
expects  bank  and  thrift  profits  to  grow  by 
as  little  as  6%  this  year  and  a  mere  5% 
2005,  after  years  of  20%-plus  growth 
Two  new  forces  are  likely  to  play  hav< 
with  bank  profits:  a  margin  squeeze 
the  Federal  Reserve  raises  short-te 
funding  costs  and  the  rise  in  mortgage 
delinquencies  and  de- 
faults among  borrow 
ers— many    of    them 
with  weak  credit— who 
have    opted    for    ad- 
justable-rate       mort- 
gages. Says  Bove:  "At 
the  risk  of  a  little  hyper 
bole,  2005  is  going  to 
be  a  bloodbath." 

Just  how  much  pain 
will  an  industry  con- 
traction cause?  Plenty, 
for  the  simple  reason 
that  the  nation's  banks 
and  thrifts  have  in- 
creasingly staked  their 
loan  portfolios  on  the 
mortgage  and  home- 
equity  businesses.  Over 
the  past  year,  banks 
have  raised  their  hold- 
ings of  residential 
mortgages  by  some 
$125  billion,  to  $1.35 
trillion,  or  about  18%  of 
their  assets.  At  the  same 
time,  home-equity 
loans  have  soared  by 
36%  over  the  past  year, 
to  a  record  $324  billion. 
To  handle  these  loan 
volumes,  lenders  have 
built  up  huge  infra- 
structures. According  to 
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AT  THE  PEAK 

Housing  may 
have  hit  a 
high-water 
mark  this 
spring 


ie  MBA,  total  mortgage-related  employ- 
ent  has  risen  by  120,000  since  2001. 

Now  it  looks  likely  that  banks  and 
irifts  will  have  to  drastically  pare  back 
1  those  extra  workers.  Indeed,  the  Seat- 
;  thrift,  Washington  Mutual  Inc.,  laid  off 
900  in  the  first  quarter  after  eliminating 
500  in  the  prior  four  months,  with  most 
■the  cuts  coming  in  the  firm's  mortgage 
nding  departments.  And  the  end  of  the 
lortgage  boom  is  likely  to  trigger  a  deep- 
■  shakeout  within  the  industry.  "There 
e  a  lot  of  regional  banks,  brokers  and 
lortgage  banks  that  built  their  opera- 
ans  on  refinancings,"  notes  Joe  Ander- 
>n,  a  senior  managing  director  at  Coun- 
ywide  Financial  Corp.  "When  that 
jsiness  goes  away  and  the  margins 
rop,  they  don't  have  other  options." 

The  consolidation  is  already  begin- 
ing:  In  mid-May,  Citigroup  acquired 
rincipal  Residential  Mortgage,  a  Des 


Moines-based  mortgage 
servicer,  while  Regions  Fi- 
nancial and  Union  Planters 
agreed  in  April  to  combine 
their  mortgage  operations. 
And  on  May  21,  Washington 
Mutual's  shares  climbed 
nearly  9%  on  speculation 
that  it  might  sell  out  to 
HSBC  Holdings.  A  Washing- 
ton Mutual  spokesman  de- 
clined comment. 

For  the  moment,  though, 
most  mortgage  lenders  are  straining  to 
keep  the  music  playing  as  long  as  possi- 
ble. GMAC  Mortgage  Corp.  has  slashed 
its  closing  fees  to  as  little  as  $900  and  is 
allowing  borrowers  to  lock  in  for  as  long 
as  60  days  before  closing,  vs.  the  45-day 
window  that  most  lenders  provide.  "You 
have  to  look  at  your  margins  and  see 
what  you  can  give  the  consumer,"  says 


Afall-offin 
mortgages 
and  refis 
could  trigger 
an  industry 
shakeout 


Ralph  Hall,  chief  operating  officer  for 
GMAC  Mortgage. 

But  some  mortgage  brokers  and  credit 
counselors  contend  that  lenders  are  loos- 
ening their  credit  standards  to  qualify  as 
many  new  borrowers  as  possible.  And  they 
claim  that  they're  pushing  borrowers  to- 
ward adjustable-rate  mortgages  that  sport 
initial  rates  as  low  as  1.6%— but  that  could 
surge  to  upwards  of  8%  if  rates  climb 
sharply.  "There  is  a  much  greater  willing- 
ness on  the  lenders'  part  to  make  the  loan 
than  in  the  past,"  surmises  Steve  Bucci, 
president  of  Consumer  Credit  Counseling 
Service  of  Southern  New  England. 

SCARY  STUFF 

CERTAINLY,  LENDERS  are  writing  more 
loans  to  so-called  subprime  borrowers 
with  poor  credit  histories:  The  volume  of 
such  loans  surged  70%  in  the  first  quar- 
ter of  2004,  to  $105.6  billion.  They  now 
account  for  18%  of  all  mortgage  activity, 
vs.  7%  in  the  first  quarter  of  2003,  ac- 
cording to  Inside  Mortgage  Finance,  a 
mortgage  trade  publication.  If  rates  rise 
fast  enough  and  high  enough,  analysts 
believe  banks  and  thrifts  could  be  facing 
"some  scary  defaults  in  the  mortgage 
business,"  predicts  George  R.  Yacik,  a 
vice-president  at  SMR  Research  Corp.,  a 
Hackettstown,  N.J.,  mortgage  research 
firm.  "There  could  be  some  real  pain  for 
lenders  here." 

Lenders  maintain  that  they  remain 
prudent.  For  one,  they  say  sophisticated 
risk  modeling  with  computer  programs 
allows  them  to  better  predict  the  likeli- 
hood of  defaults  and  charge  more  to  cov- 
er greater  losses  on  riskier  loans.  Many 
lenders  maintain  that  they're  not  basing 
their  lending  criteria  on  the 
initial  level  of  the  ARMs 
deals  they're  now  offering, 
but  on  worse-case  scenar- 
ios   in    which    rates    rise 
much  higher.  "The  indus- 
try has  had  the  benefit  of 
hindsight.  We  saw  the  big 
players— the    West    Coast 
thrifts— go  out  of  business 
the  last  time,"  explains  An- 
thony T.  Meola,  an  execu- 
tive     vice-president      at 
Washington  Mutual. 
No  doubt  about  it,  the  1980s  housing 
boom  had  an  ugly  ending.  Will  lenders 
emerge  in  better  shape  this  time?  The 
amounts  involved  are  much  higher  today, 
so  let's  hope  so.  Either  way,  there's  a 
bumpy  ride  ahead.  ■ 

-By  Dean  Foust  in  Atlanta,  with 

Christopher  Palmeri  in  Los  Angeles,  David 

Welch  in  Detroit,  and  bureau  reports 
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COMMENTARY 


BY  DEAN  FOUST 


A  Scary  Stretch  of  Vacant  Lots 

If  demand  for  homes  slows,  builders'  recent  land  grabs  could  hammer  profits 


IN  PAST  HOUSING  CYCLES,  rising 
interest  rates  have  usually  spelled 
trouble  for  homebuilders,  leaving 
them  sitting  on  huge  inventories  of 
unsold  homes.  So  with  rates  on  the 
rise  again,  is  the  industry  headed  for  an- 
other bust?  Not  if  you  listen  to  some 
of  the  country's  largest  builders,  who 
swear  they've  learned  from  past  mistakes. 
Says     Richard    J.     Dugas,    Jr.,     chief 

executive  of  Bloomfield  Hills  (Mich.)- 
based  Pulte  Homes,  Inc.:  "We've  got  a 
much  more  disciplined  business  than  we 
had  in  the  past." 

Maybe  so.  But  even  if  builders  have 
scaled  back  on  overzealous  construction, 
they  are  quietly  engaged  in  a  different 
form  of  speculation  that  could  inflict  real 
damage  in  a  downturn.  With  suitable 
tracts  of  land  increasingly  scarce,  many 
builders  have  been  scarfing  up  new  sites 
in  the  Southeast  and  West  at  a  dizzying 
pace  in  recent  years.  Pulte,  for  instance, 
now  controls  about  290,000  lots— a  sev- 
en-year supply,  based  on  the  40,000 
homes  it  expects  to  complete  this  year. 
Dallas-based  Centex  Corp.  has  a  76- 
month  supply  of  land,  roughly  18  months 
more  than  it  had  a  year  ago,  notes  Kathy 
Shanley,  senior  bond  analyst  at  Gimme 
Credit,  an  institutional  research  service. 

Problem  is,  if  the  Federal  Reserve  tightens  credit  more 
sharply  than  expected,  this  land  grab  could  create  a  serious 
drag  on  builders'  profits  for  years.  That's  due  to  the  interest  ex- 
pense of  sitting  on  all  that  empty  land,  since  most  big  builders 
finance  their  property  purchases  with  bonds.  The  expense 
would  soar  if  the  land  remains  undeveloped  for  years  because 
housing  sales  decline.  That's  why  Gregory  E.  Gieber,  housing 
analyst  for  A.G.  Edwards  &  Sons  Inc.,  believes  builders  and  de- 
velopers may  be  setting  themselves  up  for  a  fall  with  their  rosy 
scenarios.  "You  can  still  see  the  optimism  rising,"  he  says, 
"even  as  mortgage  rates  are  on  the  way  up." 

Many  in  the  industry  maintain  that  such  concerns  are  unwar- 
ranted. They  argue  that  even  with  rising  rates,  they  can  keep  up 
their  heady  double-digit  25%  annual  growth  pace— but  only  if 
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they  keep  snatching  up  land.  "For  the  large  builders  to  continut 
at  the  pace  they're  growing,  they  have  to  buy  more  land  just  tc 
stay  where  they  are,"  says  Stuart  A.  Miller,  chief  executive  of  Mi 
ami-based  Lennar  Corp.  Even  if  growth  slows,  builders  say  the} 
have  little  choice  but  to  stockpile  land  because  local  municipal! 
ties  often  take  up  to  three  years  to  sign  off  on  building  plans.  Anc 
they  note  that  they  don't  always  purchase  land  outright:  Often 
they  simply  take  out  options  for  later  purchase. 

Even  so,  such  options,  which  usually  require  deposits  of  1% 
to  20%  of  the  property's  value,  are  hardly  risk-free,  since  the} 
could  become  worthless.  At  Pulte,  which  holds  58%  of  its  lane 
this  way,  CEO  Dugas  contends  that  even  if  Pulte  were  forced  tc 
let  all  its  options  expire,  it  would  not  take  "a  significant  hit"  Iti 
existing  options  on  land  cost  Pulte  roughly  $190  million,  or  i 
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ARIZONA  Some 
land  is  selling  for 
almost  triple  its 
appraised  value 


third  of  the  $624  million  it  earned  on  $9  billion  in  revenues 
Even  if  housing  demand  remains  as  strong  as  builders  art 
banking  on,  the  current  bidding  wars  for  new  land  could  takt 
their  toll  on  future  profits.  As  housing  values  have  soared 
builders  have  reaped  lush  margins  by  building  on  the  cheaj 
land  that  they  acquired  several  years  earlier.  In  the  past  year 
however,  the  bidding  for  raw  land  in  hot  markets  has  become 
heated.  In  mid-May,  Pulte  outbid  Toll  Brothers  Inc.  and  D.R 
Horton  Inc.  when  it  paid  a  record  $100.5  million  for  276  acre: 
at  an  Arizona  state  auction— nearly  three  times  the  property' 
appraised  value.  And  last  June,  995  acres  auctioned  off  by  th< 
Bureau  of  Land  Management  just  outside  Las  Vegas  went  fo 
$231,979  an  acre— a  46%  jump  over  the  previous  year's  auctioi 
and  nearly  three  times  the  average  of  all  earlier  auctions. 

Given  the  spiraling  costs  of  obtaining  new  land,  analyst- 
contend  that  homebuilders  need  housing  values  to  keep  ris 
ing  sharply  just  to  maintain  their  margins.  But  if  demand  fo 
housing  slows,  builders  could  be  left  with  shrinking  margin: 
and  flat  profits.  That  could  leave  them  nursing  a  hangove 
once  again.  II 
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Gold  Beneath 
The  Tinsel? 


Now  private-equity  firms  are  prospecting 
in  Hollywood-and  looking  to  cut  costs 


IN  HOLLYWOOD,  FINANCING  A 
movie  can  be  a  tricky  affair.  So,  too, 
it  seems,  is  buying  a  studio.  Late 
last  year,  when  Sony  Pictures  En- 
tertainment mulled  buying  Metro- 
Goldwyn-Mayer  Inc.,  the  Holly- 
wood studio  faced  a  simple 
problem:  how  to  do  a  deal  without  taking 
on  debt  or  diluting  Sony  stock,  both  no- 
nos  for  its  Japanese  parent.  The  answer: 
Sony  sought  out  deep  pockets,  private  eq- 
uity firms,  bringing  in  Providence  Equity 
Partners  and  Texas  Pacific  Group  to 
bankroll  the  deal.  Now,  Sony  is  moving 
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with  the  speed  of  its  summer  hero  Spider- 
Man.  After  finishing  its  due  diligence  on 
May  27,  it  could  make  a  bid  as  high  as  $5 
billion  within  the  next  few  weeks. 

The  breakneck  negotiations  highlight 
the  sudden  interest  of  private -equity 
funds  in  the  entertainment  biz.  Until  now, 
most  of  them  avoided  Hollywood  because 
of  its  notorious  resistance  to  pruning  lav- 
ish perks,  bloated  salaries,  and  armies  of 
hangers-on.  But  fat  overhead  is  precisely 
what  financial  buyers  feed  off,  especially 
when  an  industry  is  in  the  doldrums  and 
its  companies  cheap. 


Moreover,  there  isn't  much  competi- 
tion right  now  in  movies  or  music  from 
"strategics"— private-equity  slang  for 
companies  in  the  same  industry  that  bid 
for  rivals.  Hobbled  by  its  calamitous  AOL 
merger,  Time  Warner  is  sticking  to  ex- 
panding its  cable-television  systems. 
Walt  Disney  is  under  attack  from  share- 
holders for  alleged  poor  management, 
and  Viacom  wants  to  dump  its  problem 
child,  Blockbuster.  Even  if  they  could  buy, 
many  would  face  antitrust  issues  and  oth- 
er regulatory  headaches.  "Sarbanes  Oxley 
is  our  silent  partner,"  says  Jonathan  Nel- 
son, CEO  of  Providence  Equity.  "It  has  in- 
hibited the  risk-taking  on  boards." 

So,  flush  with  cash,  private- equity 
funds  are  swarming  over  Tinseltown.  In 
the  process,  the  firms— which  raise  mon- 
ey from  well-heeled  investors  looking  to 
make  large  gains— could  change  the  eco- 
nomics of  Hollywood.  Consider  what 
happened  on  Mar.  2,  the  day  after  former 
Seagram  Co.  Chief  Executive  Edgar 
Bronfman  Jr.  closed  a  $2.6  billion  deal  to 
buy  Warner  Music  Group.  Prodded  by  his 
private-equity  backers— Providence, 
Thomas  H.  Lee  Partners,  and  Bain  Capi- 
tal—Bronfman cut  1,000  employees, 
merged  two  labels,  and  slashed  the  seven- 
figure  salaries  of  some  top  executives  by 
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Finance  Private  Ecwit 


up  to  half,  taking  out  more  than  $250 
million  a  year  in  overhead.  "Why  wait  a 
day  when  you  can  make  the  change 
now?"  says  Lee  Managing  Director  Scott 
M.  Sperling. 

STREAMS  OF  CASH 

AND  PERHAPS  make  even  more  radical 
changes  tomorrow.  Warner  has  been  liv- 
ing off  the  cash  generated  by  its  publish- 
ing catalog  of  some  1  million  golden 
oldies.  So  Bronfman,  nudged  by  his  fi- 
nancial partners,  wants  to  boost  profits  by 
axing  lackluster  acts— the  rock  band 
Third  Eye  Blind  is  a  possibility— reevalu- 
ating how  profitable  ones  are  distributed, 
and  revamping  performance  goals  for  the 
execs  who  spot  new  talent.  "I  think 
there's  an  opportunity  to  run  the  business 
differendy,"  Bronfman  told  BusinessWeek 
after  the  deal. 

Plenty  of  people  agree.  Last 
year  a  half  dozen  private-equi- 
ty firms  turned  out  to  back  bid- 
ders for  "Vivendi  Universale 
Hollywood  and  theme-park 
unit.  They  lost  out  to  General 
Electric  Co.'s  NBC  unit,  which 
may  sell  its  stake  in  the  parks. 
And  now,  the  firms  are  focused 
on  MGM.  Lee  and  others  have 
besieged  Time  Warner  Chair- 
man and  Chief  Executive 
Richard  D.  Parsons  because  he 
is  said  to  be  interested  in  bid- 
ding for  MGM.  Parsons  says  he 
won't  consider  a  bid  until 
Sony  has  decided  what  it's  go- 
ing to  do. 

Until  recently,  private-equi- 
ty firms  preferred  to  buy  media 
outfits  with  hard  assets,  such 
as  TV  stations,  movie  theaters, 
and  newspapers  that  produce 
predictable  streams  of  cash. 
They're  still  buying  them.  On 
Apr.  20,  Kohlberg  Kravis 
Roberts  &  Co.  beat  out  five  oth- 
er firms  to  buy  satellite-servic- 
es company  PanAmSat  Corp. 
from  Rupert  Murdoch's  34%- 
owned  DirecTV  Group  Inc.  for 
$4.3  billion.  Providence  just 
joined  with  Blackstone  Group 
to  buy  Freedom  Communica- 
tions Inc.,  which  owns  65 
newspapers,  including  the  Or- 
ange County  Register,  and 
eight  TV  stations. 

By  contrast,  when  private- 
equity  firms  have  bought  con- 
tent providers  in  the  past,  the 
deals  have  been  profitable, 
but  difficult.  Late  last  year, 


when  it  sold  independent    IVTf^TVPc  film 
film  studio  Artisan  Enter-    jyAvJiV1  d  111111 
tainment  to   Lion's   Gate      lDrSryHnd 
Entertainment  for  $169.5 
million,  Boston-based  Au-V 
dax  Private  Equity  made  an 
almost  sixfold  gain  for  in- 
vestors. But  it  took  seven 
years    and    several    false 
starts  to  get  there.  Artisan, 
once  a  home-video  compa- 
ny, hit  it  big  with  The  Blair 
Witch    Project    movie    in 
1999,  but  then  took  on  bigger-budget 
flicks  that  bombed  and  saw  its  overhead 
balloon.  It  eventually  canceled  plans  for 
an  IPO  and  turned  the  company  over  to 
industry  veteran  Amir  Malin  who  cut  the 
staff  by  nearly  one-third,  trimmed  pro- 
duction, and  prepped  the  company  for 
sale.  "Buyer  beware,"  cautions  Audax 


the  cash  it 
spins  off  are 

If P*V  tn  ^HTIA/'q     ^S311*  the  former  Seagra 
iVtry  LU  OUiry  a     chief  financial  officer,  putt 

investors 


Managing  Partner  Geoffr 
S.  Rehnert. 

Now,  more  private-equi 
outfits  are  cutting  deals  wi 
music  and  movie  vetera 
as  their  partners  from  tl 
get-go.  When  Brian  C.  Mil 


The  Money  Men 

Pounce  On  Hollywood 

Since  last  summer,  private  equity  firms 
have  swarmed  over  entertainment  assets. 
Here  are  some  recent  deals: 

MAY  2004  Texas  Pacific  Group  and  Providence 
Equity  Partners  link  with  Sony  to  mull  a  $5  billion  bid 
for  MGM.  Thomas  H.  Lee  Partners  also  considers 
bidding  with  Time  Warner. 

APRIL  2004  Kohlberg,  Kravis  &  Roberts  buys 
satellite  service  company  PanAmSat  from 
DirecTV  for$4.3  billion. 

MARCH  2004  Leonard  Green  &  Partners  leads  $1.3 
billion  management  buyout  of  video  rental  chain 
Hollywood  Entertainment. 

NOVEMBER  2003  Lee,  Bain  Capital,  and  Providence 
join  with  Edgar  Bronfman  Jr.  to  buy  Warner  Music  for 
$2.6  billion. 

JUNE/JULY  2003  Texas  Pacific,  Carlyle  Group, 
Providence,  Blackstone  Group,  and  Lee  join  bids  for 
Vivendi  Universal  Entertainment  but  lose  out  to 
NBC's  $14  billion  merger  offer. 


gether  an  $18  billion  bid  f 

billionaire  Marvin  Davis 

buy  Vivendi's  studio  ar 

record  company,  he  lined  i 

Carlyle  Group,  Bain,  and  Texas  Pacific 

bankroll  the  deal.  The  bid  failed,  but  Ml 

ligan's  projections  showed  that  the  re 

gold  mine  was  the  cache  of  old  movi< 

and  music  that  could  be  exploited 

DVDs,  online,  and,  eventually,  wirele 

technologies.  An  initial  public  offerir. 

would  produce  the  20%  annualized 

turns  that  most  pi 


BRONFMAN  "An 

opportunity  to 
run  the  business 
differently" 


Data:  Business  Week.  Thomson  Financial  Corp 


vate  funds  promi 
investors. 

With  an  existir 

studio  and  distribi 

tion  team  alreac 
operating,  Sony's  task  at  MGM,  if  it  bu? 
the  studio,  will  be  simpler.  The  ganj 
plan,  say  sources,  is  to  shut  dovJ 
MGM's  1,000-person  distribution  ar 
marketing  operation  and  keep  the  50 
so  in  its  moviemaking  operation.  MG 
films,  including  the  James  Bond  fra 
chise,  would  then  be  distributed  1 
Sony.  The  deal's  main  driver:  MGM's 
brary  of  more  than  4,000  films,  whic 
throw  off  an  estimated  $430  million 
year  in  cash  flow  from  DVD,  cable,  an 
other  sales— a  figure  that  MGM  says  hi 
been  rising  at  more  than  20%  a  year  ; 
new  digital  technologies  and  video-oi 
demand  start  to  take  hold.  The  cash  flo 
is  the  key  to  generating  handsome 
turns  for  Sony's  private  investors. 

To  appease  its  Japanese  owners,  Sor 
plans  to  operate  MGM  as  a  separa 
company,  and  would  take  a  minori 
stake  to  keep  debt  off  the  company 
books.  Still,  the  company  hasn't  figure 
out  an  exit  strategy  for  its  financial  par 
ners,  who  want  to  cash  in  big  returns  ft 
their  investors.  Sony  could  buy  the  par 
ners  out  at  some  point  down  the  road  c 
if  the  parent  allows,  take  MGM  publ 
through  an  IPO.  The  private  equity  guj 
don't  care.  They  just  want  their  return 
But  if  they  win  MGM,  disagreemei 
about  how  to  reward  the  money  me 
could  open  the  door  to  another  Holh 
wood  staple:  a  great  fight  scene 

-By  Ronald  Graver  in  Los  Angel 
and  Emily  Thornton  with  Tom  Lowry 
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COMMENTARY 


BY  LOUISE  LEE 


Wells  Fargo's  Fixer-Upper 

Yes,  Strong  is  a  smart  buy-but  it  will  test  the  bank's  mettle  at  every  turn 


FOR  WELLS  FARGO  &  Co.,  buying 
what's  left  of  Strong  Capital 
Management  could  give  the  na- 
tion's fourth-largest  bank  a  gold- 
en opportunity.  Menomonee  Falls 
(Wis.)-based  Strong  saw  its  reputation  de- 
stroyed over  the  past  nine  months  by 
charges  of  improper  trading,  culminating 
in  a  $140  million  settlement  with  the  Se- 
curities &  Exchange  Commission  on  May 

20.  The  task  of  reassuring  Strong's  share- 
holders gives  Wells  Fargo  Chief  Executive  Richard  M.  Kovace- 
vich  a  chance  to  do  his  bank  and  the  mutual-fund  industry  a  big 
favor  by  becoming  a  model  of  compliance,  governance  prac- 
tices, and  investor-friendliness.  "They  have  to  be  cleaner  than 
clean"  to  keep  investors  on  board,  says  Burton  Greenwald,  a 
mutual-fund  consultant  in  Philadelphia. 

The  task  takes  on  an  even 
greater  importance  because 
suddenly  San  Francisco-based 
Wells  Fargo  will  be  a  major 
player  in  the  mutual-fund  in- 
dustry. Adding  Strong's  $34 
billion  in  assets  will  propel 
Wells  Fargo  from  28th  to  19th 
place  among  fund  families, 
and  give  it  $110  billion  in  as- 
sets. And  Wells  Fargo  doesn't 
intend  to  stop  there:  It  aims  to 
reach  the  top  10. 

For  now,  investors  contin- 
ue to  eye  Strong's  funds  with 
suspicion.  Since  the  mutual- 
fund  scandal  erupted  in  early 
September,  it  has  lost  $9  billion  in  assets  as  of  Apr.  30.  Morn- 
ingstar  Inc.  has  rated  Strong's  funds  as  a  sell  for  months.  But 
in  buying  damaged  goods  at  a  knockdown  price  of  perhaps 
$500  million,  Kovacevich  is  once  again  hewing  to  his 
strategy  of  quietly  sniffing  out  bargains  and  never  overpaying 
for  a  deal. 

So  far,  Wells  Fargo  hasn't  decided  whether  it  will  drop  the 
tainted  Strong  name  entirely  or  what  will  happen  to  Strong's 
70  funds.  The  bank  will  form  teams  of  people  from  both  Wells 
Fargo  and  Strong  to  analyze  each  Strong  fund.  Expect  many  of 
them  to  be  merged  into  their  counterparts  at  Wells  Fargo,  with 


the  manager  with  the  stronger  track  record  running  the  com 
bined  fund. 

Wells  Fargo  was  never  touched  by  the  scandal  that  stil| 
plagues  some  of  the  industry's  biggest  players.  And  its  6S 
funds,  including  its  flagship  Wells  Fargo  Large  Companj 
Growth  Fund,  certainly  have  an  untarnished  reputation  foil 
compliance  and  governance.  "We  take  corporate  governance  ad 
the  most  important  premise,"  says  Michael  J.  Niedermeyei 
head  of  Wells  Fargo's  investment-management  business.  "WeJ 
think  that  this  is  a  benefit  we  bring  to  Strong."  But  in  taking 
Strong  aboard,  it  would  do  well  to  impose  the  strictest  possible 
rules  on  its  funds.  "We'd  like  to  see  them  go  above  and  beyonc 
the  law  because  Strong's  history  is  so  sordid,"  says  Garet 
Lyons,  an  analyst  at  Morningstar. 

For  instance,  instead  of  waiting  for  the  SEC  to  come  up  witH 
new  governance  rules,  Wells  Fargo  could  immediately  adop'j 
several  SEC  proposals  presently  on  the  table.  One,  which  Fi 
delity  Investments  and  some  other  fund  companies  are  fight ' 
ing,  would  require  that  at  least  75%  of  fund  directors,  includ 
ing  the  chairman,  be  independent  of  the  investment  manager  i 
Currently,  Wells  Fargo  is  almost  there,  with  five  of  the  seven  di 

GOLDEN  OPPORTUNITY 

Buying  Strong  gives  Wells  Fargo  a  chance  to  take  a  lead  in 
making  the  mutual-fund  business  more  investor-friendly  by: 

AXING  the  Strong  name  and  quickly  contacting  and  reassuring  existing 
shareholders  to  stem  the  outflows  and  start  winning  new  investments 

IMPLEMENTING  reforms  proposed  by  the  SEC,  including  ensuring  75%  of 
board  members  are  independent  and  disclosing  how  its  fund  managers 
are  compensated 

SEIZING  the  high  ground  by  voluntarily  listing  on  quarterly  statements 
how  much  investors  are  charged  by  the  funds  and  creating  more  boards 
so  that  one  doesn't  oversee  every  fund 

Data:  BusinessWeek 

rectors  overseeing  its  funds  now  independent,  including  thel 
chair.  And  Wells  Fargo  could  adopt  another  SEC  proposal  b\l 
disclosing  how  its  fund  managers  are  compensated.  In  fact,  thel 
bank  could  go  even  further  and  begin  listing  more  clearly  on| 
regular  statements  how  much  an  investor  is  paying  to  partici- 
pate in  a  fund— as  one  fund  family  caught  in  the  scandal,  MFS.| 
has  started  doing. 

Such  moves  would  buck  up  jittery  Strong  shareholders  andl 
bolster  an  industry  that  has  been  severely  tarnished.  Certainh  I 
they  won't  hinder  Wells  Fargo's  drive  to  win  a  place  among  the| 
top  10  mutual-fund  families.  II 
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Information  Technology  Innovations 


Something  Wiki 
This  Way  Conies 

They're  Web  sites  anyone  can  edit-and 
they  could  transform  Corporate  America 


w 


HEN  SOFTWARE 
developer  Nicholas 
Pisarro  Jr.  saw  his 
first  wild  late  last 
year,  he  knew  it 
was  unlike  any 
Web  site  he  had 
ever  seen.  On  the  site,  a  free  online  ency- 
clopedia called  Wikipedia,  thousands  of 
volunteers  had  written  a  breathtaking 
500,000  articles  in  50  languages  since 
2001— all  thanks  to  the  denning  feature  of 
wikis.  To  contribute,  all  they  had  to  do  to 
was  click  on  an  "edit  this  page"  button 
and  start  typing. 

Now,  Pisarro  has  wikis  transforming 
the  way  people  work  at  the  company  he 
founded,  software  maker  Aperture  Tech- 
nologies Inc.  Two  dozen  of  the  Stamford 
(Conn.)  company's  100  employees  use 
them  to  brainstorm,  track  projects,  write 
and  edit  documentation,  and  coordinate 
marketing.  That  has  eliminated  coundess 
meetings,  conference  calls,  and  back-and- 
forth  e-mails.  Says  Pisarro:  "Wikis  allow 
tins  collaboration  much  better  than  any- 
thing else,  so  we  get  things  done  faster." 
The  amazing  thing  is  that  wikis  work 
at  all.  Created  in  1995  by  Oregon  pro- 
grammer Ward  Cunningham,  who 
named  them  for  the  "Wild-Wild,"  or 
"quick"  shuttle  buses  at  Honolulu  Air- 
port, wilds  are  special  Web  sites  on  which 


novelty  is  infiltrating  the  corporate  world 
Peter  Thoeny,  creator  of  TWiki,  a  leading 
open-source  wild  program,  says  at  leas 
35,000  people  have  downloaded  TWik 
since  2001.  Two-thirds  of  his  program: 
are  going  into  businesses— Walt  Disne> 
SAP,  and  Motorola  among  them. 

To  capitalize  on  the  opportunity,  start 
ups  such  as  Socialtext  Inc.  are  selling  wil; 
software.  Ultimately,  though,  it's  likely  th 
wilds  will  be  pulled  into  collaboration  so: 
ware  such  as  IBM's  Lotus  Workplace.  Lik 
open-source  software,  wilds  may  mak 
their  biggest  mark  less  as  a  business  tha 
as  a  potent  force  for  change— in  this  cas 
in  the  way  people  work- 
Nowhere  is  that  potential  more  appai 
ent  than  in  today's  far-flung,  time-presse 
corporate  teams.  Aaron  Burcell,  director  c 
marketing  for  e-ma 
software  startup  Stat 
Laboratories  Inc.,  sa\ 
working  on  a  wild  hi 
cut  the  daily  phon 
calls  he  made  on  a  ra 
of  projects  to  one 
week.  It  also  has 
lowed   Stata  to   ou 


anyone  can  post  material  without  know- 
ing arcane  programming  languages. 
Likewise,  anyone  can  edit  them.  This  can 
lead  to  mischief:  Jokers  have  posted  im- 
ages of  male  anatomy  on  Wikipedia.  But 
graffiti  is  usually  gone  within  minutes, 
because  the  previous  version  of  a  page 
can  be  restored  with  a  click.  In  sensitive 
corporate  situations,  access  can  be  con- 
trolled, too. 

That's  one  reason  the  onetime  nerd 


source  more  wor. 
such  as  engineerin 
to  India.  Says  Burce 
"I  could  justify  tl 
cost  of  the  wild  ju 
from  the  lower  tel 
conferencing  bills." 
Wikis  may  fii 
their  way  into  rru 
public  use.  Ada 
Hertz,  vice-preside 
for  technology  strat 
gy  at  Eastman  Kod 
Co.'s  online  photo  unit,  Ofoto,  is  mullh 
their  potential  outside  corporate  wal 
Shutterbugs  could  use  them  to  let  rel 
tives  and  friends  contribute  stories  abo 
photos  in  their  collections.  Before  lor 
we  may  all  be  hopping  a  ride  on  a  wild. 
-By  Robert  D.  Hofin  San  Mateo,  Ca 


lUisinesisWivk 


For  an  online 
tour  of  wikis  and  wiki  software,  go  to 
www.businessweek.com/magazine/ext  ras.l 


Wiki  World:  Not  Just  for  Geeks  Anymore 


WHAT'S  A  WIKI? 

A  Web  site  on  which  anyone  can  post 
materia!  and  make  changes  fast,  without 
using  arcane  commands.  Volunteers 
have  posted  more  than  280,000 
English-language  articles  since  2001  to 
the  online  encyclopedia  Wikipedia. 
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HOW  DO  THEY  WORK? 

An  "edit"  link  on  each  page  allows  anyone  to 
add,  change,  or  delete  material,  fostering 
easy  collaboration.  Eastman  Kodak's  Ofoto 
uses  wikis  to  help  teams  develop 
prototypes  of  new  technologies,  work  with 
contractors,  and  coordinate  other  tasks. 


WHAT'S  THE  APPEAL? 

Speed  and  simplicity.  Voce 
Communications,  a  Palo  Alto  (Calif.) 
public-relations  firm,  keeps  clients 
informed  about  campaigns  and 
schedules  faster  and  more  reliably 
than  it  could  with  e-mail  exchanges. 


Tailing  Action, 
Making  Progress 
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me  Don't-Miss  Event  lor  Homeland  Secority  Strategy 

THE  MCGRAW-HILL  COMPANIES 

HJMELAND 
SECURITY 

SUMMIT    &    EXPOSITION 

June  2-4,  2004 

Washington  Convention  Center,  Washington,  D.C. 

Speciol  Government  Rotes  Available 

Threats  don't  affect  a  single  city  or  industry.  Solutions  don't  emerge  in  a  vacuum.  They 
cross  boundaries  —  political,  organizational,  and  economic. 

The  Homeland  Security  Summit  and  Exposition  is  the  only  one  of  its  kind, 
singling  out  the  success  stories  of  a  broad  range  of  companies,  agencies,  and  gov- 
ernments and  highlighting  the  best  practices  they  share.  The  Summit  features  in-depth 
sessions  focused  on  information  sharing,  border  security  and  technology.  The 
development  of  this  unique  program  is  in  cooperation  with  senior  officials  from  the 
Department  of  Homeland  Security,  Major  Cities  Police  Chiefs  Association,  the  Memorial 
Institute  for  the  Prevention  of  Terrorism,  and  security  advisors  at  S&P  500  firms. 

INTRODUCING  CRISIS  SIMULATION 

A  crisis  simulation  will  span  the  two-day  conference  and  use  simulated  news  clips, 
intelligence  reports,  and  Homeland  Security  Council  briefings  about  an  unfolding 
security  crisis.  The  audience-interactive  simulation,  set  3-4  years  in  the  future,  will 
demonstrate  the  major  improvements  in  prevention  and  response  that  can  be  made 
if  the  right  organizations,  systems  and  technologies  are  fielded.  Attendees  will  participate 
and  make  actual  decisions  through  the  use  of  real-time,  wireless  polling  devices. 

Register  online  @  www.mcBraw-hill.com/summit 

or  call  Ryan  Leeds  at  +1.212.904/3892  or  800.240.7645  x7 


SUPPORTING  SPONSOR: 


Jxybernaut     Honemei 


Lucent  Technologies 


O    nmnnm 


NORTHROP  GRUMMAN 


LOCKHEED  MARTIN 


SUPPORTED  BY: 


Feotored  Speakers: 


The  Hon.  Gary  Hart 

former  U.S.  Senator  (CO); 

Co-chair,  U.S.  Commission  on 

Notional  Security  for  the 

21st  Century 


The  Hon.  Warren  Rudman 

former  U.S.  Senator  (NH); 

Co-chair,  U.S.  Commission  on 

National  Security 

for  the  21st  Century 


Bill  Cooper 

Senior  Program  Manager, 

Worldwide  Operations, 

Microsoft 


The  Hon.  Christopher  Cox 

of  California,  Chairman, 
Homeland  Security  Committee, 
U.S.  House  of  Representatives 
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John  C.  Gannon 

Staff  Director,  Select  Committee 

on  Homeland  Security,  U.S. 

House  of  Representatives; 

Former  Deputy  Director  for 

Intelligence,  CIA 


IT 

Gov.  James  S.  Gilmore  III 

former  Gov.  of  Virginia  and 

Chairman  of  the  Advisory 

Panel  to  Assess  Domestic 

Response  Capabilities  for 

Terrorism  Involving  Weapons 

of  Mass  Destruction 


PRODUCED  BY: 


McGraw  Hil 
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STANDARD 

MPOOKS 


AeA  (American  Electronics  Association)  •  American  Society  of  Landscape  Architects  •  AUSA  •  Federal  Managers  Association 
Forecast  International  Inc.  •  National  Memorial  Institute  for  the  Prevention  of  Terrorism  •  Professional  Services  Council  •  United  States  Navy  League 


MEDIA  SPONSORS: 


AmeriForce  Publishing  LLC*  Homeland  Security  &  Defense  Newsletter  •  HSToday  •  Public  Venue  Security  •  ST&D  Magazine 


At  The  Sallie  Mae  Fund,  through  the  Project  Access  initiative,  we  are  opening  doors  to  higher  education  by  providing 
financial  aid  information  to  families  who  need  it  most.  This  year,  we  will  sponsor  135  free  workshops  in  English  and 
Spanish.  And  over  $2.5  million  dollars  will  be  awarded  in  scholarships  to  lower  income  and  minority  students.  To  learn 
more  about  The  Sallie  Mae  Fund  or  to  obtain  free  resources  for  families  on  planning  and  paying  for  college 
(in  English  and  Spanish),  please  visit  www.thesalliemaefund.org. 


The 


SallieMae 


Fund 


The  Sallie  Mae  Fund,  a  charitable  organization  sponsored  by  Sallie  Mae.  achieves  its  mission — to  increase  access  to  a  postsecondary  education  for  America's  children — by  supporting  programs  and 
initiatives  that  help  open  doors  to  higher  education,  prepare  families  for  their  investment,  and  bridge  the  gap  when  no  one  else  can. 


EXPANDING  OUR  VISION. 


We  are  focused  on  global  growth,  pursuing  new  markets  for  our  metals,  expanding  our 
international  customer  base  and  making  strategic  investments  in  mineral  assets.  From 
our  strong  foundation  in  Russia  to  our  operations  in  the  UK  and  the  US,  Norilsk  Nickel 
is  succeeding  through  global  leadership. 


NORILSK  NICKEL 

A  Global  Leader  in  Metals  Mining 
www.norilsknickel.ru 
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COMMENTARY 


BY  PETER  BURROWS 

RockOn,iPod 

What  Jobs  must  do  to  maintain  Apple's  dominance 


IT  HAS  BEEN  1xh  years  since 
Apple  Computer  Inc.  intro- 
duced its  iPod  digital  music 
player,  and  consumers'  love 
affair  with  the  sleek  little  giz- 
mo just  keeps  gaining  steam.  De- 
spite the  iPod's  hefty  price  tag— 
$249  to  $499— Apple  has  sold  3 
million  of  them,  making  it  far  and 

away  the  most  popular  music  player  on  the 
market.  Demand  is  so  fierce  for  the  new 
iPod  Minis  that  there's  a  six-week  waiting 
list  on  Apple's  Web  site.  And  the  player  is 
only  half  of  Apple's  dominance  in  digital 
music.  Its  iTunes  online  music  store  ac- 
counts for  70%  of  all  legal  downloads. 

But  as  CEO  Steven  P.  Jobs  knows  all  too 
well,  Apple  can't  rest  on  its  laurels.  In  tech 
circles,  soaring  success  often  masks  fu- 
ture troubles.  Look  no  further  than  Ap- 


ple's own  history:  In  1980,  it  dominateip 
PCs  with  a  16%  share— but  it  badly  mis 
played  its  hand  and  now  has  less  tha 
2%.  Just  as  when  Apple  ruled  the  PC  m 
ket,  these  are  early  days  for  digital  musi 
"We  haven't  even  seen  the  big  player 
make  their  mark  in  this  market  yet— lik  il  Ni 
Microsoft  and  Wal-Mart  Stores,"  say  B 
David  Munns,  CEO  of  music  compan;  foptf 
EMI  Recorded  Music  North  America. 

ant  t 

Make  Friends 

WHAT  SHOULD  APPLE  do  to  stay  on  top  en  o: 

Plenty.  For  starters,  it  needs  to  embrac  nd 

the  new  ways  consumers  want  to  buy  mu  kpple 

sic.  While  the  iTunes  store  offers  99  Km 

downloads,  Apple  has  yet  to  provide  i  riv 

subscription  service  for  folks  who  want  t  bis 
listen  to  whatever  they  want  for  a  month 
ly  fee.  To  stare  down  a  raft  of  new  musi 
players,  Apple  needs  to  broaden  its  pro 


pell 

;;>uli 


DON'T  STOP  NOW,  STEVE 

To  cement  Apple's  lead  in  the  digital-music  business, 
CEO  Steve  Jobs  must  address  several  looming  threats: 

1  PROTECT  iPOD'S  BLISSFUL  KARMA:  When  it  was  new,  buyers  were  enamored  of  the 
the  device's  sleek  design.  But  love  at  first  sight  is  giving  way  to  anger  for  some 
customers  over  crackly  sound,  battery  troubles,  and  earbuds  that  won't  stay  in  the 
ear.  Apple  needs  to  fix  these  quality  problems  before  rivals  close  the  design  gap. 


2 


GO  BEYOND  DOWNLOADS:  Jobs  says  people  want  to  buy  rather  than  rent  their  music. 
But  RealNetworks  has  450,000  customers  for  its  subscription  service,  which  costs 
up  to  $9.95  a  month.  Apple  should  get  into  the  rental  game. 
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KEEP  MICROSOFT  IN  CHECK:  Microsoft  is  signing  up  customers  for  a  technology 
called  Janus  that  will  let  subscribers  temporarily  play  rented  music  on  portable 
players.  Apple  needs  to  come  up  with  similar  technology. 


4 REMEMBER  THE  MAC:  Hewlett-Packard  is  about  to  start  reselling  iPods  under  its  own 
brand.  Apple  should  find  more  such  partners-say,  Amazon.com  or  Nokia-so  iPod 
technology  can  become  the  de  facto  standard  in  digital  music.  As  Apple  found  out 
with  the  Macintosh,  early  innovation  is  no  protection  against  an  onslaught  of  new  rivals. 
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DON'T  BE  GREEDY:  Cutting  prices  is  another  way  to  boost  market  share  and  become 
the  industry  standard.  Apple  shouldn't  do  this  right  away  since  it  can't  even  keep  up 
with  demand  now.  But  once  supply  improves,  Apple  needs  to  trim  iPod  prices. 
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ict  line.  It  should  consider  forming  part- 
lerships  to  add  iPod  technology  to  cell 
)hones  and  other  futuristic  devices.  And 
t  needs  to  address  nagging  quality  prob- 
ems,  such  as  scratchy-sounding  head- 
phones and  disappointing  battery  life. 
While  most  buyers  love  their  iPods,  Apple 
las  to  hit  a  higher  standard  to  keep  its 
narket  share,  premium  prices,  and  good 
duzz  it  has  with  buyers. 

A  swarm  of  competition  is  on  the  way. 
Rivals  have  unveiled  more  than  60  music 
Mayers  to  compete  with  the 
Pod,  and  these  devices  can 
play  music  from  a  variety  of 
services.  The  iPod,  in  con- 
Tast,     works     only    with 
tTunes.  "When  you  buy  an 
tPod,  you  have  one  choice," 
says  Chris  Gorog,  CEO  of 
Roxio  Inc.,  which  runs  the  ri- 
ral  Napster  service.  "That 
may  work   fine   for   early    OIllV  2/0 
adopters,  but  mass-market    ^^«^^^ 
consumers    are    going    to 
want  to  shop  wherever  they 
want  to  shop." 

Jobs  needs  to  remember  the  prime  les- 
son of  the  Mac:  Make  friends— lots  of 
friends.  While  the  Mac  was  an  early  hit, 
\pple  couldn't  keep  up  against  the  in- 
vestments of  Microsoft,  Intel,  and  a  gang 
af  rivals.  Apple  has  cut  a  deal  with 
Hewlett-Packard  Co.  to  have  the  PC  giant 
resell  iPods  under  its  brand  name.  Jobs 
should  find  more  partners  so  Apple's 
technology  can  become  the  de  facto  digi- 


In  the  '80s, 
the  Mac  had 
16%  of  the 
PC  market 
Now  it  has 


tal-  music  standard.  More  allies— say, 
Amazon.com,  Cisco,  or  Nokia— could 
help  Apple  develop  innovative  new  offer- 
ings and  expand  its  distribution. 

Jobs  also  should  rethink  his  views  on 
subscriptions.  He  has  refused  to  offer 
them,  saying  music  fans  want  to  own 
rather  than  "rent"  their  favorite  songs.  But 
more  than  1  million  people  now  have  on- 
line music  subscriptions.  Market  leader 
RealNetworks  Inc.  boasts  450,000  sub- 
scribers paying  as  much  as  $9.95  a  month, 
up  from  250,000  in  the  past 
year.    Clearly,    many   con- 
sumers believe  subscriptions 
are  an  easy,  affordable  way  to 
discover  new  music. 

The  subscription  model 
may  get  even  more  appeal- 
ing if  Microsoft  Corp.  suc- 
ceeds     with      its      new 
"portable    subscriptions." 
Later    this    summer,    the 
software  giant  is  debuting 
new  software,  code-named 
Janus,  that  lets  subscribers 
listen  to  rented  music  on  portable  play- 
ers that  use  its  Windows  Media  software. 
While   Jobs    and    many   others    have 
doubted  that  the  record  labels  would 
ever  support  this  approach,  Gorog  says 
Roxio  has  signed  deals  with  the  five  big 
labels.  Janus  "has  the  potential  of  canni- 
balizing download  sales,"  says  a  top 
record  exec.  Jobs  needs  to  swallow  his 
pride  and  get  in  the  subscription  game 
so  his  old  nemesis  doesn't  gain  any  ad- 
vantage—again. 

To  be  sure,  Apple  still 
holds  more  cards  than 
any  single  company  in 
digital  music.  Besides  ele- 
gant products,  it  has  the 
best  brand  name  in  the 
business,  the  most  mo- 
mentum, and  swank 
stores  that  are  the  perfect 
showcase  for  its  wares. 
And  Jobs  is  well  aware 
that  he  can't  stand  pat: 
He  recently  created  a  sep- 
arate iPod  division  within 
Apple  to  emphasize  the 
importance  of  the  busi- 
ness. Still,  hordes  of  rivals 
are  massing  at  the  gate. 
The  iPod  may  yet  become 
what  Kleenex  is  to  tissues 
or  Jell-0  is  to  gelatin 
desserts,  but  Jobs  has 
much  more  work  to  do  to 
make  that  happen.  ■ 
-With  Tom  Lowry 
in  New  York 
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JACK  TROUT 


Trout  on  Strategy  is  a 
holy  handbook  to  the 
insight  and  expertise  of 
the  legendary  Jack  Trout. 
You'll  find  the  best  advice 
from  his  legacy  of  work 
applied  to  today's  busi- 
ness environment,  and 
designed  to  make  you  a 
market  leader. 


"Jack's  insights  are  simple 

and  brilliant... they  work." 

— Steve  Milunovich, 

Merrill  Lynch 

"I  worked  with  Jack  on 
Xerox's  positioning... His 
insights  and  foresights 
have  proven  remarkable." 
— Vince  Vaccarelli, 
Xerox  Corporation 
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CHEMISTRY  Structure  and  behavior  of  a  molecule    £0W 


Gunning 
For  Speed 

Japan  still  has  the  fastest  supercomputers. 
But  U.S.  companies  are  closing  in 


JUST  OVER  TWO  YEARS 
ago,  Tokyo  forced  Washing- 
ton to  eat  crow.  A  super- 
computer funded  by  the 
Japanese  government 
trounced  America's  mighti- 
est computer.  In  fact,  the 
Japanese  machine,  called  Earth  Simula- 
tor, packed  more  number-crunching 
speed  than  the  top  20  U.S.  supercomput- 
ers combined. 

For  years,  some  U.S.  supercomputing 
gurus  had  been  warning  that  Washing- 
ton's support  of  high-performance  com- 
puting was  too  narrowly  focused  on  the 
needs  of  the  Pentagon's  nuclear- 
weapons  programs.  Even  acknowledg- 
ing the  U.S.  strength  in  software,  they 
warned  that  scientific  research  was  be- 
ing hobbled  because  U.S.  supers  were 
not  designed  to  solve  the  really  tough  is- 
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sues  facing  civilian  scientists  and  engi- 
neers. Earth  Simulator,  built  by  Japan's 
NEC  Corp.,  was  proof  positive  of  just 
how  far  behind  the  U.S.  had  fallen  in  sci- 
entific supercomputing. 

"I  was  stunned,"  admits  Raymond  L. 
Orbach,  director  of  the  Energy  Dept.'s 
Office  of  Science,  a  major  sponsor  of  ac- 
ademic research.  What  surprised  Or- 
bach and  other  scientists  wasn't  the  raw 
speed  of  Earth  Simulator.  The  Japanese 
had  been  describing  their  goals  since 
1997.  The  amazing  thing  was  how 
superefficient  it  was,  especially  when 
running  simulations  of  climate  trends 
and  fusion-energy  generators 

On  May  12,  Energy  Secretary  Spencer 
Abraham  laid  out  a  comeback  plan.  Ten- 
nessee's Oak  Ridge  National  Laboratory 
will  establish  a  new  supercomputing 
center  for  open  science  and  engineering. 


m 
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It  will  consist  of  two  or  three  monste  o'v. 
computers  from  Cray  Inc.  that  wi  |de 
dwarf  even  the  Earth  Simulator.  Thpti 
Japanese  system  theoretically  can  whi 
through  an  incredible  41  trillion  calculaj 
tions  every  second.  In  supercomputer 
jargon,  that's  41  teraflops— "tera"  fo  m 
trillion,  "flops"  for  floating-point  opera  pn' 
tions  per  second. 

Thomas  Zacharia,  head  of  computin 
at  Oak  Ridge,  says  his  Cray  hardwar 
should  come  close  to  40  teraflops  by  th 
end  of  this  year,  jump  to  100  teraflops  i|cw 
early  2006,  and  hit  350  teraflops  by  lat 
2007.  The  result,  he  says,  will  be  a  "ma 
jor  new  tool  for  competitiveness."  Am 
unlike  Earth  Simulator,  the  Oak  Ridg 
supers  will  be  available  to  remote  user 
through  a  high-speed  network.  "We'rlr 
already  seeing  strong  interest  from  th  r 
aerospace,  auto,  and  chemical  indus  t 
tries,"  says  Zacharia. 

Academic  scientists  who  model  th 
birth  of  stars  and  the  origin  of  life  ma 
have  the  greatest  hunger  for  supercom 
puting  power.  But  supercomputers  ar 
used  in  a  wide  swath  of  industries,  in 
eluding  finance,  insurance,  semiconduc 
tors,  and  telecommunications.  Indee 
roughly  half  of  the  world's  top  500  s 
pers  are  owned  by  corporations. 

While  the  machines  used  by  busine: 
today  don't  have  the  muscle  to  tackle  th 
"grand  challenge"  problems  in  scienc 
such  as  predicting  climate  change,  the 
have  become  essential  in  developin 
better  products  and  speeding  them  t 
market.  Procter  &  Gamble  Co.  even  en 
gineers  the  superabsorbent  materials  i 
its  baby  diapers  with  a  supercompute 


^^A  „. 

- 


V 

1 


BIOLOGY  The  anatomy  of  a  protein 


ow,  IBM  and  other  suppliers  are  evolv- 
g  designs  that  promise  a  new  class  of 
trafast  supers  and  innovative  software 
:velopment  tools. 

The  U.S.  may  need  the  extra  brawn, 
le  Earth  Simulator  Center  (ESC)  is 
tiling  down  a  collaboration  with 
pan's  auto  makers  to  harness  the  su- 
;r  for  automotive  engineering  and  sim- 
ated  crash  testing,  says  ESC  Director 
.'tsuya  Sato.  Even  before  Earth  Simula- 
r,  there  were  signs  that  NEC's  smaller 
ipers,  which  weren't  available  in  the 
S.  until  recently,  were  delivering  po- 
nt  competitive  advantages.  For  exam- 
e,  many  Japanese  cars  are  noticeably 
lieter  than  American  models.  One  rea- 
m:  Japanese  carmakers  routinely  run 
;ry  sophisticated  aerodynamic  simula- 
)ns  that  show  designers  where  to 
ake  subtle  refinements  in  body  shape 
reduce  wind  noise. 

Earth  Simulator  isn't  the  only  threat, 
i  computational  biology— using  soft- 
are  to  tackle  problems  ranging  from 
edical  diagnosis  to  drug  discovery— 
e  U.S.  has  an  even  bigger  handicap.  In 
)01,  Japan's  Institute  of  Physical  & 
hemical  Research,  known  as  Riken, 
lilt  a  special-purpose  computer  for 
ich  notoriously  difficult  jobs  as  simu- 
ting  the  function  of  proteins.  Called 
ie  Molecular  Dynamics  Machine,  it  has 
speed  of  78  teraflops— twice  as  fast  as 
arth  Simulator. 

Why  didn't  Riken's  computer  ring 
arm  bells  in  Washington  in  2001?  Be- 
luse  special-purpose  computers  aren't 
ghly  regarded  by  most  analysts— they 
ck  the  versatility  of  general-purpose 


machines.  Maybe  they  should  take  an- 
other look.  In  early  2006,  Riken  expects 
to  unveil  a  far  faster  racer.  Its  cruising 
speed  will  be  1,000  teraflops,  or  1 
petaflops.  While  its  main  task  will  be 
elucidating  the  complex  structure  of 
proteins,  Makoto  Taiji,  chief  of  Riken's 
biocomputing  team,  believes  it  will  also 
shine  in  nanotech:  designing  materials 
atom-by-atom.  All  told,  the  National  En- 
ergy Research  Scientific  Computer  Cen- 
ter in  Berkeley,  Calif.,  figures  many 
American  researchers  labor 
under  a  supercomputing 
handicap  of  10  to  100  times. 


SEE  HOW  THEY  RUN 

THERE  ARE  TWO  basic  ap- 
proaches to  supercomputer 
design.  NEC's  supers  use  a  so- 
called  vector  architecture, 
meaning  they  have  custom 
silicon  processors  for  brains 
(box,  page  134).  These  chips 
are  specifically  designed  for 
the  heavy-duty  math  in  sci- 
ence and  engineering.  In  contrast,  virtual- 
ly all  U.S.  supers  do  their  flunking  with  or- 
dinary microprocessors— the  chips  found 
in  PCs  and  video  games.  Until  Earth  Simu- 
lator came  along,  the  U.S.  was  smug  about 
this  approach.  Because  commercial  off-the- 
shelf  (COTS)  chips  are  produced  in  huge  vol- 
umes, they're  much  less  expensive  than 
NEC's  chips.  So  when  more  speed  is  needed, 
IBM,  Hewlett-Packard,  or  Dell  can  just 
"scale  up,"  lashing  together  100  or  1,000 
more  chips— the  "scalar"  approach. 

However,  the  peak-speed  ratings  of 
COTS  clusters  can  be  deceptive.  When 


Massive 
power  is 
essential 
in  tackling 
the  "grand 
challenges" 


running  the  complex  software  used  to 
tackle  really  difficult  issues  in  physics, 
chemistry,  and  simulated  crash  tests  of 
cars,  COTS  systems  rarely  eke  out  even 
10%  of  their  peak  speed  over  extended 
periods.  NEC's  machines  chug  along  at 
30%  to  60%. 

This  dramatic  difference  in  so-called 
sustained  performance  means  that 
Earth  Simulator  isn't  just  twice  as 
speedy  as  the  current  U.S.  champ— the 
ASCI  Q  from  Hewlett-Packard  Co.  at  Los 
Alamos  National  Lab, 
which  has  a  peak  speed  of 
20.5  teraflops.  Factor  in  ef- 
ficiency, and  the  Japanese 
computer  can  be  6  to  20 
times  faster,  with  one  test 
indicating  a  36-fold  gain. 
And  Earth  Simulator  pulls 
this  off  with  fewer  proces- 
sors—5,120  vs.  the  8,192 
chips  in  ASCI  Q. 

For  most  problems  in 
business  and  nuclear 
weapons  work,  the  COTS 
approach  works  great.  But  in  cutting- 
edge  research,  vector  software  code  can 
be  the  pacing  factor  in  how  long  a  task 
takes  to  finish.  That  matters  because  it 
can  determine  where  new  insights  first 
trigger  breakthroughs  and  inventions. 

Plowing  new  ground  in  science  can 
involve  programs  that  take  days  or  even 
years  just  to  run— not  counting  the  time 
to  analyze  results  and  revise  the  soft- 
ware for  the  next  iteration.  Before  1990, 
scientists  trying  to  understand  how  pro- 
teins function  would  feed  assumptions 
to  a  super,  then  wait  a  year  to  see  the  re- 
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suits.  In  the  late  1990s,  teraflops  supers 
slashed  each  run  to  a  day  or  two. 

With  Riken's  78-teraflops  super,  it's 
only  three  or  four  hours,  says  researcher 
Taiji.  On  Riken's  upcoming  1-petaflops 
brute,  it  may  be  just  three  minutes.  A 
scientist  who  can  screen  a  different  pro- 
tein model  for  its  pharmaceutical  poten- 
tial every  few  minutes  clearly  stands  a 
much  better  chance  of  finding  the  key  to 
a  new  drug  than  a  researcher  whose 
computer  takes  half  a  day  to  spit  out 
each  answer. 

NATURE'S  SECRETS 

WHEN  IT  COMES  to  demand  for  faster 
computers,  there's  no  end  in  sight. 
Probing  nature  is  like  peeling  an  onion: 
Each  successive  layer  poses  harder 
questions.  Today,  supers  have  virtually 
become  the  table  stakes  for  scientific 
discovery.  Further  progress  in  science 
doesn't  rest  only  on  the  traditional  in- 
terplay between  theory  and  experiment, 
says  Orbach.  Simulations  will  be  the 
"third  leg  of  the  stool,"  he  says.  "I'm  a 
theoretical  physicist,  and  there  are  some 
problems  for  which  there  aren't  any  the- 
ories. You  can  only  understand  that  sci- 
ence through  simulations." 

COTS  technology  was  adequate  for 
the  "grand-challenge  problems  that 
confronted  science  and  engineering  in 
1995,"  says  Suresh  Shukla,  manager  of 
high-performance  computing  at  Boeing 
Co.  But  today's  toughest  problems,  he 
says,  "are  not  going  to  get  solved  effi- 
ciently on  COTS  machines." 

However,  vector  machines  such  as 
NEC's  are  expensive,  with  prices  typical- 
ly in  the  tens  of  millions  of  dollars.  For 
the  budget-minded,  COTS  is  the  ticket. 
Last  fall,  a  cluster  nicknamed  Big  Mac 
was  unwrapped  at  Virginia  Polytechnic 
Institute  &  State  University.  It  consists 
of  1,100  Macintosh  G5  computers.  Theo- 
retically, it  can  wolf  down  17.6  trillion 


instructions  a  second.  That's  almost 
45%  of  Earth  Simulator's  capacity— for 
1.3%  of  its  $400  million  cost,  a  paltry 
$5.2  million. 

Clusters  deliver  more  than  low  prices. 
What  they  do  for  "time  to  insight,"  the 
research  counterpart  of  industry's  time 
to  market,  is  incalculable.  With  their  own 
little  super,  engineering  and  research 
teams  can  bid  adieu  to  monthlong  delays 
while  waiting  for  access  to  a  jumbo 
cruncher  at  a  National  Science  Founda- 
tion supercomputing  center.  So  ques- 
tions can  get  answered  sooner  despite 
using  slower  computers. 

"There's  another  time-to-insight 
metric  that  needs  to  be 
considered:  the  time  it 
takes  to  build  an  applica- 
tion," says  William  R.  Pul- 
leyblank,  director  of  ex- 
ploratory computer 
systems  at  IBM's  Research 
Div.  Writing  soft-  ware 
usually  takes  a  lot  longer 
than  running  it.  If  soft- 
ware development  is  accel- 
erated because  researchers 
can  work  with  the  same 
tools  they  use  to  write  pro- 
grams for  PCs  and  workstations,  it  can 
offset  even  major  differences  in  run 
times. 

In  terms  of  the  acceptance  of  COTS 
technology,  the  record  speaks  for  itself, 
says  David  W  Turek,  IBM's  vice-presi- 
dent for  deep  computing.  Since  1990, 
COTS  clusters  have  been  shoving  Cray- 
type  machines  off  the  Top500  Super- 
computer Sites  list  (www.top500.org) 
compiled  by  Jack  J.  Dongarra,  a  senior 
scientist  at  Oak  Ridge.  By  1994,  clusters 
accounted  for  over  half  of  the  world's 
speed  demons.  Last  year,  95%  were 
COTS  systems. 

"Look,"  says  Turek,  "computer  archi- 
tectures  are   driven   fundamentally  by 


In  problems 
for  which 
there  is  no 
theory,  only 
simulations 
give  answers 


economics.  If  I  were  to  come  out  tomo 
row  with  a  really  fast  system,  but  yc 
had  to  spend  $500  million  to  buy  i 
there  would  be  only  one  or  two  cu 
tomers.  That's  not  a  business." 

Turek  has  a  point,  concedes  Cray  CE 
James  E.  Rottsolk.  "This  market  is  n< 
large  enough  to  support  the  researc 
and  development  expense  that  IBM 
HP  would  have  to  spend"  to  sustain 
separate  family  of  vector  chips.  Work 
wide  sales  of  top-end  supers  have  ho 
ered  around  $1  billion  a  year  for  mo 
than  a  decade,  says  IDC. 

The  Energy  Dept.  division  that  suj 
ports  classified  research  found  COTS  i 
resistible.  In  1995, 
launched  the  ASCI  progra: 
to  build  a  series  of  progre 
sively  faster  clusters  art 
leap  from  gigaflops  to  ten 
flops.  The  program's  crowi 
ing  achievement  will  be 
100-teraflops  behemot 
called  ASCI  Purple.  IBM  e? 
pects  it  to  come  online  ne: 
year  at  Lawrence  Live: 
more  National  Lab. 

Livermore  researchers  a) 
itching  to  see  what  this  Pu 
pie  number-eater  can  do.  "For  the  fir 
time,"  says  Mark  K.  Seager,  assistant  hes 
of  terascale  computing,  "we  should  t 
able  to  do  a  'button-to-boom'  simulatic 
of  a  nuclear  explosion."  It  may  take  seve 
al  months  to  simulate  the  trillions  of  inte 
actions  that  happen  in  just  a  fewbilliont] 
of  a  second.  But  that's  a  breeze  compare 
with  running  such  a  simulation  on  ti 
Cray  1  that  Livermore  had  in  the  lai 
1970s.  With  that  super,  recalls  Seager,  "w 
figured  it  would  take  60,000  years." 

Purple's  reign  could  be  brief.  IBM  an 
Livermore  are  also  building  a  still  beef 
er  machine,  Blue  Gene/L.  When  this  e? 
perimental  system  springs  to  life  ne: 
year,  it  may  spit  out  360  teraflops.  Bi 
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CRAY1   Back  in  1976 


Vector  vs.  Scalar 

Here's  how  the  two  flavors  of  supercomputer  chips  differ: 

»  Vector  chips  do  rapid-fire  processing  of  strings  of  related  numbers,  or 
vectors,  common  in  scientific  problems.  The  chips  in  scalar  systems 
process  numbers  one  at  a  time.  Imagine  that  a  computer  is  helping  prepare 
dinner.  A  vector-chip  chef  would  send  you  to  the  market  to  buy  everything 
on  the  menu.  But  a  scalar  helper  would  tell  you  to  go  buy  lettuce.  Then  it 
would  send  you  back  for  meat,  again  for  vegetables,  and  then  for  dessert.  In 
business  software,  vectors  are  rare,  so  problems  can  be  divvied  up  among 
many  chips,  and  total  speed  "scales"  with  the  number  of  chips.  But  the 
scalar  technique  isn't  efficient  when  dealing  with  vectors,  such  as  what 
happens  to  a  car  fender  second  after  second  in  a  simulated  crash. 
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Pulleyblank  warns  that  this  is  by  no 
means  certain,  because  IBM  does  not 
have  a  computer  big  enough  to  verify 
the  design  of  a  system  like  Blue  Gene, 
with  131,072  processors. 

If  all  comes  together  as  hoped,  Blue 
Gene  may  herald  the  start  of  a  transition 
to  the  next  generation  of  supercomput- 
ers—systems that  combine  the  benefits 
of  both  vector  and  COTS  designs.  Blue 
Gene's  chips  are  turbocharged  with  a 
special  "pipeline"  that  pretends  to  be  a 
vector  processor. 

Cray  has  developed  a  similar  architec- 
ture, dubbed  Red  Storm,  in  conjunction 
with  Sandia  National  Labs.  The  first 
such  cluster— a  $90  million,  40-ter- 
aflops  system— will  be  switched  on  at 
Sandia  this  summer.  And  Oak  Ridge  will 
deploy  a  20-teraflops  Red  Storm  cluster, 
half  of  it  by  late  this  year. 

There   is   universal   agreement  that 


vector  processing  alone  won't  suffice  for 
the  petaflops  computers  needed  to  solve 
the  next  layer  of  grand- challenge  prob- 
lems. The  software  for  attacking  these 
issues  is  mushrooming  inv  size— and 
contains  increasing  amounts  of  the 
scalar  code  that  COTS  chips  handle  so 
effectively.  Having  both  Cray's  latest 
top-line  machine,  a  Cray  XI,  and  a  Red 
Storm  system  under  the  same  roof  at 
Oak  Ridge  should  provide  valuable 
guidelines,  Zacharia  believes. 

Further  out,  the  Pentagon's  Defense 
Advance  Research  Projects  Agency 
(DARPA)  is  sponsoring  a  contest  to  de- 
velop blueprints  for  petaflops  systems 
with  balanced  vector/scalar  perform- 
ance to  improve  time  to  insight.  Three 
companies  are  in  the  running:  Sun  Mi- 
crosystems, IBM,  and  Cray.  They'll  deliv- 
er digital  models  of  their  designs  by 
2006.  Then  DARPA  will  hold  a  "bake- 


off  to  eliminate  at  least  one.  The  re] 
maining  one  or  two  will  get  funds  tr 
construct  a  working  prototype  by  2009. 
Japan  doesn't  have  anything  like  tht 
DARPA  contest  under  way,  says  Ei 
Simulator's  Sato.  But  NEC  has  a  ne\ 
family  of  supers  up  its  sleeve  that  coulc 
be   announced   within   the   next   yea 
Barring  a  major  surprise  from  NEC,  the 
U.S.  seems  sure  to  regain  the  lead  ir 
supercomputers— thanks  in  large  meas     y 
ure  to  Earth  Simulator.  The  wake-up  cal     5, 
it   delivered  helped   galvanize   a   fresh 
approach  to  supercomputing.  The  resultJ 
promise  untold  rewards  to  both  industry 
and  science.  ■ 

-By  Otis  Port  in  New  York,  witf 
Hiroko  Tashiro  in  Tokyt 
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A  Race  for  Flops... 


Since  2001,  Japan's  supercomputers  have  left  the  U.S.  in  the  dust 


SUPERCOMPUTER 


PEAK  SPEED  IN  TERAFLOPS** 


LOCATION 


MOLECULAR  DYNAMICS  MACHINE* 

78 

Institute  of  Physical  &  Chemical  Research  (Riken) 

GRAPE-6* 

64 

University  of  Tokyo 

NEC  EARTH  SIMULATOR 

41 

Earth  Simulator  Center 

HP  ASCI  Q 

20.5 

Los  Alamos  National  Lab 

CALIFORNIA  DIGITAL  CLUSTER* 

20 

Lawrence  Livermore  National  Lab 

APPLE  CLUSTER 

17.6 

Virginia  Tech 

DELL  CLUSTER 

15 

National  Center  for  Supercomputing  Applications 

IBM  ASCI  WHITE 

12 

Lawrence  Livermore  National  Lab 

HP  CLUSTER 

11.6 

Pacific  Northwest  National  Lab 

LINUX  NETWORX  CLUSTER 

11 

Los  Alamos  National  Lab 

•Not  ranked  on  the  latest  Top5 
operations  per  second 


j-s  system  was  installed  in  2001:  University  of  Tokyo  sin  2002    "Theoretical  top  speed  in  tnllions  of  floating-point 
ma  Digital  Corp..  www.top500.org 
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. . .  And  Tera  is  Just  the  Beginning 

Power  needed  to  complete  most  complex  task  in  one  week 


TASK 

PEAK  SPEED 

AUTOMOTIVE  DEVELOPMENT 

100  TERAFLOPS 

HUMAN  VISION  SIMULATION 

100  TERAFLOPS 

AERODYNAMIC  ANALYSES 

1  PETAFLOPS 

LASER  OPTICS 

10  PETAFLOPS 

MOLECULAR  DYNAMICS  IN  BIOLOGY 

20  PETAFLOPS 

AERODYNAMIC  DESIGN 

1  EXAFLOPS 

COMPUTATIONAL  COSMOLOGY 

10  EXAFLOPS 

TURBULENCE  IN  PHYSICS 

100  EXAFLOPS 

COMPUTATIONAL  CHEMISTRY 

1  ZETTAFLOP 

s 


oint  operations  per  second  .  Peta  and  exa  are  L000  times  faster  and  1  nmric 
zettaftops  >s  1  followed  by  21  zeros  calculations  per  second.)  Data:  NSF.  Energy  Dept.  NASA 
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YOU  CAN  BARGAIN-HUNT  FOR  virtually  any  item 
on  your  personal  balance  sheet,  from  mort- 
gages and  car  loans  to  mutual  funds  and  bro- 
kerage accounts.  But  when  it  comes  to  what  is 
probably  your  largest  asset  aside  from  your 
house— your  401(k)  retirement  plan— you're 
stuck.  Stuck,  that  is,  with  the  investments  your 
company  selects,  no  matter  how  expensive  they  may  be.  J 
Since  many  401(k)  plans  consist  of  relatively  high-cost  mutu- 
al funds  and  insurance  products,  that' s  generally  bad  news. 
Indeed,  the  average  401(k)  participant  in  a  big  plan  forks  over 
1.07%  of  the  account  balance  each  year,  while  small  plan  par- 
ticipants pay  1.4%,  on  average.  With  the  most  expensive  plans 
running  as  high  as  3%,  "people  are  hollering  about  abuse," 
says  Ted  Benna,  a  benefits  consultant  who  created  the  401(k) 
in  1980  and  is  now  president  of  the  401(k)  Assn.,  a  consulting 
firm  in  Jersey  Shore,  Pa.  If  s  easy  to  see  why.  A  worker  who 
puts  the  $13,000  maximum  you  can  currendy  invest  tax- 
free  into   a  401(k)  each  year  will  have   $1,166  million 
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after  30  years,  provided  the  portfolio  re 
turns  8%  and  costs  1.38%  a  year.  But  tht 
investor  wiU  have  14%  more  if  costs  fall  tc 
0.70%  and  25%  more  if  they're  jus 
0.25%,  according  to  Vanguard  Group 
which  is  known  for  managing  mutua 
funds  but  also  administers  401(k)s. 

Considering  that  one  study  pegs  invest- 
ment fees  for  the  average  company  pen 
sion  plan  at  just  0.28%,  why  are  401(k. 
fees  so  high?  For  one  thing,  401(k)  plans! 
are  far  more  expensive  to  run.  Indeed,  i\ 
401(k)  has  to  maintain  multiple  separate 
accounts— tracking  returns  and  transac 
tions  for  each  participant.  Plus,  since  the 
401(k)  took  hold  in  the  1980s,  plans  have 
added  increasingly  sophisticated  services 
including  access  to  daily  account  balances 
call  centers,  online  transactions,  and  em- 
ployee education  programs.  Over  the  pas' 
decade,  employers  have  quiedy  shiftec 
much  of  the  cost  of  those  services  to  em- 
ployees. This  has  occurred  in  large  par| 
through  a  widespread  system  called  rev 


.SO  IN  THIS  SECTION: 

i  Teen  athletes,  1 

pro  injuries  J 


^  VI  g| Cash-producing 

A^FWIenergy  plays 


^  VI  Q  |  Candy-colored 
X^fOI  laptop  bags 


I  dividends  next? 


enue  sharing,  in  which  fees  are  taken  out 
of  employees'  funds  and  funneled  to  vari- 
ous service  providers. 

But  there's  more  to  the  story.  The  Secu- 
rities &  Exchange  Commission  is  investi- 
gating the  disclosure  of  conflicts  of  interest 
in  401(k)  fund  selection.  The  U.S.  Labor 
Dept,  too,  is  looking  into  such  issues  as 
whether  service  providers  who  have  a  fi- 
duciary obligation  to  keep  plan  costs  rea- 
sonable are  accepting  improper  payments 
from  funds.  They  are  also  examining 
whether  plan  providers  adequately  dis- 
close their  fee  arrangements.  Among  the 


concerns:  Such  advisers  may  favor  funds 
that  pay  them  the  most,  instead  of  those 
that  are  the  best  investments. 

Over  the  past  decade,  401(k)  fees  have 
become  increasingly  complex.  Indeed,  the 
fees  collected  from  your  account  may  be 
parceled  out  to  several  service  providers 
(chart,  page  140).  Critics  contend  that 
some  of  these  arrangements  can  create 
conflicts  of  interest  that— although  often  at 
least  partly  disclosed  in  the  fine  print  of 
mutual-fund  prospectuses— are  poorly 
understood,  especially  by  investors  and  the 
small  plans  that  lack  the  time  and  re- 


Funds 

pay 

to  be  on 
the  list  of 
401(k) 
choices 


sources  of  their 
larger  counterparts. 
Consider  Put- 
nam Investments, 
which  besides  man- 
aging mutual  funds 
administers  401(k) 
plans.  It  recently 
upped  the  price  to 
be  on  its  selective 
Gateway  list  for  one 
fund  company  that 
requested  anonymi- 
ty. "They  tout  these  funds  as  the  gold  stan- 
dard," says  an  executive  at  the  fund  com- 
pany. But  while  the  funds  are  vetted  for 
performance,  ifs  also  "in  part  a  pay-to- 
play  list."  A  Putnam  spokeswoman 
strongly  disputes  that  characterization. 
She  says  the  company  discussed  "the  off- 
setting of  costs  associated  with  record- 
keeping expenses"  with  just  a  "handful"  of 
Gateway  funds.  "This  practice  is  disclosed 
to  plan  sponsors"  and  is  "consistent  with 
industry  standards,"  she  adds. 

DANGEROUSLY  EXPOSED 

WHAT  CAN  A  401(K)  investor  do  to  con- 
tain costs?  Start  by  reexamining  your 
plan's  options,  weighing  fees  as  carefully 
as  investment  objectives.  Since  401(k) 
plans  are  tax- deferred,  you  won't  take  a 
tax  hit  for  selling  a  profitable  holding.  As 
a  rule,  the  low-cost  investment  options 
include  index  funds  and  the  institutional 
or  co-mingled  accounts  that  some 
plans— mostly  big  ones— offer.  Company 
stock,  though  generally  free,  may  leave 
you  dangerously  exposed  to  your  employ- 
er's fortunes.  Meanwhile,  although  there 
may  be  an  investment  benefit  to  adding 
funds  that  concentrate  in  specific  indus- 
tries or  stock  categories— such  as  small- 
cap  or  international— keep  in  mind  that 
they  tend  to  cost  more. 

If  your  401(k)  menu  is  short  on  bar- 
gains, ask  your  employer  to  add  lower-cost 
alternatives,  advises  Sue  Stevens,  director 
of  financial  planning  at  researcher  Morn- 
ingstar.  Be  aware  that  the  fees  on  rock-bot- 
tom 401(k)s  can  be  as  low  as  0.12%  a  year, 


Paying  for  a 

401(k)Plan 

The  smaller  plans  take  a  bigger  bite  than 
larger  ones.  The  heftiest  charge  is  for 
investment  management. 

PLAN 

PARTICIPANTS 

INVESTMENT  J.  ADMINISTRATIVE 
FEES          T              FEES 

J.  TRUSTEE       - 
T       FEES 

TOTAL 
FEES 

100 

1.26% 

0.13% 

0.01% 

1.40% 

500 

1.17 

0.08 

0.01 

1.26 

2,000 

1.00 

0.06 

0.00 

1.07* 

Average  fees  as  a  percentage  of  assets  Examples  assume  average  account  balance  of  $40,000  The  larger  a  plan's  average 
account  balance,  the  lower  the  fees  are  likely  to  be.  *Due  to  rounding,  these  costs  add  up  to  1.07%. 

Data:  401(k)source  com 
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according  to  Benna.  So,  even  if  your  plan 
has  average  costs  for  its  size,  there's  room 
for  improvement  (table,  page  139). 

Before  weighing  your  alternatives,  fig- 
ure out  how  much  you're  paying  in  fees. 
This  can  be  tricky,  because  of  a  system  of 
disclosure  that  puts  the  burden  on  you  to 
request  documents  and  comb  through  the 
fine  print.  Fees  can  take  various  forms: 
Most  small  to  midsize  plans  bundle  them 
into  an  all-inclusive  number,  while  some 
larger  plans  break  out  the  parts. 

Start  by  calling  your  company's  benefits 
department.  Employers  are  generally  re- 
quired to  divulge  fees  when  participants 
ask.  Request  a  prospectus  for  each  of  your 
funds.  (You  can  also  call  the  fund  compa- 
nies directly.)  Here,  you'll  find  the  expense 
ratios  the  funds  charge  to  manage  your 
money.  Because  expense  ratios  account  for 
about  90%  of  the  average  401(k)  partici- 
pant's costs,  this  will  give  you  most  of  what 
you  need  to  assess  your 
fees.  (If  your  plan  uses 
annuities  or  co-min- 
gled funds,  ask,  respec- 
tively, for  the  group  an- 
nuity expense  contract 


BENNA  The 

401(k)'s  father 
says:  "People 
are  hollering 
about  abuse" 


or  investment  management  contract,  says 
Joseph  Valletta,  partner  at  HR  Investment 
Consultants  in  Baltimore.) 

The  next  step  is  to  pick  apart  the  ex- 
pense ratio.  By  examining  the  fees  bun- 
dled into  it,  you  can  see  where  the  money 
is  going.  The  prospectus  should  break  the 
expense  ratio  into  three  categories  of  fees, 
namely:  "investment  management," 
"12(b)-l,"  and  "other  expenses." 

LUMPSUMS 

MOST  OF  THE  EXPENSE  RATIO  pays  for 
exactly  what  you  would  expect:  invest- 
ment management.  But  a  fund  is  also  free 
to  charge  a  12(b)-l  fee— for  marketing  and 
distribution— of  up  to  1%.  That  can  be 
used  to  cover  the  costs  of  servicing  your  ac- 
count or  marketing  the  fund  to  your  plan. 
Some  funds  also  levy  "sub-transfer  agent" 
fees  to  defray  admimstrative  costs.  These 
are  lumped  into  the  "other"  or  12(b)-l  cat- 
egories in  the  prospectus  and,  according  to 
Clark  Consulting  in  North  Barrington,  HI., 
can  amount  to  0.25%  to  0.65%. 

Through  revenue  sharing,  the  funds  in 
your  401(k)  plan  collect  the  fees  and  fun- 
nel some  of  that  money  to  others.  (As  with 
mutual  funds,  you  won't 
see  the  fees  deducted,  since 
they're  taken  out  of  your  re- 
turns.) Some  of  the  12(b)-l 
fees  may  go  a  broker-dealer 
or  other  intermediary  who 
helped  the  fund  land  a  slot 
in  your  401(k)  plan.  And 
the  sub-transfer  agent 
fees— and  often  some 
12(b)-l  revenue,  too— goes 
to  the  company  that  admin- 
isters your  plan  in  order  to 
pay  for  such  services  as 
record-keeping. 

Still,  these  arrangements 
have  drawn  criticism.  Some 
contend  they  provide  in- 
centives for  brokers  and 
administrators  to  push 
funds  with  higher  fees. 
Moreover,  because  these 
extra  fees  come  out  of  par- 
ticipant's balances,  their  in- 
creased use  has  transferred 
much  of  the  401(k)  over- 
head to  employees. 

Some  revenue  sharing 
payments  are  hidden.  Of- 
ten, this  occurs  when 
funds  pay  brokers  and 
401(k)  administrators 
from  their  parent  compa- 
ny's profits,  rather  than 
from  401(k)  participants' 
balances.  Still,  some  fund 


FOLLOWING  THE  401(k) 
MONEY  TRAIL 

You  won't  see  a  charge  on  your  401(k) 
statement,  but  you  pay  for  investment 
management  and  other  expenses 
through  fees  that  are  deducted  from 
your  account.  Here's  an  example  of  how 
the  money  gets  spread  around. 


PLAN  PARTICIPANTS 


TOTAL  FUND  EXPENSES 


1.4%  OF  ASSETS 


INVESTMENT  FUNDS 

0.75%  of  assets 


SUB  TRANSFER 

AGENT  AND 

12(b)  -1  FEES 

0.25% 


12(b) -1  FEES 
0.40% 


PLAN  BROKER/ 

ADMINISTRATOR  I        DEALER 


ADDITIONAL  * 

ADMINISTRATIVE  ■ 

FEES  l 

(S0T0  $200  PER 

PARTICIPANT) 


AUDIT,  LEGAL  AND 
CONSULTING  FEES 


VARIOUS 
PROVIDERS 


Data:  Clark  Consulting.  BusinessWeek 

companies  are  starting  to  disclose  the 
practice.  For  example,  in  a  Mar.  18  SEC  fil- 
ing, Boston  fund  company  MFS  says  that 
it  may  pay  "dealers"  for  selling  its  funds 
to  retirement  plans,  among  other  services. 
The  amount:  up  to  0.25%  of  the  assets 
placed  in  the  plan. 

Ask  your  employer  if  you're  bearing 
costs  that  aren't  included  in  your  fund  ex- 
pense ratios.  Check  your  quarterly  account 
statement,  too,  since  in  some  cases  extra 
fees  are  deducted  from  the  balance.  Of 
course,  your  employer  may  also  write  a 
check  to  cover  some  plan  bills.  But  that  in- 
formation isn't  generally  available,  says 
David  Wray,  president  of  the  Profit  Shar- 
ing/401(k)  Council  of  America. 

Because  of  the  401(k)'s  tax  advantages, 
the  only  time  it  might  make  sense  to  shun 
a  plan  in  favor  of  a  taxable  account  is  in 
the  rare  instance  that  its  fees  are  exorbi- 
tant and  there's  no  matching  contribution 
from  your  employer.  But  there's  no  doubt 
that  keeping  the  fees  down  can  make  a 
big  difference  in  how  large  an  amount 
you're  able  to  save.  So  don't  overlook  how 
much  you're  paying  or  remain  silent  if  the 
tab  is  too  high.  ■ 
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Isn't  it  time  vou  had  a  Quiet  Conversation    of  your  own? 


INSURANCE 


RETIREMENT  PLANNING  \      EDUCATION  FUNDING 


ESTATE  PLANNING 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.    Visit    www.nmfn.com    for    more    information. 


^W  Northwestern  Mutual 

FINANCIAL  NETWORK* 
It's  time  for  a  Quiet  Conversation™ 
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SITTING  OUT 

Former  major 
league'  pitcher 
Burnside  with 
son  Paul,  who 
had  "Tommy 
John"  surgery 
in  March 


TV; 


Young  Athletes, 
Big-League  Pain 

Year-round  play  and  dreams  of  going  pro  are  side- 
lining kids  with  serious  injuries,  by  mark  hyman 


ALL  WORK  AND  NO 
play  may  make  Jack  a  dull 
boy.  But  all  play  every  day 
can  make  Jack  a  hurting 
boy.  At  the  sports-medi- 
cine clinic  of  Children's 
Hospital  Boston,  where 
dozens  of  young  athletes  hobble  in  daily, 
doctors  are  finding  a  surprising  cause  for 
many  of  those  aches  and  pains:  playing 
too  hard,  too  often.  Swimmers  report  sore 
shoulders.  Tennis  players  clutch  their  low- 
er backs.  Soccer  players  yelp  with  leg 


pains.  All  are  victims  of  overuse  injuries,  a 
rising  health  crisis  that  is  derailing  or  de- 
stroying promising  careers. 

Just  15  years  ago,  overuse  injuries  ac- 
counted for  20%  of  patients  visiting  the 
Boston  kids'  clinic,  the  first  of  its  kind  in 
the  U.S.  when  it  opened  in  1974.  Now  if  s 
70%  and  climbing.  "Places  like  our  clinic 
are  being  flooded  with  overuse  injuries," 
says  founder  Dr.  Lyle  J.  Micheli. 

Case  in  point:  Gabe  Klein,  a  7th  grader 
who  lives  in  Mamaroneck,  N.Y.  Last 
spring  he  was  playing  travel  soccer,  rec- 


league  soccer,  and  travel  baseball,  with  a  I 
game  or  a  practice  nearly  every  day.  Dur-I 
ing  a  soccer  game,  he  attempted  to  kickl 
the  ball,  fell  to  his  knees,  and  couldn't  getl 
up.  He  had  to  be  carried  from  the  field,  "if 
felt  something  pop,"  says  Gabe.  It  turned! 
out  he  had  a  chip  fracture  of  his  hip.  He  I 
sat  out  all  sports  for  four  weeks  and  has[ 
since  given  up  soccer  to  focus  on  baseball. 

FEEDING  THE  FRENZY 

WHY  ARE  KIDS  pushing  sports  so  hard?! 
All  too  often  they're  impelled  by  dreams  | 
of  a  college  scholarship  or  the  riches  of 
professional  sports.  Media  coverage  of| 
gargantuan  pro  contracts  has  more  par- 
ents than  ever  smitten  with  the  idea  of  I 
Becky  one  day  playing  center  court  atl 
Wimbledon.  "It's  amazing  how  many| 
parents  project  their  children  at  profes- 
sional levels,"  says  Vern  D.  Seefeldt,  di- 
rector emeritus  of  the  Institute  for  the  | 
Study  of  Youth  Sports  at  Michigan  State. 

Coaches  feed  the  frenzy,  too.  When  a  I 
soccer  guru  or  tennis  tutor  urges  playing 
another  tourney  or  jacking  up  practice 
time,  parents  often  don't  object.  "They're 
being  told  by  the  coach:  'Your  son  has 
amazing  potential  and  needs  to  improve  J 
his  serve  next  week'  There  are  few  people  j 
guiding  the  parents  who  have  the  welfare 
of  the  child  at  stake,"  says  Dr.  Eric  Small, 
head  of  the  Sports  Medicine  Center  for 
Young  Athletes  in  Mount  Kisco,  N.Y,  and 
author  of  Kids  &  Sports. 

Making  the  injury  list  even  longer  is 
the  trend  toward  sport  specialization.  A 
decade  ago  a  peppy  10-year-old  might  di- 
vide his  play  among  soccer,  basketball, 
and  baseball  seasons.  Now  more  are  be- 
ing channeled  to  one  sport  that  they  play 
year-round.  The  extra  training  improves 
skills  but  adds  to  the  wear  and  tear.  Base- 
ball pitchers  are  especially  at  risk:  Wit- 
ness high  school  junior  Paul  Burnside, 
who  recently  underwent  elbow  surgery  to 
save  his  pitching  career  (page  144). 

For  some  prodigies  there's  no  arguing 
with  the  single-sport  approach.  Golfing 
phenom  Michelle  Wie,  14,  was  a  tennis 
player,  swimmer,  even  a  slugger  on  the 
Little  League  Baseball  team  in  her  native 
Hawaii,  until  she  turned  9.  Then  her  fa- 


AWatch 
List  for 
Parents 


STEPPING  UP 
TRAINING 

Many  injuries  occur 
when  practice  time  is 
cranked  up  from  two 
days  a  week  to,  say,  five. 
Avoid  increasing  activity 
more  than  10%  a  week. 


GROWTH 

MUSCLE 

IGNORING  THE 

SPURTS 

IMBALANCES 

PROBLEM 

As  kids  grow,  muscles 

Kids  who  play  one  sport 

Child  athletes  and 

can  become  less  flexible 

year-round  develop 

parents  shouldn't 

and  more  susceptible  to 

certain  muscles  as 

assume  that  injuries  will 

injury.  Parents  should 

others  remain  weak. 

magically  go  away.  Check 

watch  for  periods  of 

Consider  a  balanced 

out  minor  pains  before 

rapid  growth. 

conditioning  program. 

they  become  major  ones. 

Data:  H  is  ana  Sports,  by  Or  Eric  Small 
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DREAMS  OF  EXPANDING  OVERSEAS. 


DREAMS  OF  SCALING  THE  MATTERHORN 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.* 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  'Relates  to  total  $  amount,  w/over-allotment.  ot  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  bookrunners,  excluding  Amencan  Depository  Receipts  and  closed-end  funds,  t  Relates  to 

all  public  US  equity  transactions  (IPOs  and  secondanes/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  pnced  thru  12/31/03.  Non-weighted  average  aftermarket  performance 

Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  penod.  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance 
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ther,  B.J.,  decided  his  daughter's  focus 
would  be  golf.  "It  was  clear  she  had  more 
talent  in  golf  than  anything  else,"  says 
B.J.  Four  years  later  she  nearly  won  the 
Kraft  Nabisco  Championship  on  the 
Ladies  Professional  Golf  Assn.  tour. 

There's  more  than  one  path  to  the  big 
leagues.  Soccer  Olympian  Mia  Hamm's 
parents  encouraged  her  to  play  different 
sports.  When  high  school  soccer  season 


SURGERY 


was  over,  she  was  a  point  guard  on  the 
basketball  team.  "I  was  a  terrible  shot,  but 
fast,"  says  Hamm.  "My  dad  never  said: 
'Go  out  and  work  on  soccer.'  The  decisions 
about  playing  came  from  m$."  Hamm 
tells  kids  to  avoid  early  specialization. 

For  their  part,  sports  docs  advise  par- 
ents to  monitor  closely  how  much  time 
their  children  are  putting  in.  Sudden 
spikes  in  hours  that  coaches  demand  can 


'Tommy John'  Comes 
To  High  School 


Until  recently,  high  school  junior 
Paul  Burnside  was  blissfully 
unaware  that  pitchers  his  age 
could  be  candidates  for 
"Tommy  John"  elbow  surgery. 
Paul,  son  of  former  MLB  pitcher  Sheldon 
Burnside,  knew  of  accomplished  pitchers 
who  had  undergone  arm  reconstruction, 
but  they  were  ailing  big  leaguers.  That 
changed  in  March.  Paul,  17,  was  one  out  shy  of 
victory  for  Jefferson  Davis  High  School  in 
Montgomery,  Ala.,  when  he  felt  "something  a 
little  weird"  in  his  elbow.  A  few  weeks  later  he 
had  the  operation  that  is  named  for  26- 
season  major  leaguer  John,  a  tendon  transfer 
from  the  wrist  or  hamstring  to  the  elbow  to 
take  the  place  of  a  damaged  ligament. 

Burnside  is  hardly  the  only  teenager 
taking  this  route.  Once  high  school  heavers 
paid  homage  to  their  heroes  by  mimicking 
their  pickoff  moves  and  trick  pitches.  Now 
they're  having  the  same  elbow  surgery— 
which  costs  at  least  $10,000  and  involves  a 
long,  painful  rehabilitation.  Even  some 
surgeons  who  perform  the  operation  are 
worried  about  the  trend.  They  say  it  stems 
from  year-round  seasons,  competitive 
pressure,  and  often,  pushy  parents  and  the 
quest  for  college  scholarships.  Says  James 
R.  Andrews,  a  leading  orthopedic  surgeon: 
"We  ask  every  parent:  'Does  your  child  really 
have  the  talent  to  utilize  this  surgery?'  The 
problem  is,  every  one  of  them  says  yes." 
No  one  is  sure  how  many  high  school 
ballplayers— mostly  pitchers  and  catchers, 
whose  positions  require  strong  throwing 
arms-are  having  Tommy  John  operations. 
But  Andrews,  who  practices  in  Birmingham, 
Ala.,  and  has  treated  the  elbows  of  dozens  of 
major  leaguers,  including  all-stars  John 
Smoltz  and  Kerry  Wood,  thinks  the  numbers 


JOHN  Post-op,  14  more  seasons 


are  soaring.  From  1988  to  1994,  he 
performed  the  surgery  on  seven  high  school 
players.  In  2003  he  operated  on  55. 

Back  in  1974,  when  Dr.  Frank  W.  Jobe 
dreamed  up  the  operation  to  fix  John's 
elbow,  the  idea  of  repairing  the  arm  of  a  high 
school  player  would  have  been  ridiculed. 
John's  surgery  was  done  strictly  "to  save  a 
career,"  recalls  orthopedic  surgeon  Lewis  A. 
Yocum,  team  physician  for  the  Anaheim 
Angels,  who  trained  under  Jobe.  After 
surgery  and  a  year  off  for  rehab,  John  went 
on  to  pitch  14  more  seasons. 

Because  of  a  rash  of  elbow  injuries 
among  high  school  players,  however,  the 
once-experimental  procedure  is  being 
sought  out  by  anxious  parents.  That  has 
Andrews  on  a  crusade  against  the  cause  of 
this  epidemic-too  little  preparation,  too 


be  a  warning.  Still,  says  Small,  the  New 
York  doctor,  "parents  are  so  focused  on 
their  kids  being  superstars  that  they 
think  they're  doing  a  service  when  train- 
ing jumps  from  10  hours  a  week  to  30. 
They  love  their  child,  but  they  have 
blinders  on."  Often  those  blinders  don't 
come  off  until  a  youngster  gets  hurt.  But 
by  then  a  12-year-old's  sports  career  can 
be  over.  ■ 


much  pitching.  He  blames  year-round  play, 
endless  summer  tournaments,  even  rules 
that  deny  a  relief  pitcher  the  proper  number 
of  warm-up  pitches. 

For  families  who  come  to  Andrews, 
Tommy  John  surgery  is  the  only  hope  of 
keeping  alive  the  dream  of  a  college 
scholarship  or  a  rich  deal  with  the  pros. 
Andrews  says  he  counsels  families  to 
consider  more  conservative  treatment,  such 
as  lengthy  rest  periods,  and  to  look  at  elbow 
reconstruction  as  a  last  resort.  Still,  notes 
Rick  Wolff,  a  youth  sports  expert  and  author 
of  The  Sports  Parenting  Edge:  "It's  a  rare 
parent  who  says:  'Know  what?  Play  ball  for 
fun.  Forget  about  scholarship  money  or  a 
pro  contract.'  For  most  families,  if  surgery  is 
the  only  way  to  move  up,  it's  a  no-brainer." 

Surgeons  say  that  before  operating,  they 
also  try  to  determine  if  high  school  patients 
have  the  potential  for  a  lengthy  sports 
career.  Operating  on  a  pitcher  who  may  play 
just  a  handful  of  high  school  games  and  quit 
after  a  year  of  difficult  rehabilitation  makes 
little  sense.  "Just  because  we  have  a 
hammer  doesn't  mean  everything  is  a  nail. 
Obviously,  the  surgery  isn't  designed  for 
everybody,"  says  Yocum. 

Even  after  careful  screening,  the  careers 
of  most  high  school  players  who  have 
Tommy  John  surgery  end  quickly.  Out  of  27 
of  Andrews'  high  school  patients  interviewed 
recently  by  the  American  Sports  Medicine 
Institute,  a  research  center  affiliated  with  the 
surgeon's  clinic,  only  10  went  on  to  pitch  in 
college.  More  than  half  quit  the  sport  less 
than  two  years  after  surgery. 

Sheldon  Burnside,  who  pitched  with 
Detroit  and  Cincinnati  in  the  1980s,  has 
reason  to  hope  that  Paul-a  6-foot-4, 200- 
pounder-won't  be  among  those  who  quit 
baseball  early.  In  the  game  in  which  his 
elbow  gave  out,  Paul  turned  in  a  performance 
that  Roger  Clemens  would  have  been  proud 
of,  allowing  just  three  hits  and  notching  10 
strikeouts.  Recently  the  Colorado  Rockies 
sent  a  scout  to  have  a  look  at  him.  "No  one  in 
this  city  has  thrown  the  ball  as  hard  as  Paul 
has,"  says  Sheldon.  If  rehab  goes  well,  Paul's 
next  pitch  is  scheduled  for  2005. 

-Mark  Hyman 
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HEN  TAKING  YOUR  COMPANY  on  the 
telephony  road,  the  right  traveling 
:mpanion  is  essential.  Avaya  Global 
ervices  will  not  only  get  you  going  in  the 
ght  direction,  but  we'll  guide  you  the 
■hole  way.  For  starters,  we  develop  a 
omprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems'"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 
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A  Steady  Flow  from  Oil 

Master  Limited  Partnerships  pay  high  yields.  BY  STEPHANIE  ANDERSON  FOREST 


CRUDE  OIL,  NATURAL 
gas,  and  gasoline  prices 
have  soared  in  recent 
months,  yet  returns  for 
major  oil  company  stocks 
have  been  flat.  Is  there 
another  way  to  get  in  on 
the  action  in  energy? 

Energy-sector  master  limited  partner- 
ships (MLPs)  and  income  (or  royalty) 
trusts  are  just  that.  They've  shown  high 
returns,  tax  advantages,  and  a  knack  for 
consistently  increasing  distributions. 
Current  yields  run  about  7.5%  for  MLPs 
and  11%  for  trusts  vs.  2.1%  for  the  Stan- 
dard &  Poor's  500  Energy  index.  Over  the 
past  five  years,  MLPs  posted  a  total  return 
of  272%,  while  trusts  returned  25%,  com- 
pared with  21.3%  for  the  energy  index. 

While  both  entities  are  required  to  pay 
out  essentially  all  of  their  cash  flow  in  dis- 
tributions, neither  pays  income  taxes, 
which  eliminates  the  issue  of  double  tax- 
ation of  dividends.  Here's  a  look  at  how 
these  vehicles  operate,  and  some  pros  and 
cons  of  owning  them. 

WhatisanMLP? 

An  MLP  has  a  general  partner  who 
manages  the  business,  and  limited  part- 
ners who  invest  capital.  Limited  partner 
units  trade  like  stocks.  MLPs  pay  quarter- 
ly cash  distributions.  Stock  analysts  who 
cover  other  energy  companies  often  fol- 
low MLPs  and  income  trusts. 

How  do  MLPs  generate  cash  flow  for  their 
distributions? 

The  bulk  of  MLPs  own  "infrastructure" 
assets— such  as  pipelines  and  storage  fa- 
cilities—that are  used  to  process,  transport, 
and  store  oil,  natural  gas,  and  refined  pe- 
troleum products.  They  collect  revenues 
for  their  services  and  are  highly  dependent 
on  how  much  volume  they  can  push 
through,  say,  a  pipeline.  As  demand  for 
commodities  increases,  so  will  demand  for 
services.  But  MLPs  are  not  directly  exposed 
to  energy  price  fluctuations. 

Pipelines  and  other  fee-based  assets 
have  a  long  economic  life,  generate  lots  of 
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depreciation,  and  produce  stable  cash 
flow.  Because  the  MLP  is  not  taxed,  most 
of  that  cash  flow  passes  directly  to  the  in- 
vestor. In  any  given  year,  an  MLP  investor 
will  typically  pay  income  tax  on  only  10% 
to  20%  of  the  cash  distributions.  Taxes  on 
the  remaining  80%  to  90%  are  deferred 
until  the  investor  sells  the  units  and  pays 
the  capital-gains  tax  rate. 

Pension  funds  and  mutual  funds  can- 


not own  MLPS.  However,  there  is  now 
legislation  before  Congress  that  would 
eliminate  that  ban  and  open  the  door  to 
new  investors. 

How  do  MLPs  today  differ  from  those  that 
went  bust  in  the  1980s? 

Energy-related  MLPs  two  decades  ago 
offered  high  yields  but  very  little  growth, 
leaving  them  unable  to  sustain  their  dis- 


Pumping  Cash  For  Investors 

Energy  analysts  are  recommending  these  yield  plays 


MASTER  LIMITED  PARTNERSHIP/SYMBOL 


Crosstex  Energy  XTEX 


Enbridge  Energy  Partners  EEP 


GulfTerra  Energy  Partners  GTM 


Inergy  NRGY 


Kinder  Morgan  Energy  Partners  KMP 
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ROYALTY  AND  INCOME  TRUST/SYMBOL 


Canadian  Oil  Sands  Trust**  COS  U.TO 


Hugoton  Royalty  Trust  HGT 


Pengrowth  Energy  Trust  PGH 


San  Juan  Basin  Royalty  Trust  SJT 


Vermillion  Energy  Trust**  VETJJTO       17.80 
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Natural  gas  pipelines,  processing  plants 


Transports  oil  and  liquid  natural  gases 


Pipelines,  and  platforms  in  Gulf  of  Mexico 


Specializes  in  propane  distribution 


Largest  MLP,  35,000  miles  of  pipeline 


Big  refined  petroleum  pipeline  system 


Stores  oil  and  liquefied  petroleum  gas 


Refiner  and  pipeline  operator 


Largest  owner  of  Canadian  oil  sands 


Holds  U.S.  oil  and  gas  reserves 


Big  Canadian  oil  and  gas  producer 


Major  oil  and  gas  holder  in  Southwest 


Pumps  oil  and  gas  north  of  Canadian  border 


I  "Trades  in  Canadian  dollars  on  tre  Toronto  Stock  Exchange 


Data:  .Vachovia  Securities.  RBC  Capital  Markets.  BusinessWeek 


Quality  investment  advice  is  for 
wealthy  investors  who  r^A  ;* 
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Tired  of  compromising? 

Here's  a  new  way  to  get  investment  advice. 

When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with  a  full- 
commission  broker  or  doing  it  all  themselves.  Charles  Schwab  offers  choices  in  between. 

►  Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all  investors 
who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

►  Consultants  not  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance  on 
building  and  maintaining  a  portfolio  that  works  for  you. 

►  All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


Get  advice  on  your  terms. 

^  Call  1-800-540-6743 

to  talk  to  one  of  our  consultants  about  Advised  Investing 
Services  or  other  Schwab  Personal  Choice    options. 


How  do  you  know  if  you're  getting  quality 

investment  advice?  Call  or  stop  by  today  for  our  free  guide. 


diaries  schwab 

Seeing  the  market  from  a  different  perspective.  Yours" 


iwab  Advised  Investing  Foundational,"  Schwab  Advised  Investing  Signature'"  and  Schwab  Private  Client'"  are  available  for  a  fee.  You  must 
e  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investment 
isory  account  regulated  under  the  Investment  Advisers  Act  of  1940.  Investment  advice  offered  within  these  services  is  solely  incidental  to 
iwab's  broker-dealer  services.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069FUL. 
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Taxes  on 
MLPs  are 
a  pain- 
may  need 
to  be  filed 
in  various 
states 


tributions.  The  new  breed  of  MLPs, 
which  was  pioneered  in  the  late  1990s 
by  Houston-based  Kinder  Morgan  En- 
ergy Partners  LP,  focuses  on  high 
yields  and  also  on  growth.  That's  driv- 
en mosdy  by  acquiring  fee-earning  as- 
sets from  major  oil  and  power  compa- 
nies that  don't  regard  them  as  part  of 
their  core  operations.  Kinder  Morgan 
plans  to  hike  its  payout  by  8%  this  year, 
to  about  $2.90  a  unit,  says  President 
Michael  C.  Morgan. 

How  do  income  trusts  differ? 

Most  U.S.  income  trusts  hold  royalty 
interests  in  producing  oil  and  gas  re- 
serves, but  they  do  not  buy  other  assets. 
As  assets  are  de- 
pleted, distribu- 
tions fall.  Most 
Canadian  trusts 
continue  to  pur- 
chase assets  and 
grow.  They  focus 
mainly  on  oil  and 
natural  gas  pro- 
duction, making 
them  highly  sensi- 
tive to  price  fluctu- 
ations. "If  oil  and 
gas  prices  stay 
high,  that' s  good," 
says  S&P  credit  analyst  Michelle  Da- 
thorne.  "But  if  they  revert  substantially, 
distributions  could  go  down,  and  that 
needs  to  be  factored  in  by  investors." 

What  impact  will  rising  interest  rates 
have  on  these  entities? 

As  yield-oriented  investments,  they 
tend  to  decline  when  interest  rates  are 
rising.  Indeed,  since  mid-April— when 
rates  began  their  climb— MLPs  are  off 
an  average  of  8.3%,  vs.  1.5%  for  the  S&P 
500-stock  index  during  the  same  one- 
month  period.  But  some  argue  the  drop 
has  created  a  buying  opportunity  be- 
cause entities  will  be  able  to  raise  distri- 
butions to  more  than  offset  rising  rates. 
"The  stocks  have  been  oversold,"  says 
analyst  Yves  Siegel  of  Wachovia  Securi- 
ties. "Most  of  the  damage  has  already 
been  done." 

Are  there  other  disadvantages  to 
investing  in  MLPs  and  income  trusts? 

Taxes  on  the  investments  are  one  of 
the  biggest  headaches  and  could  in- 
clude filing  income  taxes  in  various 
states  where  the  MLPs  and  trusts  have 
assets.  RBC  Capital  Markets'  Mark  S. 
Easterbrook  advises:  "If  you're  going  to 
invest,  get  an  accountant  because 
things  could  be  very  complicated."  ■ 


Green  with  Envy 

Toss  the  sad  sack  your  laptop  arrived  in.  Bags  now 
come  in  wild  hues.  BY  LARRY  ARMSTRONG 


SURE,  YOU  NEED  TO 
carry  a  computer.  But 
you  don't  have  to  lug 
it  in  that  homely  cor- 
porate-issue black 
bag.  Padded  bags  de- 
signed specifically  for 
laptops  are  ablaze  with  color,  not 
only  the  pinks  that  are  so  hot  this 
year  but  also  cool,  sherbet-like  or- 
anges and  limes. 

Take  the  messenger-style  Com- 
mute from  Timbuk2  Designs  (tim- 
buk2.com).  This  $100  tote  can  ac- 
commodate most  standard  laptops  and 
comes  in  nine  color  combinations.  If 
green-and-silver  (shown)  or  orange- 
and-yellow  are  too  flamboyant  for  you, 
try  the  navy  or  deep  red  models.  Tim- 
buk2's  coolest  feature?  The  inside  is 
lined  with  plush  corduroy. 

For  the  neon  look,  KaraB  makes  its 
faux-patent-leather  Metro  Backpack 
($85)  in  hot  pink,  lime  green,  and 
robin's-egg  blue.  Or  combine  all  three 
colors  in  a  striped,  laminated  cotton  can- 
vas bag  that  looks  as  if  it's  ready  for  the 
beach.  Matte  vinyl  versions  come  in  soft 
yellow,  pink,  and  blue  pastels.  The  com- 
pany is  new,  and  distribution  is  limited, 
so  try  the  Web  site:  karab.com. 


More  choices:  Last 
year,  red  and  tan  ver- 


T1MBUK2 

Padded  with 
corduroy, 
at  $100 


sions  of  the  Italian- 
leather  Slim  Triangle 
Brief  from  Lodis 
Qodis.com)  were  so  popular  that  tht 
company  decided  this  year  to  add  fur 
colors— magenta,  green,  and  blue— in  £ 
pebble-grain  finish  ($195).  Casauri's  sin 
gle-compartment  laptop  envelopes  ($5£ 
to  $65)  are  handsome  enough  to  be  car 
ried  by  the  Museum  of  Modern  Art's 
MoMA  Design  stores.  Now  there's  a  new 
portfolio  model  in  the  same  colors- 
pink,  kiwi,  red,  and  navy— with  plenty  ot 
extra  pockets  for  papers,  phones,  and 
PDAs.  If  s  $106  at  casauri.com.  ■ 


Make  a  Big  Splash  with  Color 


METRO  BACKPACK 

Faux  patent  leather  from 
KaraB-at$85 


ITALIAN  STYLE 

From  Lodis  in  pebble  grain 
leather-at  $195 


ENVELOPE 

A  single  compartment,  from 
Casauri-from  $58 


n 
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ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 


Ariba  Impacts: 

Temp  Labor 
IT  Consulting 
Facilities 
Print 

Marketing 
Construction 
Housekeeping 
and  more... 


ARIBA® 

77ms  is  Spend  Management 


STRATEGY 


ANALYSIS 


SOURCING 


1 

PROCUREMENT 


SUPPLIERS 


ersonal  Business  Footnotes 


EDITED  BY  TODD!  GUTNER 
TAXES 

A TOUGHER 
REGIME  FOR 
IRA  ROLLOVERS 


IF  YOU'RE  ROLLING  over  an  IRA  or  401(k), 
don't  miss  the  Internal  Revenue  Service's 

60-day  deadline  for  completing  the 
transaction.  In  recent  years,  the  IRS  had 
been  allowing  extensions  for  all  kinds  of 
reasons,  says  Ed  Slott, 
editor  of  EdSlott'sIRA 
Jt  ^\W  Advisor  Newsletter  (800 
O  663-1340;  irahelp.com). 

But  in  late  April,  the 
^^  agency  signaled  an  end 

%J  to  its  leniency  when  it 

denied  a  taxpayer's 
request  for  more  time.  If 
you  miss  the  deadline  and  don't  have  a 
valid  reason— such  as  an  inability  to 
complete  a  rollover  because  of 
hospitalization  or  an  error  by  a  financial 
adviser  or  bank— you'll  have  to  pay 
income  tax  on  your  profits,  plus  a  10% 
penalty  if  you're  under  the  age  of  59'/2. 


DINING 

DOWNSIZING 
YOUR  DESSERT 

NEVER  MIND  SUPERSIZING.  When  it  comes 
to  dessert,  the  next  big  thing  may  be 
minimizing.  Restaurateur  Richard  Melman 
is  offering  two -bite  portions  of  sweets  on 
the  lunch  menus  of  three  of  his  Chicago 
eateries— Petterino's  steak  house,  Shaw's 
Crab  House,  and  Vong's  Thai  Kitchen. 
Price:  $1  apiece.  Melman  declares  itty- 
bitty  versions  of  such  staples  as  lemon 
cheesecake  "a  smash  hit."  They  let  diners 
indulge— but  only  a  little,  in  keeping  with 
today's  diet-conscious 
times.  Next,  he 
plans  to  add 
these  treats  to 
dinner  f 

menus  and 
introduce 
them  in  more 
of  his  Lettuce 
Entertain  You 
Enterprises 
restaurants. 
— MichaelArndt 
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Bug-Proof  Clothes 

FORGET  ABOUT  STICKY,  smelly  bug  spray.  In  time  for  insect-biting  season,  fly-fishing 
and  sporting  attire  specialist  Orvis  and  its  sister,  travel  clothing  company  Ex  Officio, 
have  introduced  insect-repellent  clothing  that  has  passed  the  necessary 
Environmental  Protection  Agency  muster.  The  garments  are  treated  to  repel 
mosquitoes,  ticks,  ants,  flies,  chiggers,  midges  (a.k.a.  no-see-ums),  and  other  things 
that  go  buzz.  The  active  ingredient,  permethrin,  derived  from  the  chrysanthemum 
plant,  is  bonded  to  the  garment  fibers  and  is  good  for  25  washings.  (Do  not  dry-clean.) 
Orvis'  BUZZ  OFF  garments,  mostly  all-cotton,  include  shirts,  pants,  socks,  and  hats 
for  men  and  women  ($45  to  $169,  orvis.com).  Its  Marquesas  BUZZ  OFF  shirt  ($69)  is 
designed  specifically  for  fly-fishing— with  two  hidden  pleats  in  the  back  that  allow 
greater  mobility  for  casting  and  a  strip  for  attaching  flies  of  the  tied  variety.  Ex  Officio's 
BUZZ  OFF  gear  for  men,  women,  and  kids,  includes  tops,  pants,  and  accessories  for 
street  or  trail  in  polyester  and  poly-cotton  blends,  some  with  moisture-wicking 
properties  and  added  sun  protection  ($9  to  $84,  exofficio.com).  —Christine  Summerson 


INVESTING 

Do  you  throw  out  your  mutual  fund  statements  unopened  when 

the  market  goes  clown?  Maybe  you  shouldn't.  If  the  value  of 

your  account  falls  below  a  minimum,  it  could  cost  you.  Three  of 

the  five  largest  fund  families,  which  manage  25%  of  the 

industry's  assets,  charge 

up  to  $16  annually  if  a 

retail  account  sinks  below 

a  minimum  balance.  The 

reason?  It  costs  too  much 

to  service  accounts  that 

generate  little  in  fees. 

Some  will  waive  the  fee  if 

you  have  at  least  $30,000 

in  other  accounts. 


FUND 
COMPANY 

ACCOUNT 
MINIMUM' 

ANNUAL  FEE 

IF  ACCOUNT  FALLS 

BELOW  MINIMUM 

PIMCO  Funds 

$2,500 

$16 

Vanguard  Group 

2,500 

10 

Fidelity  Investments 

2,000 

12 

American  Funds 

250 

None 

Franklin  Distributors 

250 

None 

•Retail  accounts  only  Fees  may  be  waived  for  combined  account  balances 
exceeding  $30,000  or  $50,000.  depending  on  the  firm 

Data:  Fund  companies 

MLB.com  knows  the  power  of  SAS'  software... 


How  does  MLB.com  give  fans 
the  ultimate  baseball  experience? 


Allan  H.  "Bud"  Selig,  Commissioner  of  Major  League  Baseball 


ENTERPRISE  intelligence 


SUPPLIER  INTELLIGENCE 


)RGANIZATIONAL  intelligence 


CUSTOMER  intelligence 


INTELLIGENCE  platform 


Millions  of  fans.  Thirty  teams.  One  passion.  And  24/7  access  to  it  all  through  MLB.com. 
At  the  official  site  of  Major  League  Baseball,  fans  can  experience  baseball  in  a  whole  new 
way  -  from  live  ballgames  to  stats  in  real  time,  from  history  to  fantasy,  across  the  league  or 
by  connecting  to  individual  club  sites.  MLB.com  is  the  richest,  deepest  source  of  original 
baseball  news  and  highlights  on  the  Internet.  SAS  is  proud  to  provide  the  state-of-the-art 
data  management,  predictive  analytics  and  marketing  automation  software  that's  helping 
Major  League  Baseball  enrich  the  interactive  experience  for  the  hundreds  of  millions  of 
visitors  who  make  MLB.com  such  a  big  hit.  To  find  out  more  about  SAS,  visit  our  Web  site 
or  call  toll  free  1  866  887  1363. 

www.sas.com/mlb 


The  Power  to  Know 


<>sas 


ajor  League  Baseball  copyrights  and  trademarks  are  proprietary  to  the  MLB  entities.  All  rights  reserved.  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc. 
in  the  USA  and  other  countries.  ®  indicates  USA  registration.  Other  brand  and  product  names  are  trademarks  of  their  respective  companies.  ©  2004  SAS  Institute  Inc.  All  rights  reserved  274712US.03O4 


siness  The  Barker  Portfoli 


BY  ROBERT  BARKER 


Sniffing  Out 

The  Next  Big  Payouts 


You're  getting  a  nice,  double- digit  raise. 
Not  in  your  paycheck,  but  your  portfolio. 
Standard  &  Poor's  expects  companies  in 
its  S&P  500-stock  index  to  pay  out  almost 
14%  more  in  cash  this  year.  More  are 
raising  dividends  and  others  are  starting 
them.  The  likes  of  Costco  Wholesale  and 
Xilinxhave  boosted  the  ranks  of  dividend 

payers  in  the  S&P  500  this  year  to  376. 

Who's  next?  That's  what  I  wanted  to  know  as  I  surveyed  a 
list  of  the  remaining  124.  Some,  such  as  AT&T  Wireless,  which 
is  being  bought  by  Cingular  Wireless,  are  out.  Another  27  had 
no  free  cash  flow  (cash  from  operations,  minus  capital 
spending)  over  the  past  four  quarters,  according  to  the 
Reuters  Fundamentals  data  base.  Among  the  rest  are  a  slew 
of  technology  companies,  such  as  EMC,  that  hope  for  fast 
growth  and  so  plow  the  cash  they  create  back  into  operations. 
Veritas  Software,  which  in  the  past  year  generated  $536 
million  in  free  cash  flow,  plans  to  keep  it  all,  both  as  an 


Dividends  Ahead? 

COMPANVSYMBOL 

FREE  CASH 
FLOW* 

COMMENTS 

Cisco  Systems  CSCO 

$5,888 

Is  not  "religiously"  opposed 
to  a  dividend 

Qwest 
Communications  Intl.  Q 

4,225 

Heavily  in  debt;  dividends 
nowhere  in  view 

Time  Warner  TWX 

4,111 

None  since  AOL  deal;  renewed 
payout  "premature" 

Dell  DELL 

2,869 

Still  favors  share  buybacks 
over  dividends 

Oracle  ORCL 

2,638 

$8  billion  in  till,  but  bidding 
$7.7  billion  for  PeopleSoft 

AmgenAMGN 

1,710 

Focused  on  stock  buybacks, 
up  to  $5  billion  worth 

Xerox  XRX 

1,631 

Acquisitions  a  more  likely 
use  of  cash  flow 

Cc               iticnsNXTL 

1,566 

Lenders  will  not  permit 
company  to  pay  dividend 

EMC 

WellPoint  Health 
Networks  WLP 

1.331 
1.274 

Sees  itself  as  high-growth 
company;  payout  unlikely 

Merging  with  Anthem,  whose 
board  will  weigh  a  dividend 

v-iths 
Data:  Reuters  Fundamentals.  BusinessWeek 

More 

major  tech 

names 

are 

mulling 

dividends 
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operating  cushion  and  as  a  reserve  for  acquisitions  and  stock 
buybacks.  A  Veritas  spokesman  told  me  that  "a  dividend  isn't 
the  best  possible  use  of  cash." 

JUST  THE  SAME,  I  FOUND  even  some  well-known  tech  names 

are  softening  the  Silicon  Valley  dogma  against  dividends. 

Cisco  Systems,  for  one,  generated  the  most  free  cash  flow 

among  the  nondividend-paying  S&P  500  (table).  In  2002, 

shareholders  voted  down  a  proposal  for  a  payout,  and  a  Cisco 

spokeswoman  said  the  board  right  now 

doesn't  deem  a  dividend  a  good  idea. 

But  she  added  that  in  March,  CEO  John 

Chambers  told  a  Wall  Street  crowd  that 

he  does  not  have  a  "religious"  view  on 

the  question,  opening  the  door  a  bit.  In 

the  past  year,  Cisco  generated  free  cash 

flow  of  86$  a  share.  Were  it  annually  to 

pay  out,  say,  13<t,  its  stock  would  yield 

0.6%,  about  what  Intel  and  Microsoft 

already  pay.  Lexmark  International,  the 

big  maker  of  computer  printers  and 

supplies,  is  another  tech  stock  that  may 

get  a  dividend.  Last  year's  change  in  the 

tax  law,  which  sharply  cut  the  rate  on  dividends,  is  only  one 

reason.  Since  finishing  a  plant  expansion  in  2001,  Lexmark 

has  accumulated  $1.4  billion  in  cash.  In  the  past  12  months 

alone,  it  generated  $563  million  in  free  cash  flow. 

Just  because  a  company  created  free  cash  doesn't  mean  a 
dividend  is  coming.  Qwest  Communications  International, 
whose  cash  flow  was  swelled  by  an  asset  sale,  can't  pay  one 
until  it  clears  restrictions  imposed  by  lenders.  Ditto  Nextel 
Communications.  Time  Warner  ended  its  dividend  in  2000 
amid  a  calamitous  merger  with  America  Online.  It's  back  on  a 
better  financial  footing,  but  CEO  Richard  Parsons  recently 
made  clear  to  Wall  Street  that  he  is  eyeing  ways  to  invest  the 
cash  flow.  A  dividend,  he  said,  is  "premature."  Elsewhere,  the 
time  is  looking  ripe.  Two  health  insurers  that  are  merging, 
Anthem  and  Wellpoint  Health  Networks,  each  generate  lots  of 
cash  and  a  dividend  is  a  live  possibility.  Another  prospect  is 
Kroger.  Two  years  back,  new  credit  terms  freed  the 
supermarket  operator  to  restore  a  dividend  it  had  ended  in 
1988.  A  third  of  its  cash  flow  now  is  devoted  to  cutting  debt, 
the  rest  to  stock  buybacks— or  a  dividend. 

Dividend  stocks  can  lag  bull  markets.  But  they're  a  hedge  at 
other  times.  Through  May  24  this  year,  S&P  500  dividend  payers 
returned  1J5%,  while  nonpayers  lost  2.8%.  Think  of  dividends  as 
unemployment  insurance  for  your  portfolio.  ■ 

E-mail:  rb@businessweek.com 


elevate 


technology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 
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BY  GENE  G.  MARCIAL 

WHY  HIGH  OIL  PRICES  MAY  SPARK  OPERATIONS  AT  TIDEWATER. 
SAFEWATCH  EZ  FROM  NAPCO  MAY  BE  A  SECURfTY  BREAKTHROUGH. 
HAVE  BUYOUT  SUITORS  SET  THEIR  HEARTS  ON  ST.  JUDE  MEDICAL? 


BIDING 

ITS  TIME 
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Tidewater:  Ready  to  Rise 

WITH  OIL  PRICES  SURGING,  investors  are  seeking 
vessels  that  the  rising  tide  might  lift.  To  some  pros, 
Tidewater  (TDW),  operator  of  the  world's  largest 
fleet  of  offshore  oil-service  ships,  is  attractive  at  27.24— down 
from  35  in  early  March.  That  drop  was 
due  to  a  slowdown  in  Gulf  of  Mexico 
drilling.  But  Roderick  McKenzie  of 
investment  firm  Sterne,  Agee  &  Leach 
sees  a  pickup  in  the  gulf  and  says  that 
international  operations  will  give 
Tidewater's  earnings  their  strongest 
push. "  [Drilling]  has  picked  up  in 
Southeast  Asia  and  West  Africa— and 
the  Middle  East  outlook  is  good,  as  the 
majors  start  new  projects,"  he  says. 
Top  prices  spur  a  boost  in  exploration, 
he  notes,  which  expands  Tidewater's 
business.  He  recently  upgraded  his  rating  to  a  buy,  figuring 
Tidewater  is  worth  35,  based  on  19  times  his  2005  earnings 
forecast  of  $1.35  a  share,  and  13  times  his  2006  estimate  of 
$1.95.  In  2004,  McKenzie  expects  $1.04,  reflecting  the  Gulf 
problem,  vs.  2003's  $1.57.  Scott  Kuensell  of  Brandywine  Asset 
Management,  which  owns  shares,  says  Tidewater,  with  its 
570  vessels,  is  positioned  to  profit  from  a  surge  in  activity 
anywhere  in  the  world.  Although  the  Gulf  of  Mexico  has  been 
a  challenge,  he,  too,  expects  drilling  there  to  revive  soon.  And 
with  the  stock  trading  below  its  net  asset  value  of  $28  a  share, 
Tidewater  is  cheap,  figures  Kuensell. 

Napco  Could  Make  a  Haul 
With  This  Alarm  Gizmo 

IN  APRIL,  AS  Napco  Security  Systems  (NSSC)  stock  started 
to  drop— along  with  the  rest  of  the  market— from  a  split- 
adjusted  11  a  share,  many  bailed  out.  But  not  Neal 
Goldman  of  Goldman  Capital  Management.  By  May  14,  the 
stock  had  tumbled  to  6.84.  So  Goldman  upped  his  stake,  to 
4.9%.  "Despite  the  stock's  fall,  sales  and  earnings  are  getting 
better,"  says  Goldman.  Napco,  mentioned  in  this  column  on 
Dec.  9, 2002,  when  it  was  at  4.40,  makes  electronic  locks,  fire 
and  burglar  alarms,  and  security  cards  for  building  access.  A 
giant  win  for  Napco,  according  to  Goldman,  is  a  recent  pact 
with  ADT  Security  Services,  a  unit  of  Tyco  International  and 
the  largest  U.S.  installer  of  security  systems,  to  custom-make 
a  simple-to-use  lock  system  for  ADT.  Dubbed  the  Safewatch 
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EZ  system,  it  lets  a  homeowner  arm  or 
disarm  the  alarm  with  the  turn  of  a 
key— with  no  code.  ADT  installs 
600,000  security  systems  a  year,  and 
Napco  CEO  Richard  Soloway  says  that 
in  two  years,  EZ  will  be  installed  in 
50%  of  that  volume.  Goldman  figures 
Napco  should  earn  42$  a  share  on 
sales  of  $60  million  in  fiscal  2004 
ending  June  30,  and  80<t  on  $75 
million  in  fiscal  2005,  up  from  14<t  on 
$57  million  in  2003.  He  sees  the  stock 
at  20  in  a  year. 

St.  Jude's  Bruise 
Should  Clear  Up  Fast 

ST.  JUDE  MEDICAL (STJ)  tumbled  2%, to  73, on  May  17, 
after  it  revealed  that  the  Food  &  Drug  Aciministration  had 
delayed  for  a  month  the  approval  of  its  new  Epic  CRT- 
defibrillator.  St.  Jude  is  a  leader  in  cardiac  rhythm-management 
devices,  including  pacemakers.  These  devices  account  for  71% 
of  its  sales.  The  FDA  has  no  issue  with  the  product,  says  Tao 
Levy  of  Deutsche  Bank  Securities.  It  simply  needs  more  time  to 
review  the  filing.  Some  buyers,  who 
didn't  want  to  be  named,  see  Sl  Jude  as 
takeover  bait  "St  Jude  would  be  a  prize 
for  the  likes  of  Boston  Scientific  and 
Johnson  &  Johnson,"  says  one  West 
Coast  fund  manager.  Both  would  profit 
from  St.  Jude's  products,  she  adds. 
Boston  Scientific  needs  them  to 
complement  its  coronary  stents,  says 
this  pro,  and  J&J  needs  to  boost  its 
pharmaceutical  business.  In  a  buyout, 
St.  Jude  could  fetch  more  than  analysts' 
12-month  targets  of  85  to  90,  she 

figures.  Robert  Gold  of  Standard  &  Poor's,  who  rates  St  Jude 
"accumulate,"  sees  it  earning  $2.25  a  share  in  2004  and  $2.70 
in  2005,  vs.  2003's  $1.83.  J&J  declined  comment,  and  Boston 
Scientific  did  not  return  calls.  ■ 


Riwiu'ssWeokl 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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•  Uli  L    ld.ll  II.     Tap  into  Phoenix's  better  results  philosophy — the  thinking  behind  the  intelligent, 

ong-term  wealth  strategies  available  to  advisors  today  for  affluent  and  high-net-worth  clients.  Because,  in 
ddition  to  innovative  products  and  services,  Phoenix  offers  focused  ways  for  advisors  to  use  them.  It's  all 
(art  of  a  commitment  we've  had  for  more  than   150  years  —  to  help  advisors  continually  meet  and  surpass 

heir  clients' expectations.  I  in    .   \wiiiiks.  \ssi  i   \Iwu.i\iim 


add  value  to  wealth.     PHOENIX 


•  r.e  Company  (Statutory 


STOCKS 


COMMENTARY 

Equities  rebounded  strongly  as 
investors  shook  off  fears  of 
inflation  along  with  the  drag  on 
consumers'  wallets  and  spirits 
from  rising  energy  prices.  Once 
again  buyers  returned  to  the  tech- 
laden  NASDAQ,  betting  U.S. 
growth  will  top  expectations. 
Large  caps  did  well,  too,  as  the 
S&P  500  rose  five  straight  days. 
The  Dow  lagged,  hurt  by  a  lawsuit 
against  cigarette  maker  Altria. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  25 

■  SIP  500  BU.S.  DIVERSIFIED  ■  AU  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  25 

■  S4P5O0  m  U.S.  DIVERSIFIED   ■  AU.  EQUITY 
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WEEK 

HCH 
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LAST  12 
MONTHS 

S&P  500 

1114.9 

2.4 

0.3 

19.5 

Dow  Jones  Industrials 

10,1093 

1.7 

-3.3 

17.5 

NASDAQ  Composite 

1976.2 

4.1 

-L4 

30.9 

S&P  MidCap  400 

588.6 

4.1 

22 

29.5 

S&P  SmallCap  600 

28L3 

5.0 

40 

37.4 

Dow  Jones  Wilshire  5000 
SECTORS 

10.869.1 

2.8 

0.6 

21.9 

BusinessWeek  50* 

641.4 

3.1 

3.1 

15.3 

BW  Info  Tech  100" 

335.4 

1.8 

-4.3 

15.2 

S&P/BARRA  Growth 

554.7 

2.0 

-0.2 

17.3 

S&P/BARRA  Value 

556.1 

2.8 

0.8 

21.7 

S&P  Energy 

240.6 

2.4 

7.4 

242 

S&P  Financials 

382.2 

3.3 

0.6 

20.8 

S&P  REIT 

114.7 

6.9 

-L0 

15.4 

S&P  Transportation 

193.6 

2.8 

-4.1 

11.5 

S&P  Utilities 

117.7 

4.0 

-0.6 

6.1 

GSTI  Internet 

154.4 

5.1 

6.7 

37.2 

PSE  Technology 

7063 

3.5 

L4 

34.1 

GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar) 

London  (FT-SE 100) 

Paris  (CAC  40) 

Frankfurt  (DAX) 

Tokyo  (NIKKEI  225) 

Hong  Kong  (Hang  Seng) 

Toronto  (S&P/TSX  Composite)  8319.0 

Mexico  City  (IPC)  10.062.6 
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53.7 


♦Mar  19. 1999=1000     —Feb  7. 2000=1000 


FUNDAMENTALS  may  25  week  ago     year  ago 

S&P  500  Dividend  YieW  L65%      1.67%      1.70% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  203  206  30.5 
S&P  500  P/E  Ratio  (Next  12  mos.)*  163  16.5  163 
First  Call  Earnings  Revision*  L40%      2.12%     -0.75% 

•First  Cal  Corp 

TECHNICAL  INDICATORS  may25  week  ago     reading 

S&P  500  200-day  average  1083.4  1080.3       Posit 

Stocks  above  200-day  average  59.0%      49.0%     Neutral 

Options:  Put/call  ratio  032        0.88       Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    231         2.93      Negative 


BEST-PERFORMING 
GROUPS 

Personal  Products 
Airlines 
Internet  Retail 
Internet  Software 
Regional  Banks 


LAST 
MONTH  N 

7.5 
6.1 
6.0 
5.6 
4.4 


Internet  Software 
Divsfd.  Metals  &  Mining 
Internet  Retail 
Wireless  Services 
Oil  &  Gas  Refining 


LAST  12 
MONTHS  N 

111.5 
76.1 
73.9 
72.3 
67.6 


WORST- PERFORMING 

GROUPS  MONTH* 


LAST  12 
MONTHS  f 


Tobacco                         -13.1 

Photographic  Products    -14.5 

Constr.  &  Farm  Machinery  -8.0 

Insurance  Brokers           -6.0 

Constr.  Materials                -7.7 

Intgrd.  Telecomms.  Svcs.  -5.1 

Employment  Services         -7.4 

Airlines                         -4.5 

Intgrd.  Telecomms.  Svcs.     -72 

Biotechnology                  -L6 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  *      52-WEEK  TOTAL  RETURN 

— 1 

Real  Estate 
Financial 
Domestic  Hybrid 
Precious  Metals 

LA  MAIDS 

Latin  America 
Diversified  Emerg.  Mkts. 
Pacific/Asia  ex-Japan 
Japan 


INTEREST  RATES 


0.5  Japan 

-1.1  Diversified  Emerg.  Mkts. 

-2.1  Pacific/Asia  ex-Japan 

-2.1  Diversified  Pacific/Asia 

LA66ARDS 

-10.5  Utilities 

-9.6  Domestic  Hybrid 

-9.2  Large-cap  Growth 

-8.6  Large-cap  Blend 


S  5  10  15         20  25 

Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

Credit  Sse.  Inst.  Sm.  C.  Gr.  15.8 
Oppenheimer  Real  Asst.  A    6.3 

Rydx.  Invse.  Dyn.  Dow  30  H  6.2 
Rydex  Inverse  Small  Cap  H  4.4 

LAGGARDS 

Fidelity  Adv..  Korea  A  -17.0 

iShares  MSCI S.  Kor.  Idx.  -17.0 

Eaton  Vance  Grtr.  India  A  -15.6 

iShares  MSCI  Brazil  Idx.  -15.0 


%      52-WEEK  TOTAL  RETURN 
LEADERS 

Pacific  Advs.  Sm.  Cap  A 
American  Heritage 
Fidelity  Japan  Small  Co. 
ProFds.  Wrlss.  Ultsr.  Inv. 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv. 
Rydex  Dynam.  Vent.  100 
Rydex  Dyn.  Tempest  500 
ProFunds  UltraBear  Inv. 


50.2 
39.4 
38.4 
37.1 

10.6 
11.5 

16.6 
17.0 


90.2 
83.3 
80.3 
763 

-42.0 
-41.9 
-31.8 
-31.7 


KEY  RATES 

MAY  26 

WEEK  AGO 

Money  Market  Funds 

039% 

039% 

077% 

90-Day  Treasury  Bills 

L08 

1.04 

L09 

2-Year  Treasury  Notes 

245 

2.58 

131 

10-Year  Treasury  Notes 

4.66 

4.79 

3.43 

30-Year  Treasury  Bonds 

537 

550 

441 

30-Year  Fixed  Mortgage  t 

6.28 

6.30        537 
IBarurQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated. 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR  8ON0 

30-11)  30  NO 

General  Obligations 

4.11% 

437% 

Taxable  Equivalent 

5.87 

7.10 

Insured  Revenue  Bonds 

427 

521 

Taxable  Equivalent 

6.10 

7.44 

THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Tuesday,  June  1, 10  a.m. 
EDT  HThe  Institute  for  Supply 
Management's  May  industrial 
activity  index  is  expected  to  have 
slipped  to  61.5%,  from  62.4%  for 
April.  That's  based  on  the  median 
forecast  of  economists  surveyed 
by  Action  Economics.  An  expected 
bright  point  is  respondents' 
continued  indication  that  their 
companies  are  picking  up  the  pace 
of  hiring. 


CONSTRUCTION  SPENDING 

Tuesday,  June  1, 10  a.m. 
EDT  »Building  outlays  during 
April  probably  climbed  0.5%,  after 
a  1.5%  jump  in  March. 
VEHICLE  SALES  Wednesday, 
June  2  »May  sales  of  U.S.  and 
imported  vehicles  likely  rose  to  an 
annual  rate  of  16.7  million,  from 
16.4  million  in  April. 
FACTORY  INVENTORIES 
Thursday,  June  3, 10  a.m. 
EDT  »  Manufacturing  inventories 


most  likely  increased  0.5%  in  April, 
following  a  0.3%  rise  in  March. 
EMP'.OYMENT Friday,  June 4, 
8:30  a.m.  EDT  »Nonfarm 
payrolls  are  forecast  to  have  grown 
by  200.000  in  May,  with  factory 
payrolls  probably  adding  20,000 
jobs.  In  April,  employment  grew  by 
288,000.  with  21,000  in 
manufacturing.  The  jobless  rate 
likely  held  at  5.6%,  and  the  average 
workweek  probably  ticked  up  to 
33.8  hours,  from  33.7. 


The  BusinessWeek  production  index 
held  steady  at  219.1  for  the  week 
ended  May  15,  up  13%  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  improved  to  219.5. 


BusinessWeek    nline 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/maga2ine^xtra.htm 


156    BusinessWeek    June  7.  2004 


RFORMANCE.     PRESTIGE.     PASSION     FOR     INNOVATION 


OWN 


27775  Santa  Margarita  Parkway 

Mission  Viejo,  CA 

949.859.7883 


ITLING 

1884 


INSTRUMENTS    FOR    PROFESSIONALS 


. 

K&*':  *  ■  ^H 

■ 

ll  L*  L-T.w 

The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Abercrombie  &  Fitch  (ANF) 

% 

Adam  Opel  (GM)  64 
Adkins  14 
ADP94 

Advantage  Data  13 
Adventist  Health  112 
Aeropostale(ARO)96 
Aetna  (AET)  112 
A.G.Edwards  (AGE)  120 
Amazon.com  (AMZN)  50, 

130 

AMD  (AMD)  16 
American  Eagle  Outfitters 

(AE0S)96 
American  Express  (AXP) 

114 
American  Healthways 

(AMHC)86 

America  Online  (TWX)  36 
Anthem  (ATH)  152 
Aperture  Technologies  128 
Apollo  Group  (APOL)  88 
Apple  (AAPL)  20, 24, 130 
AstraZeneca(AZN)48 
AT&T  Wireless  (AWE)  20, 50. 

152 

Aton  Capital  54 
Audi  64 


B 

Bain  Capital  122 
BC  Capital  Markets  42 
Bear  Stearns  (BSC)  160 
Bed  Bath  &  Beyond  (BBBY) 
111 

BellSouth  (BLS)  50 
Bertelsmann  36 
BET  (VIA)  86 

Bio-Reference  Laboratories 
(BRLK)102 
BJ  Services  (BJS)  42 
Blackstone  Group  122 
Blockbuster  (BBI)  122 
BlueOvalNews.com  72 
Boeing  (BA)  101, 132 
Booz  Allen  Hamilton  64 
Boston  Consulting  114 
Boston  Scientific  (BSX)  154 
Bradley  Pharmaceuticals 
(BDY)86 

Brandywine  Asset  154 
Brean  Murray  94 
Buckle  (BE)  96 


Carlyle  Group  122 
CBS  (VIA)  111 
Cendant  (CD)  152 
Centex  120 
Central  European 

Distribution  (CEDC)  88 
Charles  River  Labs  (CRL)  86 
Charles  Schwab  (SCH)  44 
Chico'sFAS(CHS)88 
Christie's  70 
Chrysler  (DCX)  72 
Cingular50,152 
Cisco  Systems  (CSCO)  86 
Citigroup  (C)  46, 118 
Clark  Consulting  138 
Coca-Cola  (KO)  114 
Cognizant  Technology 

(CTSH)86,94 
Columbia  TriStar  122 
Comcast  (CMCSK)  53 
Computer  Associates  (CA) 

50 

ConocoPhillips  (COP)  42 
Corinthian  Colleges  (COCO) 

88 

Costco  (COST)  152 
Countrywide  Financial 

(CFC)118 
Cray  (CRAY)  132 
Crisil60 
Current  Analysis  16 


DaimlerChrysler(DCX)72 
Dell  (DELL)  16, 130, 132 
Design  Consortium  20 
Deutsche  Bank  (DB)  154 
Deutsche  Telekom  (DT)  50 
Devon  Energy  (DVN)S  42 
DirecTV  (DTV)  50, 122 
Dow  Chemical  (DOW)  70 
D.R.Horton(DHI)120 
Dubai  Duty  Free  111 
Dun&Bradstreet94 


Career  Education  (CECO)  88 


Eastman  Kodak  (EK)  18. 

128 

eBay  (EBAY)  70, 86 
Economy.com  86 
Electronic  Arts  (ERTS)  86 
Eli  Lilly  (LLY)  48 
EMC  (EMC)  152 
EMI  130 

Encore  Acquisition  (EAC)  86 
Engineered  Support 

Systems  (EASI)  86. 101 
Enron  36 
ESPN  (DIS)  111 


Experience  Engineering  20 
ExxonMobil  (XOM)  42 


Fannie  Mae  (FNM)  118 

FDS(FD)96 

Fiat(FIA)64 

Fidelity  Investments  126 

Filene's(RVI)70 

Finish  Line  (FINL)  92 

First  Data  94 

Fiserv(FISV)114 

Foot  Locker  (FL)  92 

Ford  (F)  64. 72 

Freedom  Communications 

122 
Friedman  Billings  Ramsey 

(FBR)44 


G 

Gap  (GPS)  114 
Gartner  94 
GE(GE)50,70,122 
Genentech(DNA)48 
Genworth(GNW)50 
Gevalia  14 
Gimme  Credit  120 
GMAC  Mortgage  (GM)118 
Goldman  Capital  154 
Goldman  Sachs  (GS)  46, 
160 
Gucci  (GUC)  70 


H 

Halliburton  (HAL)  42 
HCA(HCA)112 
Hewitt  (HEW)  32 
Hewlett-Packard  (HPQ)  130, 
132 

Hoefer&ArnettU8 
Homestore(H0MS)36 
HR  Investment  138 
HSBC(HBC)118 
Hutchison  Whampoa  111 
Hyundai  72 


I 

IBM  (IBM)  128, 132 

Iceology  72 

IDE020 

IMG  111 

Infosys  Technologies  94 

Intel  (INTC)  16. 130, 152 

Interros  54 

iSoldltTO 


J.R  Morgan  Chase  (JPM) 

86,94 
Johnson  &  Johnson  (JNJ) 

154 

K 

Kaiser  Permanente  20 
Kinder  Morgan  (KMI)  146 
Kohlberg  Kravis  Roberts  122 
K.RKauffman42 
KnspyKreme(KKD)50 
Kroger  (KR)  152 
Kroll  Associates  16 
K-Swiss92 


L 

LA  Gear  92 
Lazard96 

Lehman  (LEH)  42, 50 
Lennar(LEN)120 
Levi  Strauss  88 
Lexmark  (LXK)  152 
Liz  Claiborne  (LIZ)  116 
Li.  Bean  14 
Lockheed  Martin  (LMT) 
101,114 


M 

Marsh  &  McLennan  (MMC) 

16 

Marvel  (MVL)  16 
Matrix  Service  (MTRX)  86 
McGraw-Hill  (MHP)  114 
Medical  Savings  Insurance 

112 

Mercedes  (DCX)  64, 72 
Merck  (MRK)  48 
Merrill  (MER)  46, 60 
MetLife  86 
MGM(MGM)122 
MFS138 
Microsoft  (MSFT)  24, 53, 

130,152 

Mitsubishi  Motors  72 
Morgan  Stanley  (MWD)  30 
Momingstarl26,138 
Motorola  (MOT)  128 
MTC  Technologies  (MTCT) 

86 
MTNL60 


N 

Nalco60 

Napco  Security  (NSSC)  154 

NASDAQ  (NDAQ)  50 

Nautilus  Group  (NLS)  88 

NBC  (GE)  111  122 

NEC(NIPNY)132 

Newfield(NFX)42 

Nextel(NXTL)152 

Nielsen  Media  94 

Nike(NKE)92 

Nokia  (NOK)  130 

Nordstrom  (JWN)  14 

Nortel  Networks  (NT)  13 


Occidental  Petroleum  (OXY) 

42 

Orvisl50 
OSI  Pharmaceuticals  (OSIP) 

48 


PanAmSat  (SPOT)  122 
Papa  John's  (PZZA)  86 
PetMed  Express  86 
Prada70 
Principal  Residential 

Mortgage  118 

Prison  Health  Services  102 
Procter  &  Gamble  (PG)  70, 

92,132 

Progressive  (PGR)  114 
Providence  Equity  122 
Prudential  (PRU)  118 
PSA  Peugeot  (PEUGY)  64 
Pulte  Homes  (PHM)  120 
PurchasePro.com  36 
Putnam  16, 138 
PwC32 


Quest  Diagnostics  (DGX) 
102 

Quicken  Loans  118 
Qwest  (Q)  152 


RBC  Capital  Markets  146 
RealNetworks  (RNWK)  130 
Reebok  92 

Regions  Financial  (RF)  118 
Reuters  (RTRSY)  152 
Robert  Half  (RHI)  152 
Royal  Dutch/Shell  (RD)  42 
Roxio(ROXI)130 


Safeway  (SWY)114 
Sandler  O'Neill  44 
SAP  (SAP)  128 
Sara  Lee  (SLE)  111 
SBC  (SBC)  50 
SCPP00I86 
Simmons  42 

Shipping  Corp.  of  India  60 
Shuffle  Master  (SHFL)  86 
Singer  Machine  (SMD)  88 
Smith  International  42 
SocialTextl28 
Sony  (SNE)  122 
Standards  Poor's  (MHP) 
60,86,146,152.154 
Staples  (STPLS)  152 
Stata  Laboratories  128 
Sterne  Agee  &  Leach  154 
St.  Jude  Medical  (STJ)  154 
Strayer(STRA)88 
Stride  Rite  (SRR)92 
Strong  Capital  126 
SunGardData(SDS)50 


Sun  Microsystems  (SUNW) 
132 

Syncrude  42 
Swiss  Realty  54 


Tata  Consultancy  94 
Tenet  Healthcare  (THC)  112 
Texas  Pacific  Group  122 
Thomas  H.  Lee  Partners  122 
Tidewater  (TDW)  154 
Time  Warner  (TWX)  36, 122. 
152 

TiVo(TIVO)50 
T-Mobile(DT)50 
Toll  Brothers  (TOL)  120 
Tom  Group  111 
Toyota  (TM)  64, 72 
Toys  'R'  Us  (TOY)  50 
Tver  Sewing  Factory  54 
Tyco  (TYC)  32, 154 


U 

Unilever  70 

Union  Planters  (UPC)  118 

UnitedHealth  Group  (UNH) 

112 
Universal  Technical  Institute 

86 
University  of  Phoenix  Online 

86 


Vanguard  Group  50, 138 
Veritas  Software  (VRTSE) 
152 

Verizon  (VZ)U4 
Viacom  (VIA)  122 
Vivendi  (V)  122 
Vodafone(VOD)lll 
Volkswagen  64 


Wachovia  Securities  (WB) 

96,146 

Wal-Mart  Stores  (WMT)  130 
Walt  Disney  (DIS)  20. 53. 

122.128 

Warnarco(WRNC)20 
Warner  Music  Group  122 
Washington  Mutual  (WM) 

118 

Wellington  Management  50 
Wellpoint  Health  (WLP)  152 
Wells  Fargo  (WFC)  126 
WetSeal(WTSLA)96 
Whirlpool  (WHR)  111 
Wipro94 
WTA  Tour  111 


X 

Xerox  (XRX)  18 
Xilinx(XLNX)152 
XTO  Energy  (XTO)  42 

Y 

Yukos54,160 


J.C.  Penney  (JCP)  14 
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When  forest  products 
are  your  business, 


planting  1.7  million  trees  every  day  is 
a  smart  investment. 

The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


^^  SM 


SUSTAINABLE  FORESTRY  INITIATIVE® 

Growing  tomorrow's  forests  today.9 

www.aboutsfi  .org 


*mmi 


A  Rare  Misstep 
By  Eliot  Spitzer 


ELIOT  SPITZER,  New  York  State  Attorney 
General,  is  the  investor's  hero.  He  has  led 
the  charge  in  ending  conflicts  of  interest 
on  Wall  Street,  cleaning  up  the  mutual 
funds  industry,  and  curbing  excessive 
CEO  pay.  But  in  going  after  former  New  York  Stock 
Exchange  Chairman  Richard  A.  Grasso  to  retrieve 
$100  million  in  compensation,  Spitzer  is  stepping 
into  a  potential  conflict  of  interest  of  his  own  making.  His 
case  is  misguided,  misdirected,  and  likely  to  tarnish  Spitzer's 
own  political  future.  Here's  why: 

By  most  measures,  Grasso's  nearly  $200  million  in 
compensation  as  CEO  of  the  NYSE  is  wildly  excessive.  But 
who  is  responsible  for  giving  it  to  him?  Spitzer's  answer  is 
that  Grasso  and  Kenneth  Langone,  the  former  chairman  of 
the  NYSE's  compensation  committee,  misled  the  NYSE  board 
and  tricked  it  into  giving  Grasso  an  outsized  pay,  pension, 
and  bonus  package.  Spitzer  is  suing  Grasso  and  Langone  to 
get  much  of  the  money  back  but  is  giving  a  total  pass  to  the 
NYSE's  board.  But  the  notion  of  Bear  Steams  head  James  E. 
Cayne,  Goldman  Sachs  CEO  Henry  M.  Paulson  Jr.,  and  former 
New  York  State  Comptroller  Carl  McCall  being  naive, 
indifferent,  or  stupid  victims  of  Grasso's  and  Langone's 
deceitful  manipulations  is  simply  beyond  belief.  These  are 
smart,  tough  men.  It  was  their  decision  to  pay  Grasso  like  the 


case 
against 
Grasso  is 
a  mistake 
on  several 
counts 


CEO  of  a  big  global  financial  institution  rather  than  like  the 
administrator  of  a  nonprofit  foundation.  Not  prosecuting  the 
board  undermines  Spitzer's  case  (page  46). 

Worse,  Spitzer,  a  Democrat,  is  thinking  of  running  for  Ne\ 
York  State  governor  in  2006  and  is  preparing  a  large  fund- 
raising  campaign.  Much  of  this  money  will  be  raised  on  Wal 

Street,  perhaps  from  firms  led  by 
'  I  'Up  pn ^p  the  very  same  men  Spitzer  is 

choosing  not  to  prosecute.  McCal 
in  addition,  is  a  prominent  state 
Democrat  who  could  be  vital  to 
Spitzer's  political  future.  SpitzerV 
decision  not  to  include  these 
board  members  in  his  lawsuit 
clouds  his  case  with  the 
appearance  of  conflict  of  interest 
and  is  unseemly  at  best. 

Then  there's  the  matter  of  the  ' 
law.  Spitzer  is  suing  Grasso  under 
New  York  State  Not-For-Profit 
Corporation  Law,  which  says  that  an  officer's  compensation 
should  be  "reasonable"  and  "commensurate  with  services 
performed."  But  there  are  two  types  of  nonprofits.  Type  B 
nonprofits,  such  as  religious,  educational,  and  scientific 
institutions  have  singular  public  missions.  Type  A  nonprofits 
such  as  trade  associations,  country  clubs,  and  consumer  co- 
ops are  private  and  are  responsible  to  their  owners. 

The  NYSE  is  something  of  a  hybrid.  It  regulates  itself,  but 
there's  no  denying  that  its  seat-holding  members,  especially 
the  specialists,  make  enormous  profits.  Grasso  was  paid  to 
defend  their  interests.  The  law  is  not  at  all  clear  on  what  is 
"reasonable"  here. 

Spitzer  has  our  respect  for  all  that  he  has  done  to  reform 
the  financial  industry  and  protect  the  little  guy.  But  his  case 
against  Grasso  is  ill-considered. 


Russia's  Surprise 
Reformer 


SLX  YEARS  AGO,  RUSSIA  was  in  a  financial 
crisis.  The  government  defaulted  on  its 
ruble  debt  and  declared  a  moratorium  on 
principal  payments  on  foreign-currency 
loans.  After  that,  burned  foreign  investors 
treated  Russia  like  toxic  waste.  Yet  contrary  to 
expectations,  the  economy  grew  38%  in  the  next  five 
years.  Now  Russia  has  a  trade  surplus  of  $60  billion 
a  year  and  annual  economic  growth  of  7%.  Affluent  Russians 
use  cell  phones,  own  laptops,  and  tool  a    and  in  foreign  cars. 
Rising  oil  prices,  of  course,  have  a  lot  to  (  o  with  Russia's 
unexpected  economic  success.  So  does  Presi  lent  Vladimir  V. 
Putin.  Yes,  he  threw  oil  giant  Yukos  ty  likhailB. 
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Khodorkovsky  in  jail  for  fraud  and  tax  evasion.  And  yes,  he 
clamped  down  on  the  media  and  manipulated  the  last 
election  to  guarantee  a  landslide  victory  for  himself.  Clearly, 
the  ex- KGB  agent  is  a  political  authoritarian.  But  he  is  turnin 
out  to  be  an  economic  liberal  as  well  (page  54). 

Much  to  the  astonishment  of  the  West,  Putin  is  cutting 
taxes,  abolishing  restrictions  on  land  ownership,  insuring 
bank  deposits,  encouraging  private  pensions,  and  creating  a 
more  stable  legal  system  for  business.  By  cutting  the  income 
tax  to  13%,  Putin  is  bringing  millions  of  Russians  in  from  the 
cold  of  the  underground  economy.  For  the  first  time,  Russian 
are  asking  employers  to  report  their  full  incomes  so  they  can 
get  mortgages,  credit  cards,  and  car  loans  from  banks. 

Yet  there  is  an  economic  price  to  be  paid  for  Putin's 
authoriu  ian  ways.  Russia  has  one  of  the  world's  most 
educated  workforces.  It  does  advanced  work  in  software, 
semiconductors,  space,  rockets,  materials,  and  nuclear  energ 
Increasir  dy,  U.S.  and  European  companies  are  tapping  into 
that  talent  But  an  undemocratic  society  cannot  maximize  th 
creativit .  >f  its  engineers  and  scientists.  Russia  has  a  good 
chance  of  n.oving  from  petro-state  to  global  high-tech  powei 
and  if  Putin  improves  the  country's  democratic  institutions, 
he  could  help  take  it  there.  There  could  be  no  better  legacy. 
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The  advantage  of  working  together  is  amazingly  clear. 

Over  the  past  40  years,  we've  built  partnerships  with  automakers,  universities  and  government  agencies,  which  have 
helped  reduce  new  car  emissions  by  96%.  Partnerships  like  these  are  helping  us  develop  cleaner,  more  efficient  energy 
for  everyone.  Because  together,  anything  is  possible. 
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IT  SOUNDS  like  a  creepy  Holly- 
wood sequel:  The  Terminator 
vs.  Larry  Flynt.  But  Califor- 
nia's booming  Indian  gaming 
market  is  turning  movie  star- 
Governor  Arnold  Schwarze- 
negger and  the  Hustler  maga- 
zine founder  into  archrivals. 
Making  good  on  a  cam- 


KA-CHING!  Schwarzenegger 
bets  big  on  Indian  gaming 


THE  BIG  PICTURE 


paign  promise  to  get  the  state 
a  piece  of  Indian  gaming 
revenue,  Schwarzenegger  is 
negotiating  a  deal  to  have 
tribes  pony  up  a  one-time 
payment  of  $1  billion  and  an 
additional  yearly  fee.  In 
exchange,  the  tribes  would  get 
to  expand  without  compe- 
tition from  other  venues,  says 
Howard  Dickstein,  a  lawyer 
representing  some  tribes. 

Naturally,  the  deal  isn't 
sitting  well  with  operators  of 
racetracks  and  card  clubs- 
gambling  halls  that  allow 
only  card  games.  Among 
them  is  Flynt,  who  ran  for 
governor  last  year  and  owns 
a  card  club  near  Los  Angeles. 

Flynt  and  his  backers  want 
the  right  to  add  slot  machines. 
They've  put  a  rival  proposal 
on  the  ballot  in  November 
that  would  either  require  the 
tribes  to  pay  25%  of  their  slot 
machine  revenue  to  the  state, 
which  could  top  $1  billion  a 
year,  or  allow  slots  at  their  fa- 
cilities. Schwarzenegger  could 
not  be  reached  for  comment. 
-Christopher  Palmeri 


STICKER  SHOCK  The  checkout  counter  is 
almost  as  bad  as  the  gas  pump.  Retail  prices  for 
many  food  staples  have  risen  in  the  past  year: 
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•FROM  APRIL  03  TO  APRIL  04 
Data:  Bureau  of  Labor  Statistics 


iPods  Rock  Just 
Not  That  Much 


WITH  iPOD  A  BONA  FIDE  HIT,  many  people  assume  that  Apple 
rules  the  market  for  digital-music  players.  And  in  many  places 
they  do.  "In  the  biggest  markets  we're. ..40%  to  50%  of  the 
market  share  of  all  MP3  players,"  gushed  sales  chief  Phil 
Schiller  during  a  May  14  Merrill  Lynch  conference  call.  Apple 
officials  are  referring  only  to  markets  in  the  U.S.,  Japan,  and 
Western  Europe.  Although  no  reliable  global  market  share 
data  exist,  many  Wall  Street  analysts  have  assumed  Apple  has 
well  over  25%  of  worldwide  digital-music  player  sales. 

That  assumption  may  be  off  base.  According  to  market 
researchers  and  one  of  the  companies  that  makes  the  chips  that 
go  into  the  players,  worldwide  shipments  of  digital- 
music-player  chips  hit  about  15  million  last  year.  Mar- 
ket researcher  Gartner  estimates  global  sales  of  digital 
players  at  14  million.  That  would  mean  the  1.5  million 
iPods  sold  in  2003  give  Apple  just  11%  share  worldwide. 
A  hot  Christmas  run  could  put  iPod  sales  over  4  million  for 
2004.  Still,  that  would  bring  it  to  just  19%  share  worldwide. 
Apple  declined  to  comment.  Apple  is  the  market  leader,  but  it 
has  yet  to  achieve  dominance,  despite  the  hype.     -Alex  Salkever 
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DETERRED?  The 
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WEB  WATCH 

WILL  THE  FEDS 
TACKLE THE 
TUNE  PIRATES? 

SUING  ILLEGAL  downloaded 
can  be  expensive,  but  now 
companies  might  get  a  break 
—from  taxpayers.  The  Pirate 
Act,  a  bill  set  for  a  Senate  vote 
this  month,  would 
authorize  the  Jus- 
tice Dept.  to  bring 
civil  cases  against 
file-swappers  who 
illegally  share 
music,  and  other 
content  from  sites 
such  as  KaZaA, 

Once  the  Feds 
have  laid  the  legal 
groundwork,  it  will 
be  easier— and  less 
cosdy— for  compa- 
nies to  bring  their  own  suits. 
"Industry  figures  that  the 
government  will  pay  [its] 
legal  expenses,"  says  Philip 
Corwin,  a  lobbyist  for  Sharman 

STOCKWATCH 

NASDAQ'S 

8UBE:THE 
fORLDTOUR 

NASDAQ  IS  PUSHING  its 

popular  QQQ  exchange- 
traded  fund  abroad.  On  May 
17,  the  "Qube,"  which  tracks 
the  tech-heavy  NASDAQ  100 
index,  began  trading  in 
Japan.  Two  weeks  earlier,  it 
launched  in  Mexico.  Now 
there  are  plans  for  an  Israeli 
Qube  as  early  as  this  summer. 

That's  good  news  for 
foreign  investors,  who  have 
had  to  use  U.S.  brokers— and 
trade  in  U.S.  dollars— 
beciv  se  their  local 
excha     es  didn't  offer  the 
funds,  x    w  that  things  are 
looking  up  for  tech,  investors 
shou.  :  ^xpect  to  see  Qubes 
multiply.  -Jessi  Hempel 
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Networks,  which  operates 
KaZaA.  Mitch  Bainwol,  CEO 
of  the  Recording  Industry  Assn. 
of  America  counters  that 
KaZaA  and  its  ilk  are  the  real 
freeloaders:  "When  the 
government  doesn't  have  the 
tools  to  enforce  the  law,  that's 
corporate  welfare  for  the 
companies  that  facilitate 
copyright  theft  and  pocket 
millions  from  it." 

The  bill's  co- 
sponsors,  Orrin 
Hatch  (R-Utah) 
and  Patrick  Leahy 
(D-Vt),  say  private 
lawsuits  aren't 
enough.  "Tens  of 
thousands  of  con- 
tinuing civil  en- 
forcement actions 
might  be  needed  to 
generate  the 
necessary  deter- 
rence," Hatch  says. 
That  might  be  news  to  the 
RIAA,  which  claims  its  3,000 
legal  actions  against  individ- 
uals have  helped  cut  file- 
swapping.    -Lorraine  Woellert 


CHARITY  HAUL 

POWER  LUNCH  The  good 

times  are  back  on  Vol 
Street:  On  June  1,  the  Robin 
Hood  Foundation,  a  charity 
founded  by  hedge-fund 
guru  Paul  Tudor  Jones, 
raised  $6.4  million  from 
bankers  and  hedge-fund 
managers  at  its  annual 
auction,  almost  double 
last  year's  total. 

Golf  with  Bill  Clinton  went 
for  $300,000,  as  did  lunch 
with  six  celebs,  including  Sarah 
Jessica  Parker  and  Oprah  Winfrey. 
Lunch  with  eight  moguls— Jones, 
Jeff  Immelt,  Brian  Roberts, 
Michael  Dell,  Kenneth 
Chenault,  Barry  Diller,  Steven 
Cohen,  and  Goldman  Sachs' 
No.  2,  Lloyd  Blankfein-went  for  $340,000,  a 
mere  $42,500  per  head.  -Emily  Thornton 
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AN  UNLIKELY 

UNION 

HONCHO 

Kevin  McCormick  has  to  be 
the  oddest  choice  to  run  a 
labor  union.  He's  also  the 
hottest.  A  property- 
association  adviser  who  has 
never  belonged  to  a  union, 
McCormick  was  hired  as  an 
outside  contractor  to  run  the 
Aircraft  Mechanics  Fraternal 
Assij.  (AMFA)  in  1998.  Since 
then,  AMFA  has  picked  up 
mechanics  at  United,  North- 
west, Southwest,  and  ATA, 
swelling  its  ranks  to  nearly 
20,000,  from  just  1,500. 

Soon,  it  may  have  more. 
By  mid-June,  the  National 
Mediation  Board  will  rule  on 
whether  to  allow  American 
Airlines'  16,000  mechanics  to 
vote  this  summer  between 
AMFA  and  the  incumbent 
Transport  Workers  Union. 

McCormick,  53,  knows 
other  union  chiefs  call  him  a 
carpetbagger  and  bad-mouth 
him  because  he  has  been 
poaching  their  members.  "I'm 
a  lightning  rod,"  he  says.  And 
he  makes  no  bones  about  his 
$800,000-a-year  contract 
with  AMFA.  McCormick  may 
not  be  your  everyday  labor 
boss.  But  how  many  of  them 
can  claim  rising  membership 
rolls7  -Michael  Amdt 


SILICON  CULTURE 

VCsTURN 
AN  EAGLE  EYE 
ON  CHINA 

EVERY  TECH  COMPANY  with 
global  ambitions  knows  that 
it  will  wind  up  being  either  a 
partner  with  China's 
emerging  tech  sector  or  else 
its  rival.  This  month,  an  A-list 
delegation  of  Silicon  Valley 
venture  capitalists  will  set  out 
on  a  weeklong  tour  of  China, 
hoping  to  network  its  way 
into  the  next  century.  People 
in  Silicon  Valley  "have 
decided  they  have  to  do 
something  in  China,  but  very 
few  have  figured  out  what 
they  want  to  do,"  says  Dixon 
Doil.  of  DCM-Doll  Capital 
Management. 

While  a  number  of  Chinese 
startups  have  attracted  U.S. 
investment,  most  American 
VCs  have  done  no  more  than 
a  handful  of  deals  in  China  so 
far.  But  China  has  produced  a 
half-dozen  companies  that 
have  begun  trading  shares  in 
the  U.S.  in  the  past  year 
alone,  sparking  interest 


HALLS  OF  IVY 

POOR  MARKS 
FOR  ETHICS 
TEACHING 

MBAs  HAVE  GIVEN  barely 
passing  marks  to  Columbia 
Business  School's  first  required 
ethics  course.  m 

Five  ethics 
classes  and  extra 
lectures  were  woven 
into  the  core 
curriculum.  But  an 
informal  tap  of 
student  opinion 
finds  execution  was  uneven: 
"Some  professors  found 
teaching  ethics  a  burden,  so  it 
showed  in  their  teaching," 


among  latecoming  VCs. 
What's  more,  Chinese  players 
such  as  Huawei  can  make 
telecom  gear  for  as  little  as 
half  what  it  costs  American 
rivals,  which  will  press  U.S. 
startups  to  work  with  China 
to  stay  competitive,  says  Cliff 
Higgerson  of  Com  Ventures  in 
Palo  Alto,  Calif. 

That' s  why  there  will  be 
plenty  of  big  names  among 
the  two  dozen  VCs  set  to  visit 
Beijing  and  Shanghai  on 
June  19-26.  In  addition  to 


says  first-year  MBA  Nicolina 
Kuh.  And  the  thought  of 
earning  an  F  in  a  class  called 
"ethics"  spurred  rumblings  of 
discontent.  "It  implies  that 
you're  unethical,"  says 
classmate  Rendel  Solomon. 

That  led  profs  to  switch 
from  the  standard  bell  curve 
to  a  pass/incomplete  grading 
system.  Next  year, 
Columbia  professor 
Michael  Feiner  says 
lessons  from 
philosophers  such 
as  Immanuel  Kant 
will  be  downplayed 
in  favor  of  decision- 
making exercises.  Of  course, 
the  true  grades  will  come  once 
students  hit  the  real  world. 

-Mica  Schneider 


Doll  and  Higgerson,  Kleiner 
Perkins  Caufield  &  Byers 
partner  John  Doerr,  New 
Enterprise  Associates  partner 
Richard  Kramlich,  and 
Sequoia  Capital  partner  Don 
Valentine  are  expected  to  go. 
That  Silicon  Valley  Bancshares, 
which  is  organizing  the  trip, 
had  to  limit  the  size  of  the 
group  shows  just  how  much 
the  West  Coast  tech  crowd  is 
looking  to  the  Far  East  for 
opportunity. 

-Timothy  J.  Mullaney 


THE  STAT 


58 

The  number,  in 
millions,  of  sick 
days  that  are  taken 
each  year  by  U.S. 
workers  suffering 
from  the  common 
cold.  That's  a  lot  of 
coughs  and  sniffles. 


Data:  '.       - 
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to  anyone.  As  a  Citi 

cardmember,  if  it  happens 

to  you,  we  can  help  with 

free  specialized  assistance. 


Call  1-888-337-5388  now 
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The  Great  Innovators 


CELEBRATING    As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the  greatest 
innovators  of  the  past  75  years.  Some  made  their 
mark  in  science  or  technology;  others  in  management, 
finance,  marketing,  or  government.  In  late  September, 
2004,  BusinessWeek  will  publish  a  special 
commemorative  issue  on  Innovation. 


Junior 
Achievement 


SOMETIMES  IT  TAKES  a  couple  of  tries 
before  you  can  be  brilliant.  That  was 
certainly  true  of  Thomas  J.  Watson  Jr. 
and  computers.  In  March,  1946,  the  son 
of  IBM  founder  Thomas  J.  Watson  Sr. 
had  his  first  swipe  at  destiny.  IBM  was 
the  world's  leading  tabulating  machine 
company  when  the  younger  Watson 

paid  a  visit  to  one  of  the  first  electronic  computers, 
ENIAC,  which  was  causing  a  hubbub  in  academic 
circles.  Watson  left  unimpressed. 

A  few  weeks  later  the  tremendous  potential  of 
computing  sank  in.  Watson  and  his  father,  then 
CEO,  were  nosing  around  headquarters  when  they 
found  an  engineer  who  had  hooked  an  IBM 
tabulator  up  to  an  electronic  gizmo  the  size  of  a 
footlocker.  He  was  making  payroll  calculations  in 
one-tenth  the  time  it  usually  took.  In  his 
autobiography,  Father,  Son  &  Co.,  Watson  recalled 
telling  his  father:  "We  should  put  this  thing  on  the 
market!  Even  if  we  only  sell  eight  or  10,  we'll  be 
able  to  advertise  the  fact  that  we  have  the  world's        ™^^ 
first  commercial  electronic  calculator." 

That  epiphany  set  the  course  of  computing  history  and 
helped  make  the  American  economy  the  envy  of  the  world. 
Watson  stands  as  a  towering  figure  because  he  saw  the 
importance  of  the  computer  as  the  descendant  of  his  father's 
first  generation  of  business  machines,  and  then,  by  launching 
the  System/360  mainframe,  he  turned  IBM  into  the  dominant 
force  in  what  became  the  world's  most  important  industry. 
"The  credit  for  making  IBM  a  great  computer  company  goes  to 
Tom  Jr.,"  says  Fredrick  P.  Brooks  Jr.,  professor  at  the  University 
of  North  Carolina  at  Chapel  Hill.  While  he  was  CEO,  from  1956 
to  1971,  IBM's  computers  became  the  gold  standard  worldwide. 

This  was  a  surprising  accomplishment  for  a  man  who  was  a 
screw-up  in  his  youth.  Thoroughly  intimidated  by  his 
overbearing  father,  Watson  had  poor  grades  and  took  six  years 
to  get  through  high  school.  As  a  junior  salesman  for  IBM,  he 


Thomas  J. 
Watson  Jr. 
brought  IBM, 
and  American 
business,  into 
the  age  of 
computers 


resented  the  cultlike  worship  of  his  father 
and  argued  bitterly  with  him.  The  U.S.  Air 
Force  straightened  him  out.  An  aide  to 
generals  during  World  War  II,  he  learned  to 
command  by  watching  them  in  action.  Back 
at  IBM  after  the  war,  he  was  determined  to 
follow  dad's  footsteps  and  run  the  company. 

What  set  Watson  apart  as  an  innovative 
leader  was  nerve.  In  1964,  he  bet  the 
company  on  replacing  all  of  IBM's  existing 
computer  lines  with  a  radically  different  type 
of  machine,  the  System/360.  Previously, 
businesses  needed  different  software 
^"  programs  for  each  computer  model.  But 

System/360  was  a  family  of  computers,  and  a 
program  written  for  one  would  run  on  the  others.  Companies 
could  buy  a  starter  version  and  keep  the  same  software  when 
they  traded  up.  The  System/360  made  IBM  so  successful  that 
its  rivals  became  known  as  the  Seven  Dwarves. 

Late  in  life,  Watson  lived  across  the  street  from  Louis  V. 
Gerstner  Jr.,  the  CEO  who  took  over  after  IBM  hit  tough  times. 
One  morning  in  1993,  the  79-year-old  gentleman  approached 
him  and  urged  him  to  do  whatever  was  necessary  to  turn  IBM 
around.  Watson  died  later  that  year— with  IBM's  fate  still 
hanging  in  the  balance. 

While  Gerstner  saved  the  company  and  Thomas  J.  Watson 
Sr.  created  it,  Watson  Jr.  deserves  to  be  remembered  as  the 
leader  who  built  IBM  into  the  bluest  of  blue  chips.  Not  bad  for 
the  black  sheep  of  the  family.  ■ 

-By  Steve  Hamm 
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Denying  stem-cell 
research  its  National 
Institutes  of  Health 
funding  is  misguided 
and  unfortunate." 


-Mike  Ryan 
Sewell,  NJ. 


POLARIZED  ON 
STEM-CELL  RESEARCH 

RIGHT  NOW  WE  ARE  standing  at  the  in- 
tersection of  science,  politics,  economics, 
and  patients  ("Repairing  the  engines  of 
life,"  Cover  Story,  May  24).  There  are  very 
real  risks  and  rewards  for  all  four,  and  Ar- 
lene Weintraub's  thorough  reportage 
brought  this  to  the  forefront.  Being 
healthy  is  not  a  political  issue,  nor  should 
it  ever  become  one. 

My  heart  goes  out  to  the  Ames  family. 
They  are  faced  not  only  with  a  devastat- 
ing diagnosis  but  also  the  frustration  of 
what  Mr.  David  Ames  refers  to  as  "a  fast 
clock"  and  a  government  that  has  decid- 
ed to  restrict  research  on  treatments  that 
could  be  potentially  life-extending  or 
life-saving  for  ALS  sufferers. 

-Rachel  Pine 
New  York 

WHEN  A  SOCIETY  begins  to  rationalize 
that  it  is  O.K.  to  cannibalize  its  own  for 
the  sake  of  other  more  valuable  lives,  a 
red  flag  should  go  up.  The  issue  of  ban- 
ning research  on  human  embryos  is  not 
a  religious  issue.  It  is  first  and  foremost  a 
moral  issue.  Furthermore,  the  individu- 
als whose  rights  we  are  infringing  upon 


can  never  hope  to  fight  or  make  their 
plight  known.  They  are  hidden  from  our 
view.  That  only  makes  it  that  much  easi- 
er for  us  to  exploit  them. 

-Patricia  Magaldi) 
Litchfield,  Conn. 

I  AM  A  CATHOLIC  with  a  conservative 
voting  record,  but  the  policy  of  denying 
stem-cell  research  its  National  Institutes 
of  Health  funding  is  misguided  and  un- 
fortunate. As  it  is  always  prudent  to  avoid 
political  and  religious  topics  in  group  dis- 
cussion, when  religion  (or  more  specifi- 
cally, the  existence  of  a  caring  higher 
power)  is  raised,  the  most  common  ques- 
tion by  those  who  doubt  is  this:  If  there  is 
a  higher  power,  why  is  there  so  much  suf- 
fering? We've  all  heard  the  "mysterious 
ways"  answers  to  this  conundrum.  Per- 
haps regenerative  healing  through  stem 
cells  is  our  mysterious  solution. 

-Mike  Ryan 
Sewell  N.J. 

EMBRYONIC  STEM  CELLS  are  derived 
from  five-day-old  embryos  created 
through  in-vitro  fertilization  (IVF).  They 
are  never  implanted  and  as  a  result  can- 
not develop  into  fetuses.  When  couples 
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EVEN  OUR  PRODUCTION  FACILITY  HAS  AN  EDGE 

J.D.  Power  and  Associates  gave  its  highest  honor,  the  Gold  Plant  Quality  Award, 
to  the  Cadillac-exclusive  Lansing  Grand  River  assembly  center.  This  should  come 
as  no  surprise,  considering  this  two-year-old,  state-of-the-art  facility  was  specifically 
designed  and  equipped  to  produce  world-class  performing  cars,  like  the  CTS  and 
the  all-new  2005  STS,  arriving  this  fall.  What  might  come  as  a  surprise,  however, 
is  that  its  excellence  surpassed  every  automotive  assembly  facility  in  North  and 
South  America,  including  the  leading  import  luxury  manufacturers.  Cadillac, 
edging  ahead  of  the  competition  in  yet  another  way. 
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BREAK 


THROUGH 


Cadillac. com      General  Motors  Corp.  —  Lansing  Grand  River,  Michigan  (Car)  plant  was  the  highest  ranked  in  North/South  America  among  plants  producing  vehicles  for  the  U.S. 
market  in  J.D.  Power  and  Associates  2004  Initial  Quality  Study?"  Study  based  on  a  total  of  51,208  U.S.  consumer  responses  indicating  owner-reported  problems  during  the  first 
90  days  of  ownership,  www.jdpower.com.      ©GM  Corp.  All  rights  reserved.  Break  Through"'  Cadillac®  Cadillac  badge®  CTS®  STS® 


CRESTOR 

rosuvastatin  calcium 

Charity  Challenge 


Readers  Report 


Sometimes  it's  not  just  the  destination  but 
also  how  you  get  there  that  counts.  That's 
why  CRESTOR"  (rosuvastatin  calcium)  and 
:he  PGA  TOUR  have  partnered  to  create  the 
CRESTOR  Charity  Challenge,  a  season-long 
:ompetition  that  recognizes  the  tournament 
eader  entering  the  final  round  at  27  PGA 
rOUR  events  throughout  the  year. 

n  addition  to  adding  a  new  twist  to  TOUR 
:ompetition,  CRESTOR,  an  AstraZeneca 
Drand,  will  make  a  financial  contribution 
:o  designated  health  care  and  PGA  TOUR 
:harities.  The  CRESTOR  Charity  Challenge 
A/inner  will  be  recognized  for  his  perfor- 
mance on  the  golf  course  entering  the  final 
'ound. 

rune  in  to  watch  all  the  PGA  TOUR  action 
and  see  who  wins  each  CRESTOR  Charity 
Challenge  event.  For  more  information,  log 
3n  to  crestor.com/golf. 
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CRESTOR 

rosuvastatin  calcium 


AstraZeneca 


CRESTOR  is  a  registered  trademark  of  the  AstraZeneca  group  of  companies. 
;20O4  AstraZeneca  Pharmaceuticals  LP  All  rights  reserved.  220505  05/04 


CORRECTIONS  &  CLARIFICATIONS 

"Working  and  poor"  (Cover  Story,  May  31) 
should  have  described  the  average  hourly 
pay  at  Wal-Mart  Stores  inc.  ($9.64)  as  one- 
third  less  than  the  union  chains'  (not  one- 
third  of  their  level). 

In  "Will  soupingupTiVo save  it?"(lnformation 
Technology,  May  17),  we  miscalculated  the 
expected  percentage  change  in  the 
company's  revenues.  Analysts  estimate  that 
TiVo's  revenues,  excluding  sales  of  TiVo 
hardware,  will  rise  49%  to  $115.8  million  in 
the  fiscal  year  ending  in  January  2005. 


undergo  IVF  in  hopes  of  conceiving  a 
child,  the  procedure  nearly  always  creates 
more  embryos  than  will  be  used.  The  left- 
over embryos  are  frozen  for  future  repro- 
ductive attempts  or  they  are  voluntarily 
donated  by  the  couple  for  research. 

Right  now,  an  estimated  400,000 
such  embryos  are  in  frozen  storage  in  the 
U.S.  alone,  and  virtually  all  of  them  will 
ultimately  be  discarded.  Throwing  away 
these  IVF  embryos  would  be  a  tragic 
waste  of  an  irreplaceable  resource  that 
could  lead  to  cures  and  treatments  for 
diseases  such  as  diabetes,  heart  disease, 
and  cancer,  which  affect  the  lives  of  more 
than  100  million  Americans. 

-William  Ahearn 

Vice-President 

Juvenile  Diabetes  Research  Foundation 

New  York 

IN  DEFENSE 

OF  JOSEPH  NACCHIO 

THE  INFERENCES  YOU  draw  in  your  ar- 
ticle about  the  acquittals  of  Qwest  exec- 
utives in  an  accounting  fraud  case  ("Are 
Qwest  honchos  off  the  hook?"  Legal  Af- 
fairs, May  24)  are  off  the  mark.  The  jury 
after  all  rejected  the  government's 
charges— a  result  which  hardly  supports 
the  idea  that  former  CEO  Joseph  P. 
Nacchio  might  have  been  involved  in 
some  other  "fraud." 

Certainly  the  mere  fact  that  Qwest  re- 
stated its  financials  does  not  mean  some- 
thing "criminal"  or  improper  occurred. 
Management  and  the  Qwest  board  de- 
cided to  restate  the  financials  based  on 
the  advice  of  new  auditors,  who  applied 
complex  accounting  rules  for  very  com- 
plicated transactions  differently  from  the 
way  Qwest's  auditors  did  during  Mr. 
Nacchio's  tenure.  To  equate  that  differ- 
ence of  opinion  with  intentional  misrep- 
resentation of  the  company's  finances  by 
Mr.  Nacchio  or  anyone  else  is  an  unfair 
and  unfounded  interpretation  of  events. 

22  I  BusinessWeek  I  June  14.  2004 


In  fact,  Qwest's  prior  auditors  disagree 
with  the  restatements  and  stand  by  their 
past  accounting.  Market  forces,  more 
than  accounting,  account  for  Qwest's  loss 
of  share  value.  In  the  final  analysis,  sure- 
ly one  could  conclude  that  the  reason  no 
evidence  was  presented  in  this  long  and 
unsuccessful  prosecution  linking  Nacchio 
to  any  wrongdoing  is  that  he  did  nothing 
wrong,  let  alone  anything  criminal. 

-Charles  A.  Stillman 

Stillman  &  Friedman 

New  York 

Editor's  Note:  The  writer  is  the  attorney 

for  Joseph  P.  Nacchio. 

IRAQ:  AMERICA  HAS  MORE  AT  STAKE 
THAN  MORAL  AUTHORITY 

CERTAINLY,  SADDAM  Hussein  caused 
suffering  throughout  his  country,  but 
there  are  a  multitude  of  such  dictators 
around  the  world  ("Iraq:  How  to  repair 
America's  moral  authority,"  Editorials, 
May  24).  Had  America  systematically  at- 
tacked these  states,  one  might  view  the  ac- 
tions in  Iraq  as  legitimate.  As  matters 
stand,  no  one  believes  that  the  preserva- 
tion of  human  rights  is  the  driving  force  of 
America's  foreign  policy. 

If  the  U.S.  is  ever  to  regain  its  moral  au- 
thority, it  needs  to  act  globally.  First, 
maintain  basic  human  rights  of  the  pris- 
oners in  Guantanamo  Bay,  Afghanistan, 
and  Iraq,  whether  the  Geneva  Convention 
applies  or  not.  Second,  apologize  for  the 
enormous  suffering  caused  by  actions  in 
Iraq  and  Afghanistan  and  recognize  the 
fact  that  significant  mistakes  were  made. 
At  the  same  time,  emphasize  the  new 
rights  that  have  been  gained  by  every  cit- 
izen: freedom  of  speech,  protection  from 
torture,  freedom  of  religion.  Third,  with 
the  support  of  the  U.N.  and  neighboring 
Muslim  countries,  make  the  exit  plan 
clear  and  ensure  that  systems  are  in  place 
to  avoid  the  onset  of  a  civil  war.  There  is 
much  more  at  stake  than  moral  authority. 
In  the  hell  that  is  Iraq  today,  one  thing  is 
sure  to  flourish:  terrorists  who  want  to  de- 
stroy America  and  everything  it  stands  for. 
They  must  be  stopped  before  it  is  too  late. 
-Dimitri  Galani 
Athens 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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Your  cholesterol 's  high.  It  won't  subside, 

despite  all  of  your  efforts.  But  don't  lose  your  pride. 

Turns  out  most  cholesterol's  made  inside. 


w§ 


Ask  your  doctor  what  CRESTOR5  can  provide. 

Surprise!  It's  true.  Most  of  the  cholesterol  inside  you  doesn't  come  from 

the  food  you  eat,  but  from  your  body's  own  natural  processes.  Diet  and 

exercise  are  an  excellent  first  step  to  lower  cholesterol.  But  the  fact  is, 

many  people  with  high  cholesterol  just  plain  need  more  help.  That's 

why  you  should  ask  your  doctor  about  CRESTOR.  Adding  CRESTOR  to  a 

healthy  diet  has  been  proven  to  cut  bad  cholesterol  about  half  (52%  at 

10  mg  versus  7%  with  placebo;  your  results  may  vary).  CRESTOR  can 

even  raise  good  cholesterol.  That's  a  step  in  the  right  direction. 

For  more  information  on  good  cholesterol,  bad  cholesterol,  and  how 
CRESTOR  can  help,  ask  your  doctor  and  visit  CRESTOR.COM  or  call 
800-CRESTOR. 

Important  information:  CRESTOR  is  prescribed  along  with  diet  for 
lowering  cholesterol  and  is  not  for  everyone,  including  people  with  liver 
disease,  and  women  who  are  nursing,  pregnant  or  may  become  preg- 
nant. Tell  your  doctor  promptly  if  you  experience  unexplained  muscle 
pain  or  weakness,  as  they  may  be  a  sign  of  serious  side  effects.  Be  sure  to 
tell  your  doctor  about  other  medications  you  are  taking.  Simple  blood 
tests  are  needed  to  check  for  liver  problems  before  and  12  weeks  after 
start  of  therapy  or  change  of  dose,  and  periodically  thereafter.  Side 
effects  occur  infrequently  and  include  muscle  aches,  constipation, 
weakness,  abdominal  pain  and  nausea.  They  are  usually  mild  and  tend 
to  go  away.  CRESTOR  has  not  been  shown  to  prevent  heart  disease  or 
heart  attacks.  See  adjacent  page  for  additional  important  information. 

Now  youVe  getting  somewhere. 
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Please  read  this  summary  carefully  and  then  ask  your  doctor  about  CRESTOR.  No  advertisement  can  provide  all  the  information  needed  to  determine  if  a  drug  is  right  lor  you. 
This  advertisement  does  not  take  the  place  of  careful  discussions  with  your  doctor.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a  prescription  drug. 

BRIEF  SUMMARY:  for  full  ^escribing  Information,  see  package  insert.  compared  with  healthy  volunteers.  These  increases  are  considered  to  be  clinically  signrfi-  rosuvastatin.  3,159  (31%)  were  65  years  and  older,  and  698  (6.8%)  were  75  years  and 

INDICATIONS  AND  USAGE  CRESTOR  is  located  1  as  an  adjunct  to  diet  to  (arrl  and  require  special  consideration  in  the  dosing  of  rosuvastatin  to  patients  taking  older.  The  overall  frequency  of  adverse  events  and  types  of  adverse  events  were  similar  in 

reduce  elevated  total-C  LDL-C  ApoB  nonHDL-C  and  TG  levels  and  to  increase  HDL-C  in  concomitant  cyclosponne  (see  WARNINGS,  Myopathy/Rhabdomyolysis.  and  DOSAGE  AND  patients  above  and  below  65  years  of  age.  (See  WARNINGS,  Myopathy/FteMomyolysis.) 

patients  with  primary  r^penjwlesterolemia  (heterozygcjs  familial  ara  nonfarrrilial)  and  ADMINISTRATION).  Warfarin:  Coadministration  rjf  rosuvastatin  to  patients  on  stable  The  efficacy  of  rosuvastatin  in  the  geriatric  population  (>65  years  of  age)  was  comparable 

mixed  dyslipiderma  (Fredrickson  Type  lla*  and  lib);  2  as  an  adjunct  to  diet  lor  the  treatment  warfarin  therapy  resulted  in  clinically  significant  nses  in  INR  (>4.  baseline  2-3).  In  patients  to  the  efficacy  observed  in  the  non-elderly.  ADVERSE  REACTIONS  Rosuvastatin  is 

of  patients  with  elevated  serum  TG  levels  'Fredrickson  Type  IV);  3.  to  reduce  LOl-C,  total-C,  to""10  coumarin  anti-coagulants  and  rosuvastatin  concomitantly.  INR  should  be  determined  generally  well  tolerated.  Adverse  reactions  have  usually  been  mild  and  transient  In  clinical 

and  ApoB  'n  patients  with  homozygous  familial  hypercholesterolemia  as  an  adjunct  to  other  Wore  starting  rosuvastatin  and  frequently  enough  during  earfy  therapy  to  ensure  that  no  studies  of  10.275  patients.  3.7%  were  discontinued  due  to  adverse  experiences  attributable 

lipid-towenr.g  treatments  (e.g.,  LDL  apheresis)  or  if  such  treatments  are  unavailable,  significant  alteration  of  INR  occurs.  Once  a  stable  INR  time  has  been  documented.  INR  can  to  rosuvastatin.  The  most  frequent  adverse  events  thought  to  be  related  to  rosuvastatin 

CONTRAINDICATIONS  CPESTOR  is  contramdicated  in  patients  with  a  known  be  monitored  at  the  intervals  usually  recommended  for  patents  on  coumarin  anticoagu-  were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Adverse 

hypersensitivity  to  any  comoonentof  this  product  Rosuvastatin  is  contraindicated  in  lants.  If  the  dose  of  rosuvastatin  is  changed,  the  same  preceduje  should  be  repeated.  Experiences  Adverse  expenences,  regardless  of  causality  assessment,  reported  in 

patients  with  active  liver  disease  or  with  unexplained  persistent  elevations  of  serum  Rosuvastatin  therapy  has  not  been  associated  with  bleeding  or  with  changes  in  INR  in  >2%  of  patients  in  placebo-controlled  clinical  studies  of  rosuvastatin  are  shown  in  Table  1 ; 

transaminases  (see  WARNINGS.  Lrver  Enzymes)  Pregnancy  and  Lactation  patients  not  taking  anti-coagulants.  Gemfibrozil:  Coadministration  of  a  single  rosuvastatin  discontinuations  due  to  adverse  events  in  these  studies  of  up  to  12  weeks  duration  occurred 

Atherosclerosis  is  a  chronic  process  and  discontinuation  of  lipid-lowering  drugs  dunng  dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice  dairy)  resulted  in  a  2.2-  and  1.9-  in  3%  of  patients  on  rosuvastatin  and  5%  on  placebo. 

pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hyper-  fold,  respectively,  increase  in  mean  Cm*,  and  mean  AUG  ot  rosuvastatin  (see  DOSAGE  AND  Table  1 .  Adverse  Events  in  Placebo-Controlled  Studies 

cholesterolemia  Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  ADMINISTRATION).  Endocrine  Function  Although  clinical  studies  have  shown  that  Rosuvastatin  Placebo 

components  for  fetal  development  (including  synthesis  of  steroids  and  eel!  membranes),  rosuvastatin  alone  does  not  reduce  basal  plasma  Cortisol  concentration  or  impair  adrenal  Adverse  event N=744 N=382 

Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol  synthesis  and  possibly  the  <«erve,  caution  should  be  exercised  if  any  HMG-CoA  reductase  inhibitor  or  other  agent  ptiaryr>grtis  90  76~ 
synthesis  of  other  biologically  active  substances  denved  from  cholesterol,  they  may  cause  used  to  lower  cholesterol  levers  is  administered  concomitantly  with  drugs  that  may  Headache  55  50 
fetal  harm  when  administered  to  pregnant  women.  Therefore.  HMG-CoA  reductase  decrease  the  levels  or  activity  of  endogenous  steroid  hormones  such  as  ketoconazole, .  Diarrhea  34  29 
inhibitors  are  contraindicated  dunng  pregnancy  and  in  nursing  mothers.  ROSUVASTATIN  spironolactone,  and  cimetidine.  CNS  Toxicity  CNS  vascular  lesions,  characterized  by  Dyspepsia  34  3'i 
SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILDBEARING  AGE  ONLY  WHEN  SUCH  perivascular  hemorrhages,  edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces.  Nausea  3  4  3 , 
PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN  INFORMED  OF  THE  nave  been  observed  in  dogs  treated  with  several  other  members  of  this  drug  class  A  chem-  y^  28  13 
POTENTIAL  HAZARDS  If  the  patient  becomes  pregnant  while  taking  this  drug,  therapy  rally  similar  drug  jn  mis  class  produced  dose-dependent  optic  nerve  degeneration  nsfMm  27  26 
should  be  discontinued  immediately  and  the  patient  apprised  of  the  potential  hazard  to  the  (Wallerian  degeneration  of  retinogemculate  fibers)  in  dogs,  at  a  dose  that  produced  plasma  g^  p^  2  6  24 
fetus  WARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other  drug  levels  about  30  times  higher  than  the  mean  drug  ievel  in  humans  taking  the  highest  Ru  syn(jrome  23  18 
lipid-lowenng  therapies,  have  been  associated  with  biochemical  abnormalities  of  lrver  tunc-  recommended  dose.  Edema,  hemorrhage,  and  partial  necrosis  in  the  interstitjum  of  the  Unnary  tract  jnfectioo  23  16 
tion.  The  incidence  of  persistent  elevations  (>3  times  the  upper  limit  of  normal  [ULN]  occur-  choroid  plexus  was  observed  in  a  female  dog  sacrificed  moribund  at  day  24  at  90  mgAg/day  Rhinitis  22  21 
ring  on  2  or  more  consecutive  occasions)  in  serum  transaminases  in  fixed  dose  studies  was  by  oral  gavage  (systemic  exposures  100  times  the  human  exposure  at  40  mg/day  based  on  sinusitis  20  18 
0.4, 0, 0.  and  0.1%  in  patients  who  received  rosuvastatin  5. 10, 20,  and  40  mg,  respectively.  AUG  compansonsj.  Corneal  opacity  was  seen  in  dogs  treated  for  52  weeks  at  6  mg/kg/day  ,„  addjtJon  me  f0(lowjng  adverse  events  mt  reported  regardless  of  causality  assessment  i 
In  most  cases,  the  elevations  were  transient  and  resolved  or  improved  on  continued  therapy  by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at  40  mg/day  based  on  in  >1%  of  10275  p^,^  mlei  ^  rosuvastatin  in  clinical  studies  The  events  in 
or  after  a  brief  interruption  in  therapy.  There  were  two  cases  of  laundice,  lor  which  a  rela-  AUC  compansons).  Cataracts  were  seen  in  dogs  treated  for  12  weeks  by  oral  gavage  at  ^  Kaimi  m  ^%  0)  mes€  ^nts  ^  K  a  y^,,.  Momnal  pam  aa(rfema; 
tionship  to  rosuvastatin  therapy  could  not  be  determined,  which  resolved  after  discontinu-  30  mg/xg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  on  injuly  chest  ^jn  infK(l0n  ^  p^c  pjjn  ^  neck  p,jn  cartfemtil*  I 
ation  of  therapy.  There  were  no  cases  of  liver  failure  or  irreversible  lrver  disease  in  these  AUC  compansons).  Retinal  dysplasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks  jy^.  i^oe^nsion  angina  pectoris  vasodilatation  and  palpitation  Digestive.] 
trials.  It  is  recommended  that  liver  function  tests  be  performed  before  and  at  12  weeks  by  oral  gavage  at  90  mgAg/day  (systemic  exposures  100  times  the  human  exposure  at  System:  Consf/pafori  gastroenteritis  vomiting  flatulence  penodontal  abscess  and-lf 
following  both  the  initiation  ol  therapy  and  any  elevation  ol  dose,  and  periodically  (e.g.,  40  mg/day  based  on  AUC).  Doses  <30  mgAg/day  (systemic  exposures  <60  times  the  gastrit)S  ini<)^M:  Diabetes  mellitus  Hemic  and  Lymphatic  System:  Anemia  and  etc 
semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  in  the  first  3  months  of  —  .— ^____—  m  m0SIS  Metabolic  and  Nutritional  Disorders:  Peripheral  edema.  Musculoskeletal 
treatment  with  rosuvastatin.  Patients  who  develop  increased  transaminase  levels  should  be  jdM  ajM  ^  M  System:  Arthritis,  arthralgia,  and  pathological  fracture.  Nervous  System:  Doziness  V 
monitored  until  the  abnormalities  have  resolved  Should  an  increase  in  ALT  or  AST  of  ^^R  I^^^^^H  ^M  insomiia.  hypertonia,  paresthesia,  depression  anxiety,  vertigo,  and  neuralgia.  Respiratory 
>3  times  ULN  persist,  reduction  of  dose  or  withdrawal  of  rosuvastatin  is  recommended.  I^^^^V  ^H  W^M  System:  Bronchitis,  cough  increased,  dyspnea,  pneumonia,  and  asthma.  Skin  and 
Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  of  A m  ^V  ^ 4  Appendages:  ftasnand  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  trial 
alcohol  and/or  have  a  history  of  liver  disease  (see  CLINICAL  PHARMACOLOGY.  Special  ^^  ^  ^BP  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  among 
Populations,  Hepatic  Insufficiency).  Active  liver  disease  or  unexplained  persistent  transam-  BV  1^^^  Vfl  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommended 
inase  elevations  are  contraindications  to  the  use  of  rosuvastatin  (see  CONTRAINDICA-  ^  ^ss^^^^mst^n^^^r  «W  dose  range  (j  e  ^  mg)  However  mis  nncliog  was  more  frequent  in  patients  taking  rosuva- 
TI0NS).  Myopathy/Rhabdomyolysis  Rare  cases  of  rtiabdomyolysis  with  acute  ^*  ■%  ^m  *Fm'^0^T^®  statin  40  mg,  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  though 
renal  failure  secondary  to  myoglobinuria  have  been  reported  with  rosuvastatin  and  with  W  KJ  k  WT|  ID  rt  was  generally  transient  and  was  not  associated  with  worsening  renal  function.  (See 
other  drugs  in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatin-treated  VIlLi^  I  ^#lm  PRECAUTIONS.  Laboratory  Tests.)  Other  abnormal  laboratory  values  reported  were 
patients  (see  ADVERSE  REACTIONS)  Creatine  kinase  (CK)  elevations  (>10  times  upper  •»-*-*»»  mU.  lrv-  elevated  creatinine  phosphokinase,  transaminases,  hyperglycemia,  glutamyl  transpepti- 
limit  of  normal)  occurred  in  0.2%  to  0.4%  of  patients  taking  rosuvastatin  at  doses  of  up  to  rOSUVaSldllrl  CalCIUiTl  dase,  alkaline  phosphatase,  bilirubin,  and  thyroid  function  abnormalities.  Other  adverse 
40  mg  in  clinical  studies.  Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle  events  reported  less  frequently  than  1%  in  the  rosuvastatin  clinical  study  program  regard- 
weakness  in  conjunction  with  increases  in  CK  values  >10  times  upper  limit  of  normal,  was  Human  exposure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one  |ess  „,  m^  cessment  included  arrhythmia  hepatitis  hypersensitivity  reactions 
reported  in  up  to  0.1%  of  patients  taking  rosuvastatin  doses  of  up  to  40  mg  in  clinical  year,  did  not  reveal  retinal  findings.  Carcinogenesis,  Mutagenesis,  (l  e  ^  edema  thrombocytopenia  leukopenia  vesiculobullous  rash  urticaria  and 
studies.  Rare  cases  of  rtiabdomyolysis  were  seen  with  higher  than  recommended  doses  Impairment  of  Fertility  In  a  104-week  carcinogenicity  study  in  rats  at  dose  levels  angioe(tema)  kidney  failure  syncope  myasthenia  myositis  pancreatitis  photosensitivrt) 
(80  mg)  of  rosuvastatin  in  clinical  trials.  Factors  that  may  predispose  patients  to  myopathy  of  2, 20, 60,  or  80  mgAg/day  by  oral  gavage,  the  incidence  of  uterine  stromal  polyps  was  reactlon  myooatny  and  rtiabdomyolysis  OVERDOSAGE  There  is  no  specific  treat- 
with  HMG-CoA  reductase  inhibitors  include  advanced  age  (>65  years),  hypothyroidism,  and  significantly  increased  m  females  at  80  mgAg/day  at  systemic  exposure  20  times  the  ment  in  me  ^^  0(  overdose  In  the  event  of  overdose  the  patient  should  be  treated 
renal  insufficiency.  The  incidence  of  myopathy  increased  at  doses  of  rosuvastatin  above  the  Human  exposure  at  40  mg/day  based  on  AUC.  Increased  incidence  of  polyps  was  not  seen  symptomatic*  and  supportive  measures  instituted  as  required  Hemodialysis  does  no; 
recommended  dosage  range.  Consequently:  1  Rosuvastatin  should  be  prescribed  with  at  lowerdoses.  In  a  107-week  carcinogenicity  study  in  mice  given  10, 60. 200  mg/kg/day  by  significantly  enhance  clearance  of  rosuvastatin  DOSAGE  AND  ADMINISTRA 
caution  in  patients  with  predisposing  factors  for  myopathy,  such  as,  renal  impairment  (see  oral  gavage,  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  observed  at  t|on  t^  patient  should  be  placed  on  a  standard  cholesterol-lowenng  diet  before 
DOSAGE  AND  ADMINISTRATION),  advanced  age.  and  hypothyroidism.  2.  Patients  should  200  mgAg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  on  receiving  CRESTfJR  and  snou|d  mbm  on  m  djet  dunng  |reatmen,  CRESTrjR  m  u 
be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  weakness,  particu-  AUC  An  increased  incidence  of  hepatocellular  tumors  was  not  seen  at  lower  doses,  administered  as  a  single  dose  at  any  time  of  day  with  or  without  food  Hypercholes- 
larty  if  accompanied  by  malaise  or  fever.  Rosuvastatin  therapy  should  be  discontinued  if  Rosuvastatin  was  not  mutagenic  or  clastogenic  with  or  without  metabolic  activation  in  the  terolemia  (Heterozygous  Familial  and  Nonfamilial)  and  Mixed 
markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  3.  The  risk  of  Ames  test  with  Salmonella  typhimuriumaiuj  Escherichia  coli.  the  mouse  lymphoma  assay,  Dyjijpjdemk,  (Fredrickson  Type  lla  and  lib)  The  dose  range  for  CRESTOP 
myopathy  during  treatment  with  rosuvastatin  may  be  increased  with  concurrent  admmis-  and  the  chromosomal  aberration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was  J  5 10  40  mg  once  m  nmf)  wlth  CRESTOR  should  be  individualized  according  to  goal 
(ration  of  other  lipid-lowenng  therapies  or  cyclosponne,  (see  CLINICAL  PHARMACOLOGY,  negative  in  the  in  mo  mouse  micronucleus  test.  In  rat  fertility  studies  with  oral  gavage  0(  ^p  and  mfmie  ^  us„al  recommended  starting  dose  of  CRESTOR  is  10  mg  once 
Drug  Interactions.  PRECAUTIONS.  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRA-  doses  of  5. 15,  50  mg/kg/day.  males  were  treated  for  9  weeks  prior  to  and  throughout  ^  initiation  of  therapy  with  5  mg  once  daily  may  be  considered  for  patients  requiring  less 
TION)  The  benefit  of  further  alterations  in  lipid  levels  by  the  combined  use  ol  rosuva-  mating  and  females  were  treated  2  weeks  prior  to  mating  and  throughout  mating  until  aggressive  LDL-C  reductions  or  who  have  predisposing  factors  for  myopathy  (see  WARN- 
statin  with  fibrates  or  niacin  should  be  carefully  weighed  against  the  potential  risks  ol  gestation  day  7.  No  adverse  effect  on  fertility  was  observed  at  50  mgAg/day  (systemic  ,NGS  Myopathy/Rhabdomyolysis)  For  patients  with  marked  hypercholesterolemia  (LDL-C 
this  combination.  Combination  therapy  with  rosuvastatin  and  gemfibrozil  should  exposures  up  to  10  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons).  In  >  190  mg/dn  and  aggressive  lipid  targets  a  20-mg  starting  dose  may  be  considered  The 
generally  be  avoided.  (See  DOSAGE  AN0  ADMINISTRATION  and  PRECAUTIONS.  Drug  testicles  of  dogs  treated  with  rosuvastatin  at  30  mgAg/day  for  one  month,  spermatids  giant  40  —  dose  0,  CRESTOR  should  be  reserved  for  those  patients  who  have  not  achieved  goal 
Interactions).  4  The  risk  ol  myopathy  during  treatment  with  rosuvastatin  may  be  cells  were  seen.  Spermatids  giant  cells  were  observed  in  monkeys  after  6-month  treatment  LDL-C  at  20  mg  (see  WARNINGS  Myopathy/Rhabdomyolysis)  After  initiation  and/or  upon 
increased  in  circumstances  which  increase  rosuvastatin  drug  levels  (see  CLINICAL  at  30  mgAg/day  in  addition  to  vacuolation  of  seminiferous  tubular  epithelium.  Exposures  in  ^^  of  CRESTOR  lipid  levels  should  be  analyzed  within  2  to  4  weeks  and  dosage 
PHARMACOLOGY.  Special  Populations,  Race  and  Renal  Insufficiency,  and  PRECAU-  the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day  based  on  ad;usted  acc0rdingly  Homozygous  Familial  ftvperchcisteroiemia  The 
TI0NS,  General).  5  Rosuvastatin  therapy  should  also  be  temporarily  withheld  in  any  Mdy  surface  area  compansons.  Similar  findings  have  been  seen  with  other  drugs  in  this  recommended  starting  dose  of  CRESTOR  is  20  mg  once  dailyin  patients  with  homozygous 
patient  with  an  acute,  serious  condition  suggestive  of  myopathy  or  predisposing  to  the  class  Pregnancy  Pregnancy  Category  /See  CONTRAINDICATIONS  Rosuvastatin  may  fH  ni  maximum  recommended  daily  dose  is  40  mg  CRESTOR  should  be  used  in  these 
development  of  renal  failure  secondary  to  rtiabdomyolysis  (e.g.,  sepsis,  hypotension,  cause  fetal  harm  when  administered  to  a  pregnant  woman.  Rosuvastatin  is  contraindicated  p^s  as  an  ad|unct  t0  0^  i^-lowering  treatments  (e  g  LDL  apheresis)  or  if  such 
major  surgery,  trauma,  severe  metabolic,  endocrine,  and  electrolyte  disorders,  or  in  women  who  are  or  may  become  pregnant.  Safety  in  pregnant  women  has  not  been  estab-  treatments  are  unavailable  Response  to  therapy  should  be  estimated  from  pre-apheresrs 
uncontrolled  seizures).  PRECAUTIONS  General  Before  instituting  therapy  with  l«hed.  There  are  no  adequate  and  well-controlled  studies  of  rosuvastatin  in  pregnant  LDL^  ^  o^oge  in  Patients  Taking  Cyclosponne  In  patients  taking 
rosuvastatin,  an  attempt  should  be  made  to  control  hypercholesterolemia  with  appropriate  women.  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  al  cyclosponne  therapyshould  be  limited  to  CRESTOR  5  mg  once  daily  (see  WARNINGS 
diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical  3%  and  20%,  respectively,  of  the  maternal  plasma  concentration  following  a  single  Myopathy/Rhabdomyotysis  and  PRECAUTIONS  Drug  Interactions)  Concomitant 
problems  (see  INDICATIONS  AND  USAGE).  Administration  of  rosuvastatin  20  mg  to  25  mg/kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution  Upid-Lowering  Tneropy  The  effect  of  CRESTOR  on  LDL-C  and  total-C  may  be 
patients  with  severe  renal  impairment  (CU,  <30  mL/min/1.73  m?)  resulted  in  a  3-fold  (25%  maternal  plasma  concentration)  was  observed  in  rabbits  after  a  single  oral  gavage  enh^nced  ^  u^  in  ^mimam  with  a  bile  acid  binding  resin  If  CRESTOR  is  used  in 
increase  in  plasma  concentrations  of  rosuvastatin  compared  with  healthy  volunteers  (see  dose  of  1  mgAg  on  gestation  day  18.  If  this  drug  is  administered  to  a  woman  with  repro-  combination  with  gemfibrozil  the  dose  of  CRESTOR  should  be  limited  to  10  mg  once  daSy 
WARNINGS,  Myopathy/Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION)  ductive  potential,  the  patient  should  be  appnsed  of  the  potential  hazard  to  a  fetus  In  female  (see  WARNINGS  Myopathy/ RfiaMomyolysis  and  PRECAUTIONS  Drug  Interactions) 
Pharmacokinetic  studies  show  an  approximate  2-fold  elevation  in  median  exposure  in  rats  given  oral  gavage  doses  of  5. 15, 50  mgAg/day  rosuvastatin  before  mating  and  contin-  [^joge  jn  panenfs  With  Renal  Insufficiency  No  modification  of  dosage  is 
Japanese  subjects  residing  in  Japan  and  in  Chinese  subiects  residing  in  Singapore  uii9  "rough  day  7  postcortus  results  in  decreased  fetal  body  weight  (female  pups)  and  necessary  for  patients  with  mild  to  moderate  renal  insufficiency  For  patients  with  severe 
compared  with  Caucasians  residing  in  North  America  and  Europe  The  contnbution  of  delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at  rena|  impairment  (CU  <30  mL/min/1  73  m-1  not  on  hemodialysis  dosing  of  CRESTOR 
environmental  and  genetic  factors  to  the  difference  observed  has  not  been  40  mg/day  based  on  AUC  comparisons).  In  pregnant  rats  given  oral  gavage  doses  of  2. 20,  sh0U|d  ^  started  at  5  mg  0nce  daily  and  not  to  exceed  10  mg  once  daily  (see 
determined.  However,  these  increases  should  be  considered  when  making  rosuvastatin  50  mgAg/day  from  gestation  day  7  through  lactation  day  21  (weaning),  decreased  pup  PRECAUTIONS  General  and  CLINICAL  PHARMACOLOGY.  Special  Populations  Renal 
dosing  decisions  for  patients  of  Japanese  and  Chinese  ancestry.  (See  WARNINGS,  survival  occurred  in  groups  given  50  mg/kg/day,  systemic  exposures  >12  times  human  insufficiency) 
Myopathy/  Rtiabdomyolysis:  CLINICAL  PHARMACOLOGY.  Special  Populations,  Race.)  exposure  at  40  mg/day  based  on  body  surface  area  comparisons  In  pregnant  rabbits  given 


mation,  please  ask  your  doctor  or  health  care  professional  about  the  full  Prescribing 


Information  for  Patients  Patients  should  be  advised  to  report  promptly  unex-  oral  gavage  doses  ol  0  3. 1 . 3  mgAg/day  from  gestation  day  6  to  lactation  day  1 8  (weaning),  „,„„.»,  „„«*,,..  ,„„„*,- 1»(„™,«».  ,k«,H  ramna  t~  m«.  u. 

plained  muscle  pain,  tenderness,  or  weakness,  particularly  if  accompanied  by  malaise  or  exposures  equivalent  to  human  exposure  at  40  mg/day  based  on  body  surface  area  compar-  N0TE'  n*  summar>  "roV1^  ""I""131"  r '   ' J '"" aboul  Lro  Jr  '  °r     "e   l,° 

lever  When  taking  rosuvastatin  with  an  aluminum  and  magnesium  hydroxide  combination  'sons,  decreased  fetal  viability  and  maternal  mortality  was  observed.  Rosuvastatin  was  not  ma,10n' .P      H I    your     I'.?' 

antacid,  the  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administration  (see  teratogenic  in  rats  at  s25  mgAg/day  or  in  rabbits  <3  mg/kg/day  (systemic  exposures  ll,lonM™n  m  0IMWS "  "™  m«m 

CLINICAL  PHARMACOLOGY,  Drug  Interactions)  Laboratory  Tests  In  the  rosuvastatin  equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  comparison,  Rx  only 

clinical  trial  program  dipstick-positive  proteinuria  and  microscopic  hematuna  were  respectively)  Nursing  Another*  It  is  not  known  whether  rosuvastatin  is  excreted  in  CRESTOR  is  a  trademark  of  the  AstraZeneca  group  of  companies 

observed  among  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  human  milk.  Studies  in  lactating  rats  have  demonstrated  that  rosuvastatin  is  secreted  into  @  AstraZeneca  2004 

recommended  dose  range  (i.e.,  80  mg).  However,  this  finding  was  more  frequent  in  patients  breast  milk  at  levels  3  times  higher  than  that  obtained  in  the  plasma  following  oral  gavage  |_jCensed  from  SHIONOGI  &  CO  LTD  Osaka  Japan 

taking  rosuvastatin  40  mg  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  dosing.  Because  many  drugs  are  excreted  in  human  milk  and  because  of  the  potential  for 

statins,  though  it  was  generally  transient  and  was  not  associated  with  worsening  renal  tunc-  serms  adverse  reactions  in  nursing  infants  from  rosuvastatin,  a  decision  should  be  made  Manufactured  for:  AstraZeneca  Pharmaceuticals  LP 

tion.'Although  the  clinical  significance  of  this  finding  is  unknown,  a  dose  reduction  should  whether  to  discontinue  nursing  or  administration  ol  rosuvastatin  taking  into  account  the  Wilmington,  DE 19850 

be  considered  for  patients  on  rosuvastatin  40  mg  therapy  with  unexplained  persistent  importance  of  the  drug  to  the  lactating  woman  Pediatric  Use  The  safety  and  effective-  By:  IPR  Pharmaceuticals,  Inc. 

proteinuria  during  routine  urinalysis  testing.  Drug  Interactions  Cydosporine:  When  "ess  in  pediatric  patients  have  not  been  established.  Treatment  expenence  with  rosuvastatin  Carolina,  PR  00984  /Q. 

rosuvastatin  10  mg  was  coadministered  with  cyclosporine  in  cardiac  transplant  patients,  in  a  pediatric  population  is  limited  to  8  patients  with  homozygous  FH.  None  of  these  patients  PCC63O10O  Aotro  7onQr  o^>? 

rosuvastatin  mean  Cm»  and  mean  AUC  were  increased  11  -fold  and  7-fold,  respectively,  was  below  8  years  of  age  Geriatric  Use  H  the  10.275  patients  in  clinical  studies  with  Rev  08/03    217017  MStrdZ-CriGCa  «*> 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Lessons  from  a 
Dizzying  Decade  in  Tech 


In  the  summer  of  1994  the  Internet  was  still  mainly  an  academic  plaything. 
The  company  that  became  Netscape  Communications  had  not  yet  released 
its  Web  browser.  Many  computers  still  ran  MS-DOS,  Intel's  new  Pentium 
chip  was  a  luxury,  and  a  1-gigabyte  hard  drive  was  considered  huge.  And  I 
wrote  the  first  of  about  500  Technology  &  You  columns. 


I've  learned  a  lot  in  10  years,  during 
which  I  hope  I  have  gotten  better  at  my 
task:  helping  you  use  technology  more 
effectively  in  your  work  and  your  life. 
Probably  the  most  important  thing  I've 
learned  is  that  technology  remains  far 
too  hard  for  most  folks  to  use  and  most 
people  can  only  utilize  a  tiny  fraction  of 
the  power  at  their  disposal.  Yet 
companies  continue  to  concentrate  on 
adding  features  to  overstuffed  products 
rather  than  making  the  products  more 
usable.  (Apple,  much  of  the  time  at 
least,  is  a  happy  exception.) 

Another  lesson,  which  probably  isn't 
surprising,  is  that  people  are  very 
resistant  to  change— and  their 
hesitation  may  be  laudable.  I  sometimes 
feel  frustrated  watching  someone  use 
old  hardware  or  software  when  I  know  that  they  could  do 
much  better  at  little  cost.  But  more  than  a  few  times,  they've 
been  right  and  I've  been  wrong.  If  you  have  something  that 
does  the  job,  why  go  through  the  turmoil  of  change  just 
because  there's  something  new  on  the  block?  (This  doesn't 
mean  you  can  keep  that  old  Windows  95  PC  going  forever;  at 
some  point,  like  an  old  car,  if  s  more  trouble  than  it's  worth.) 

A  DECADE  OF  LISTENING  TO  PITCHES  has  taught  me  to  be 
skeptical  of  promises  about  new  products  and  services.  My 
very  first  column  featured  a  "personal  communicator"  called 
the  Motorola  Envoy  that  never  sold  more  than  a  handful  of 
units.  My  largely  favorable,  but  naive,  judgment  was  based  on 
a  demonstration  on  the  Motorola  campus.  Now  I  know  that 
anything  can  be  made  to  work  under  controlled  conditions. 
These  days,  I  guarantee  my  assessment  of  products  is  based 
on  hands-on  testing  in  real-world  conditions.  And  I  have 
learned  to  discount  vendors'  glowing  accounts  of  future 
products,  which  will  almost  always  come  to  market  late  and 
with  some  of  the  most  interesting  features  missing. 

A  few  more  regrets:  10  years  ago,  it  was  hard  to  foresee  the 
Internet  boom  that  was  just  around  the  corner— and  hard  to 


tell  how  it  would  play  out.  I  first 
acknowledged  the  Net  in  an  October, 
1994,  column  on  products  that  made  it 
"easy"  to  add  dial-up  Internet  access  to 
Windows  3.1,  which  had  no  built-in 
networking.  During  the  craziness  of  the 
late  1990s,  I  was  more  skeptical  than 
many,  but  not  nearly  skeptical  enough 
about  an  industry  and  an  economy 
based  largely  on  wishful  thinking.  For 
example,  I  had  a  weakness  for  wireless 
e-mail  schemes  that  were  years  away 
from  practicality  and  for  electronic 
books,  which  have  yet  to  to  find  a 
significant  place  in  the  market. 

Yet  some  dreams  do  come  true— even 
though  the  path  of  a  technology  from 
concept  to  reality  can  be  a  long  strange 
trip.  Back  in  the  mid-'90s,  technologists 
were  trying  to  combine  personal  computers  and  telephones  in 
interesting  ways.  Consumers  and  businesses,  suspecting  that 
the  pairing  would  take  reliable,  easy-to-use  phone  service  and 
make  it  as  balky  as  a  1995  PC,  wisely  rejected  the  notion. 
The  idea,  however,  never  went  away.  And  after  toiling 
through  boom  and  bust,  engineers  have  brought  this  concept 
to  the  edge  of  the  mainstream.  They  were  aided  by  the 
development  of  more  robust  computer  networks,  better  PCs, 
and  new  techniques  that  let  you  make  and  receive  Internet 
calls  just  like  the  old-fashioned  variety.  The  result  of  those 
efforts,  called  VOIP  (voice  over  Internet  protocol),  could  bring 
real  competition  to  local  phone  service  and  produce  as  great  a 
revolution  in  the  telephone  industry  as  the  breakup  of  AT&T. 
After  a  painful  retrenchment,  the  industry  has  its  innovative 
juices  flowing  again,  albeit  tempered  by  experience.  There  are 
sure  to  be  more  speed  bumps.  Still,  the  next  10  years  should  be 
at  least  as  interesting  and  exciting  as  the  first.  II 
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Self-Deprecating  Women 


NECESSARY  DREAMS  Ambition  in  Women's  Changing  Lives 

By  Anna  Fels;  Pantheon;  297pp;  $24.95 
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When  former  Washington  Post  Publisher 
Katharine  Graham  made  the  momentous 
decision  to  go  to  press  with  the  stories 
about  the  Watergate  scandal  in  1972,  she 
downplayed  her  courageousness.  Courage 
"involves  choice,"  she  said,  and  she 
believed  she  had  none— despite  the  fact 
that  she  was  tossing  bombs  at  a  sitting 

U.S.  President  and  potentially  imperiling  the  Posfs  future.  But 
her  subordinate,  then-Executive  Editor  Ben  Bradlee, 
luxuriated  in  his  sudden  acclaim  as  a  crusader.  In  the 
Hollywood  movie  of  the  events,  All  the  President's  Men, 
Bradlee  was  heroically  portrayed  by  a  growling  Jason 
Robards.  Graham,  on  the  other  hand,  was 
completely  absent.  Turns  out  she  had  made  a 
personal  request  to  not  be  depicted  in  the  film. 
Katharine  Graham  was  brave.  But,  as  was  said  at 
her  2001  funeral,  the  lady  "did  not  strut." 

This  is  just  one  of  the  many  examples 
summoned  by  New  York  psychiatrist  Anna  Fels 
to  illustrate  how  women  self- deprecate  and  men 
don't.  Her  new  book,  Necessary  Dreams:  Ambition 
in  Women's  Changing  Lives,  explores  why  many 
women  continue  to  slink  out  of  the  spodight, 
bleaching  themselves  from  their  stories  by 
deflecting  accolades  and  minimizing 
achievements.  Although  many  of  the  ideas  Fels 
explores  are  not  new,  using  ambition  as  a  lens 
through  which  to  examine  women's  experience  is 
novel.  As  the  author  points  out  in  this  research-heavy  treatise, 
both  sexes  have  a  need  to  master  skills  and  be  acknowledged 
for  them.  The  recognition  that  attends  such  pursuits,  Fels 
argues,  is  an  essential  psychic  oxygen.  But  it's  one  that 
women,  all  too  often,  continue  to  deny  themselves. 

Necessary  Dreams  is  filled  with  behavioral  X-rays  of  everyone 
from  writer  Mary  McCarthy  to  Madonna  to  sculptor  Maya  Lin. 
Simply  put,  says  Fels,  if  one  is  to  be  seen  as  feminine,  one  must 
be  selflessly  unambitious.  And  to  be  unfeminine— too 
masculine,  in  other  words— is  to  invite  savage  personal  attacks, 
intense  scrutiny,  and  conjectures  about  one's  sexuality.  Thus 
the  double-bind  of  modern  femininity:  Mothers  want  their 
daughters  to  be  masters  of  their  own  universe;  articulate, 
strong,  and  independent.  But  not  at  the  cost  of  their 
"promability"— a  date  at  the  end  of  the  school  year. 

For  men,  reveling  in  praise  is  as  natural  as  breathing,  and 
the  confidence  that  approval  produces  becomes  a  self-fulfilling 
prophecy-,  leading  to  further  triumphs.  Women,  however,  too 
often  stuff  their  badges  away  in  a  drawer  and,  in  doing  so, 
sabotage  the  support  that  would  spur  them  to  achieve  more 
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success.  Thus  they  cheat  themselves  in  yet  one  more  economy: 
the  marketplace  of  accolades. 

Fels  deserves  credit  for  illuminating  this  dance  of  denial. 
Nowhere  is  it  more  evident  than  in  the  workplace,  where  the 
female  Faustian  bargain  is  often  starkly  displayed.  Revel  in 
recognition,  assert  oneself  boldly— and  risk  being  seen  as  a 
pushy,  emasculating-bully  broad.  Being  liked  means  having 
to  participate  in  the  exhausting  pageant  of  faux  humility. 
That' s  a  chief  reason,  Fels  asserts,  that  women  speak  less  at 
meetings,  fail  to  push  for  raises  and  promotions,  and  even 
smile  more  at  the  office— a  facial  tic  of  compliance  known  in 
research  circles  as  "the  fear  grin."  Women  also,  in  general, 
take  the  subordinate  role  in  workplace  conversations,  which 
costs  them  big  in  terms  of  the  title  and  paycheck  game. 

Having  children,  then,  becomes  the  ultimate  black  hole  for 
women  in  terms  of  recognition.  It's  well-known  that,  in  the 
status  race,  mothers  bring  up  the  rear,  ranking  equally  with  the 
disabled  and  the  elderly.  Because  society  values 
child-rearing  so  little  (one  need  only  look  at  the 
average  hourly  pay  of  a  day-care-center  teacher— 
$7.86— to  see  just  how  little),  raising  children  full- 
time,  in  Fels's  view,  is  a  setup  for  depression. 

Fels,  a  mother  herself,  clearly  supports  the 
endeavor.  But  women  who  pursue  this  option 
while  abandoning  careers,  she  believes,  face  not 
only  economic  risk  but  also  emotional  peril.  "If 
recognition  is  what  you're  looking  for, 
motherhood  is  not  the  place  to  find  it"  Women 
may  be  bad  at  claiming  their  share  of  acclaim. 
But  at  least  in  the  workplace,  Fels  argues,  they 
have  a  shot  at  getting  it. 

Not  all  of  Fels's  material  is  persuasive.  For 
example,  some  of  the  research 
on  gender  and  early  education 
she  reports  has  been  called  into 
question.  Contrary  to  the 
author's  assertions,  over- 
whelming sociological  data 
show  that  boys  are  now  the 
second  sex  in  American 
secondary7  education. 

Moreover,  the  definition  of 
leadership  in  the  global 
information  economy  is 
becoming  more  feminized.  Chief  executives  who  share  credit, 
solicit  advice,  and  conduct  postmortems  without  blame— 
which  would  all  fall  under  Fels's  rubric  of  femininity— are  the 
kinds  of  leaders  who  are  getting  more  applause  these  days. 

Still,  it  seems  that  women  could  learn  a  lot  from  men  about 
how  to  enjoy  recognition  and  reap  the  rewards  for  doing  so. 
Rather  than  parroting  the  masculine  strut,  though,  perhaps 
there's  a  third— and  better— way.  ■ 

-By  Michelle  Conlin 


Too  many 
females,  Fels 
writes,  shun 
the  spotlight 
—and  glory 
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WARNING:  May  cause  film  lovers  to  drool, 
have  bouts  of  ecstasy  and  go  completely  gaga. 
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Consider  this  your  first  warning  —  the  new 
Canon  EOS  ELAN  7n/7ne  is  here.  The  film 
camera  that  gives  photographers  the  speed, 
accuracy  and  reliability  they've  been  craving. 

The  EOS  ELAN  7n/7ne  has  the  fastest 
autofocus  in  its  class?  The  new  backlit  display 
and  Canon's  exclusive  Whisper  Drive  technology 
are  built  into  its  luxurious  metal  exterior,  taking 
your  photography  to  the  next  level. 

The  ELAN  7n/7ne  also  features  high-speed, 
4fps  continuous  shooting,  1/4000*  sec  top  shutter 
speed  and  1 1  shooting  modes  which,  along  with  its 
13  custom  functions,  make  it  unusually  responsive. 


In  fact,  its  7-point  wide  area  autofocus  uses  AF 
technology  similar  to  the  Canon  EOS-lv  and 
EOS-3,  allowing  you  to  track  a  moving  subject  with 
astonishing  accuracy. 

And  the  ELAN  7ne's  exclusive  Eye  Control 
system  reads  your  eye  movements  to  p» 

pick  the  focus  point  automatically  as  eye  control 
you  scan  the  scene,  giving  you  a  level  of  control 
unseen  in  other  cameras  in  this  class. 

For  fast,  accurate  control  under  the  most 
difficult  lighting  conditions,  the  ELAN  7n/7ne 
features  35-zone  evaluative  metering,  new 
distance-based  E-TTL  II  flash  metering  and  is 


fully  compatible  with  all  EOS  accessories  and 
EF  lenses.  The  extraordinary  ELAN  7n/7nf. 
Incredibly  fast.  Remarkably  sophisticated. 
Handle  with  care. 


Canon 


KNOW  HOW* 


EOS  ELAN  7n  /  7ne  ■  EOS  EF  Lenses 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


The  Liberal  Media: 
It's  No  Myth 


Many  people  think  the  mainstream  media  have  a  liberal  bias.  Media 
spokesmen,  however,  usually  deny  such  claims.  So  who's  right?  Is  there  a 
left-wing  bias,  or  has  the  right  wing  conspired  not  only  to  influence  the 
media  but  also  to  create  a  false  image  of  unfairness?  Some  scientific 
evidence  is  available  in  a  continuing  study,  A  Measure  of  Media  Bias,  by 


Tim  Groseclose  of  the  University  of  California  at  Los  Angeles 
and  Jeff  Milyo  of  the  University  of  Chicago,  presented  last 
March  at  Stanford  University's  Workshop  on  the  Media  & 
Economic  Performance.  These  researchers  set  up  an  objective 
measure  of  bias  in  U.S.  television  networks,  newspapers,  and 
magazines.  The  main  finding  is  that  the  liberal  inclination  is 
pronounced.  Although  Fox  News  emerges  as  conservative,  it 
is  not  nearly  as  far  to  the  right  as  many  outlets  are  to  the  left. 
Groseclose  and  Milyo  began  with  the  well-known  ratings 
of  the  voting  records  of  U.S.  senators  and  representatives  by 
Americans  for  Democratic  Action  (ADA),  a  self-described 
liberal  lobbying  group.  The  researchers  used  data  for  the 
1990s  and  adjusted  the  ADA  scores  to  make  them  comparable 
over  time  and  across  the  two  chambers.  On  a  0-100  scale,  with 
100  the  most  liberal,  the  median  member  of  the  U.S.  House 
had  an  ADA  score  of  39.  Thus,  39  is  a  reasonable  measure  of  a 
centrist  position.  Among  well-known  senators,  Bill  Frist  (R- 
Tenn.)  had  a  highly  conservative  score  of  4,  whereas  Edward 
M.  Kennedy  (D-Mass.)  had  a  strikingly  liberal  score  of  80. 

THE  NEXT  STEP  MEASURED  the  tendency  of  Senate  and  House 
members  in  their  speeches  to  cite  200  prominent  think  tanks. 
The  citations  considered  were  those  that  referred  favorably  to 
a  view  or  fact  presented  by  a  think  tank.  Not  counted  were 
negative  citations  or  those  purely  descriptive  of  a  think  tank's 
actions.  As  an  example,  the  Heritage  Foundation  was  cited  by 
legislators  whose  average  ADA  ratings  were  6— that  is,  very 
conservative.  Also  highly  conservative  were  the  Family 
Research  Council  (rating  of  6)  and  the  National  Right  to  Life 
Committee  (7).  Left-wing  think  tanks  included  the  Center  on 
Budget  &  Policy  Priorities  (80),  the  Children's  Defense  Fund 
(77),  and  the  Economic  Policy  Institute  (72).  Surprisingly,  the 
American  Civil  Liberties  Union  was  centrist  (35),  an  outcome 
driven  by  the  ACLU's  opposition  to  campaign-finance  reform. 

The  last  step  measured  the  tendency  of  various  media 
outlets  to  cite  the  same  200  think  tanks.  The  researchers 
considered  only  "news  stories"— not  editorials,  letters  to  the 
editor,  and  so  on.  The  periods  covered  ranged  from  1990  to 
2003.  Again,  the  citations  were  those  that  referred  favorably 
to  a  view  or  fact  provided  by  a  think  tank.  The  researchers 
used  this  information  to  calculate  a  right-  vs.  left-wing 
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indicator  for  each  media  outlet— effectively,  an  ADA  rating. 
The  assumption  is  that  media  outlets  that  refer  favorably  to 
conservative  think  tanks  are  reasonably  characterized  as 
conservative,  whereas  those  that  refer  positively  to  liberal 
think  tanks  are  plausibly  labeled  as  liberal.  The  final  product 
(in  a  preliminary  table  provided  by  the  authors)  was  a  list  of 
computed  ADA  ratings  for  the  media  outlets. 

On  the  conservative  end,  Fox  News  Special  Report  came 
out  with  a  rating  of  27;  that  is,  12  points  more  conservative 
than  the  39  of  the  median  member  of  the  House.  The  only 
other  right-of-center  outlet  was  The  Washington  Times,  at  34. 
On  the  liberal  end,  Newsweek  had  an  astonishing  rating  of 
72— that's  33  points  more  liberal  than  the  House  median. 

Other  highly  liberal  outlets 
included  The  New  York  Times,  Time 
magazine,  the  CBS  Evening  News, 
USA  Today,  and  NBC  Nightly  News. 
These  scores  ranged  from  62  to  64, 
about  25  points  above  the  House 
median.  For  viewers  seeking  truly 
"fair  and  balanced"  reporting,  the 
best  outlets  were  ABC  Good 
Morning  America  and  NewsHour 
with  Jim  Lehrer.  The  ADA  scores  for 
these  programs  were  39  and  41, 
respectively.  Places  moderately  left 
of  center  were  CNN's  NewsNight 
with  Aaron  Brown  (49),  The  Washington  Post  (53),  NPR's 
Morning  Edition  (55)  and  ABC  WorldNews  Tonight  (55). 

Because  of  problems  in  data  collection,  the  list  excluded 
The  Wall  Street  Journal,  but  it  will  be  added  soon.  Also 
excluded  is  talk  radio,  which  seems  to  have  a  conservative 
bent.  Bottom  line:  The  Groseclose-Milyo  study  shows  the 
media  are  skewed  substantially  to  the  left  of  the  typical 
member  of  Congress.  Thus,  if  the  opinions  of  viewers  and 
readers  are  similar  to  those  of  their  representatives,  the  media 
slant  is  far  to  the  left  of  that  of  most  of  their  customers.  ■ 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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Introducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
health  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
plan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
care-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power        BlueCrOSS 
Select  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  of  California 

over  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.    The  Power  of  Blue. 


Health  •  Life  ■  Dental 

The  Power  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (8CL&H).  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  |BCC)  or  BCL&H. 
depending  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC.  Health  and  Dental  from  BCC  and/or  BCL&H.  Life  insurance  from  BCL8cH.  8CC  and  BCL1H  are  independent  licensees  of  the  Blue  Cross  Association.  C  2004  BCC. 


As  you  expand  overseas,  you're  going  to  want  a  financial  services  partner  who  knows  all  the  right  people— people 
who'll  make  things  happen  and  keep  your  plans  on  track.  You'll  want  a  partner  who  has  been  focused  since 
inception  on  the  unique  challenges  technology  and  life  science  companies  face  when  doing  global  business. 
A  partner  whose  business  network  stretches  to  every  corner  of  the  world.  And  a  partner  with  a  comprehensive 
set  of  services  that  can  be  tailored  to  meet  your  specific  financial  needs.  In  other  words,  you're  going  to  want  a 
partner  like  Silicon  Valley  Bank.  It's  fair  to  say  no  one  is  as  wholly  committed  to  the  needs  of  companies  like 
yours  as  we  are.  Please  call  866.svB.4svB  or  visit  svb.com. 
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The  average  employee  stays  with  you 

The  moral?  Employees  who  feel  well  taken  care  of  are  more  likely  to  be  loyal.  And  our  new  benefit  packages 

for  3.7  years.4  Our  members  stay  with 


give  them  more  reasons  than  ever  to  stay  with  you.  Your  employees  can  choose  a  personal  physician,  and  you 


us  for  an  average  of  14.1  years. 
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can  offer  a  whole  spectnim  of  extra  services,  from  dental  to  chiropractic.  To  know  more,  visit  us  online,  or  call. 
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Finally  for  Workers, 
A  Bigger  Piece  of  the  Pie 

Strong  demand  is  allowing  businesses  to  bolster  payrolls— and  wages 


U.S.  ECONOMY 


ne  of  the  striking  features  of  the  U.S.  economy 
since  the  recovery  began  at  the  end  of  2001  has  been  its  ability  to 
generate  income.  Indeed,  overall  national  income  flowing  to 
households  and  businesses  has  grown  nearly  8%  from  a  year  ago,  the 
fastest  pace  in  15  years.  So  far,  the  business  sector  has  enjoyed  the 


lion's  share  of  the  increase.  But  from  all  recent  signs, 
workers  are  now  set  to  share  in  the  bounty.  And  that  new 
Tend  is  what  will  give  the  recovery  its  staying  power. 

Up  to  now,  profits  going  to  big  corporations  along  with 
;arnings  for  smaller  proprietorships  and  rents  to 
andowners,  all  of  which  represent  less  than  one-fourth  of 
national  income,  have  accounted  for  46%  of  the  increase 
since  the  recovery  began.  Pay  and  benefits  to  workers, 
ibout  two-thirds  of  the  total,  have  contributed  a  less- 
Jhan-proportional  44%  of  the  increase.  By  the  end  of 
2003,  the  share  of  national  income  going  to  workers  had 
slipped  to  the  lowest  level  in  nearly  four  decades. 

Now  the  pattern  is  finally  looking  more  favorable  for 
workers.  With  demand  booming,  businesses  are  using 
iheir  abundant  cash  flow  to  buy  equipment,  lay  in  more 
iiventories— and,  most  important,  beef  up  payrolls.  Even 
he  long-beleaguered  manufacturing  sector  is  springing 
sack  to  life.  In  fact,  upward  revisions  to  personal  income 
nade  by  the  Commerce  Dept.  suggest  job  growth  at 
fearend  and  prior  to  March  was  greater  than  what's 
Deing  shown  by  the  employment  data.  More  jobs  mean 
Jiat  wages  and  salaries  have  accelerated  to  their  fastest 
yearly  clip  in  more  than  four  years  (chart). 

To  be  sure,  businesses  continue  to  rake  in  the  money. 
\s  part  of  its  revised  data  for  real  gross  domestic 
product,  which  lifted  first-quarter  economic  growth  to 
\A%  from  the  4.2%  pace  originally  reported,  the 
Commerce  Dept.  also  included  its  economywide 
accounting  of  first-quarter  corporate  profits.  Recall  that 
m  the  last  three  quarters  of  2003,  corporate  earnings 
dad  posted  quarter-to-quarter  gains  averaging  an 
innual  rate  of  42%.  In  the  first  quarter,  Commerce  said, 
Dperating  profits  rose  an  additional  4.9%  from  the 
Fourth  quarter.  Compared  with  the  previous  year,  profits 
were  up  a  very  healthy  31.6%. 

BUT  RISING  LABOR  COSTS  are  starting  to  nibble  at  profit 
margins.  Measured  as  profits  per  unit  of  output  for  all 
tionfinancial  corporations,  they  were  unchanged  last 
quarter  after  a  sharp  uptrend.  Commerce  said  that  although 
corporations  enjoyed  more  pricing  power,  that  gain  was 
Dffset  by  increases  in  both  unit  labor  and  nonlabor  costs, 
[ndeed,  the  Labor  Dept.  reported  earlier  that  unit  labor 


costs  rose  in  the  first  quarter  for  the  first  time  in  a  year. 

Even  that  data  may  understate  the  pressure  on  profit 
margins.  In  its  GDP  report,  Commerce  included  a  sizable 
upward  revision  to  wages  and  salaries  since  last 
September.  So  unit  labor  costs  might  be  rising  faster  than 
what  current  data  now  show— perhaps  even  faster  than 
prices,  suggesting  some  squeeze  on  margins. 

To  be  sure,  margins 
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remain  high,  and  strong 
revenue  growth  will  buoy 
profits.  The  second- 
quarter  survey  of  chief 
executives  taken  by  the 
Business  Roundtable 
shows  that  88%  expect 
sales  to  increase  in  the 
next  six  months. 

Nevertheless,  the 
dominance  of  profits  in 
the  income  picture  may 
be  slipping.  Bear  in  mind 
that  in  the  past,  when  margins  began  to  peak,  so  did  the 
share  of  profits  in  national  income.  After  that,  the  share 
going  to  labor  began  to  rise. 

FOR  WORKERS,  that  shift  is  an  obvious  plus.  But  the 
consumer  sector  overall  has  already  been  enjoying  more 
of  the  gains  of  the  stronger  economy,  even  if  the  benefits 
have  not  been  equally  disbursed.  Since  last  September, 
personal  income  increased  at  a  hefty  annual  rate  of  6.1%. 
In  April  alone,  it  rose  0.6%.  After  inflation,  real  aftertax 
income  was  up  a  solid  0.4%  for  the  month. 

The  big  winners  have  been  small-business  owners  and 
investors.  Proprietors'  incomes,  which  are  counted  as 
personal  income,  shot  up  at  an  11%  annual  rate  from 
September  to  April.  Just  as  big  corporations  have  used 
productivity  to  boost  their  profits,  small-business  owners 
also  seem  to  have  become  more  efficient,  helping  their 
bottom  lines.  This  category  accounted  for  15%  of  the  gain 
in  personal  income  since  September,  although  it  is  less 
than  9%  of  the  total.  Income  from  dividends  and  interest 
contributed  another  10%. 

Workers,  meanwhile,  collected  about  45%  of  the 
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personal  income  gain.  But  their  wages  and  salaries 
account  for  just  over  half  of  all  personal  income,  meaning 
workers  have  not  fully  benefited  from  the  recovery.  It 
wasn't  until  March  of  this  year  that  businesses  started 
hiring  at  a  strong  pace,  and  the  slack  in  the  job  market 
has  allowed  pay  raises  to  decline  sharply. 

The  sector  split  in  personal  income  gains  should 
narrow  in  coming  months.  First,  healthier  job  growth  will 
lift  wages  and  salaries.  Second,  productivity  growth  will 
slow,  pushing  unit  labor  costs  up  gradually  and  cutting 
into  proprietors'  income.  But  the  split  notwithstanding, 
any  acceleration  in  household  incomes  argues  that 
spending  will  heat  up  again  this  summer. 

A  CHIEF  BENEFICIARY  of  surging  household  and 
business  income  is  the  factory  sector,  which  continues  to 
show  new  life,  not  just  from  rising  current  demand  but 
also  from  a  sharp  turnaround  in  inventory  accumulation. 
Commerce  revised  up  the  first-quarter  pace  of  inventory 
growth,  from  $15-3  billion  to  $28.2  billion,  which  is  a 
steep  acceleration  from  the  growth  in  previous  quarters. 
The  factory  revival  was  also  evident  in  the  latest  news 
from  the  Institute  for  Supply  Management.  The  iSM's 
index  of  industrial  activity  rose  to  62.8%  in  May,  from 
62.4%  in  April.  The  May  index— comprising  new  orders, 
production,  employment,  inventories,  and  delivery 
times— remains  at  an  unusually  high  level,  down  only 
slightly  from  the  January  peak  of  63.6%,  the  highest  level 
in  20  years.  Based  on  the  historical  relationship  between 
the  ISM  index  and  the  economy,  the  year-to-date  average 


of  the  index,  if  it  were  to  continue  for  the  entire  year, 
would  correspond  to  a  7.2%  growth  rate  in  real  GDP. 

The  ISM  also  reported  that,  despite  the  bump  up  in  first- 
quarter  inventories,  businesses  still  need  to  stock  more 
merchandise.  The  ISM  said  32%  of  its  members  felt  their 
customers'  inventories  were  "too  low"  in  May,  the  highest 

reading  since  records 


STOCKPILES  ARE 
GETTING  SKIMPIER 


began  in  1996  (chart). 

As  a  result,  businesses 
can't  quickly  meet  any 
increases  in  orders.  The 
ISM's  index  of  delivery 
times  showed  that  69.4% 
of  companies  reported 
slower  deliveries,  the 
highest  reading  since 
1979.  Several  items  are  in 
short  supply,  including 
aluminum,  steel,  and 
electronic  components.  As 
businesses  seek  to  restock  inventory  as  well  as  meet  new 
demand,  factory  production  will  speed  up,  creating  new 
jobs,  more  profits,  and  bigger  wage  and  salary  increases. 

That's  an  important  trend  for  the  outlook,  because  in 
the  end  all  income  generated  in  an  economy  eventually 
winds  up  in  people's  pockets.  Even  corporate  profits 
ultimately  get  recycled  into  dividends,  interest 
payments,  capital  spending,  and  more  employment. 
Income  always  drives  demand,  and  that's  why  this 
recovery  has  a  bright  future.  ■ 
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All  the  Upheaval  Hasn't  Hindered  Growth 


THE  ECONOMIC  FALLOUT  from  the 
Mar.  11  train  bombings  in  Spain 
appears  to  be  minimal.  Recent  data 
show  the  economy  hasn't  missed  a 
beat.  More  important,  the  new 
Socialist  Party  Prime  Minister,  Jose 
Luis  Rodriguez  Zapatero,  is  sending  a 
clear  signal  that  he  will  not  stray  far 
from  the  pro-growth  policies  of  the 
previous  government. 

First-quarter  real  gross  domestic 
product  expanded 
2.8%  from  the  year 
before.  Despite  the 
March  attacks, 
consumers  continued 
to  fuel  growth. 
Household  outlays 
rose  3.2%  from 
previous-year  levels. 
The  timing  of  the 
attacks,  late  in  the 
quarter,  didn't 
seem  to  be  an  issue: 
Yearly  real  retail 


CONSUMERS  KEEP 

SPENDING 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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sales  in  April  were  up  4.1%. 

So  far  it  looks  as  if  Zapatero's 
victory  won't  slow  business  activity. 
The  economy  is  growing  faster  than 
those  of  larger  euro  zone  members. 
Tax  cuts,  fiscal  prudence,  and  a  more 
flexible  labor  market  are  big  factors. 

Fears  that  the  Socialist  Party 
would  open  government  coffers  to 
fund  new  projects  were  assuaged 
with  the  naming  of  Pedro  Solbes  as 
Economy  Minister.  A 
former  European 
Finance  and 
Monetary  Affairs 
Commissioner, 
Solbes  spoke  out 
against  euro  zone 
members,  such  as 
France  and  Germany, 
that  violated  the  3% 
of  GDP  budget-deficit 
limit  His  appointment 
should  help  Zapatero 
restrain  others  in  the 
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party  who  want  more  spending. 

The  government  does  plan  to 
tweak  current  economic  policies.  For 
instance,  it  wants  more  spending  on 
education  and  research  and 
development  to  improve  Spain's  poor 
labor  productivity  growth. 

Zapatero  also  intends  to  change 
some  labor  laws,  which  appear  to  be 
creating  a  two-tier  job  market.  Those 
with  labor  contracts  earn  more  and 
have  extra  legal  protection  than  temp 
workers,  who  make  up  nearly  a  third 
of  the  workforce.  In  response,  the 
government  aims  to  raise  the 
minimum  wage  over  the  next  four 
years.  It  would  also  like  to  discourage 
temporary  hiring  in  favor  of  part-time 
or  open-ended  labor  contracts.  But  if 
the  Socialist  Party  wants  to  stay  in 
power,  it  will  have  to  make  sure  any 
changes  don't  disrupt  job  growth  or 
slow  the  economy.  ■ 

-By  James  Mehring  in  New  York, 
with  John  Rossant  in  Paris 
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We've  cut  our  build-to-order  lead  times  by  over 
50  percent  with  PeopleSoft  Manufacturing." 


—  John  Wigginton,  Vice  President  of  IT,  Cybex 


Great  companies  around  the  world  rely  on  PeopleSoft  enterprise  application  software. 

Growing  companies  like  Cybex  outmuscle  the  competition  with  PeopleSoft  Manufacturing  solutions. 
Now  a  demand-driven  enterprise,  Cybex  has  dramatically  collapsed  order  lead  time,  while  lowering 
inventories  and  ensuring  on-time  delivery.  To  find  out  more,  visit  www.peoplesoft.com/goto/demanddriven 
or  call  1888  773  8277. 
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THE  WAR  ON  TERROR 


WELCOME  TO 


NATION 


Nearly  three  years  after  September  11,  the  feds  are 
massively  funding  new  anti-terror  tools  under 
development  by  America's  technology  wizards 


HALF  A  BILLION  FOREIGN 
visitors  cross  America's 
borders,  land  at  her  air- 
ports, and  dock  at  her 
harbors  each  year.  Imag- 
ine trying  to  weed  out  the 
criminals  and  terrorists 
while  keeping  track  of  everyone  else  as 
they  vacation,  conduct  business,  enroll  in 
college— and  try  to  drop  out  of  sight  once 
they've  overstayed  their  visa.  That's  the 
challenge  Accenture  LLP  took  on  when  it 
landed  a  federal  contract  on  June  1  that 
could  ultimately  be  worth  $10  billion. 
The  Bermuda  "echnology  consulting 
company,  with  U.S.  headquarters  in  Re- 
ston,  Va.,  will  design  a  system  for  high- 
tech  passports  and  visas,  plus  a  database 
to  keep  track  of  when  and  where  travel- 
ers cross  the  border. 
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Welcome  to  a  high-tech  Security  Na- 
tion. The  passport-and-visa  system, 
which  could  take  10  years  to  perfect,  is  the 
first  step  in  a  massive  push  to  identify  and 
correct  America's  many  vulnerabilities  to 
terrorist  attack.  Nearly  three  years  after 
September  11,  the  federal  government  is 
finally  breaking  out  its  checkbook.  De- 
spite a  mushrooming  federal  deficit,  the 
Bush  Administration  has  booked  a  10% 
hike  in  spending  for  the  Department  of 
Homeland  Security  in  fiscal  2005,  which 
starts  in  October.  That  will  boost  its  budg- 
et to  $40.2  billion.  And  while  past  fund- 
ing increases  went  largely  to  personnel  — 
primarily  airport  screeners— most  of  the 
new  money  will  flow  to  anti-terrorism 
tools  under  development  by  the  nation's 
technological  wizards. 

And  that's  just  the  start.  Tally  it  all  up 


and  government  and  private-sector  secu- 
rity spending  will  hit  $130  billion  to  $180 
billion  a  year  by  2010,  up  from  $65  billion 
in  2003,  calculates  consultant  Homeland 
Security  Research  Corp.  in  San  Jose, 
Calif.  Wall  Street  is  anticipating  a  flood  of 
business:  A  13-stock  index  of  publicly 
traded  homeland-security  companies 
tracked  by  Memphis  brokerage  Morgan 
Keegan  &  Co.  has  already  risen  20%  since 
the  start  of  the  year,  vs.  a  1%  gain  for  the 
Standard  &  Poor's  500-stock  index. 

PLENTY  OF  IDEAS 

LITTLE  OF  THE  NEW  gear  will  be  in  place 
for  the  crush  of  upcoming  public  events, 
from  the  Democratic  and  Republican  Na- 
tional Conventions  in  Boston  and  New 
York  to  Inauguration  Day  in  Washington. 
So  on  May  26,  armed  with  intelligence  in- 
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tercepts  indicating  that  al 
Qaeda  seems  to  be  plan- 
ning another  strike  against 
the  U.S.,  Attorney  General 
John  Ashcroft  and  FBI  Di- 
rector Robert  S.  Mueller  III 
warned  the  public  of  the 
need  for  more  vigilance 
and  caution. 

Such  alerts  could  help 
drive  spending  even  high- 
er. Congress  is  weighing  a 
series  of  bills  to  boost 
funding  of  airline  and  rail 
security  and  chemical- 
plant  protection.  State  and 
local  governments— with 
much  of  this  year's  $4.4 
billion  in  federal  grants 
unspent,  and  $3.6  billion 
more  in  the  pipeline  for 
2005— are  hiking  spend- 
ing on  everything  from 
firemens'  radios  to  bioter- 
ror  planning  for  public- 
health  clinics.  And  private 
industry,  which  owns  85% 
of  U.S.  infrastructure,  is  di- 
verting more  of  its  security 
budget,  estimated  at 
$20.4  billion  in  2003,  to 
systems  that  remotely 
monitor  facilities. 

Will  the  tech-intensive 
approach  make  us  all  that 
more  secure?  Most  of  the 
new  systems  adapt  existing 
gizmos— but  the  security 
applications  require  refine- 
ment, miniaturization,  a 
lower  price  tag,  and  a  lot 
more  reliability.  Experi- 
ments with  expensive  fa- 
cial-recognition devices  in 
several  airports  produced 
so  many  false  positives- 
identifying  startled  inno- 
cents as  fugitives  from  jus- 
tice—that the  technology  is 
no  longer  considered  use- 
ful. What's  more,  Congress 
and  the  DHS  have  shown  ^^^^^^^ 
an  alarming  tendency  to 
chase  after  past  threats  while  ignoring  fu- 
ture risks,  spending  billions  on  air  travel, 
for  example,  but  nothing,  until  the  Madrid 
attacks,  on  trains.  That  sort  of  piecemeal 
approach  risks  leaving  huge  gaps  in  cover- 
age. "We  are  still  in  the  infant  stage  of  de- 
ciding what  it  is  that  we  have  to  secure," 
says  P.J.  Crowley,  a  former  National  Secu- 
rity Council  official. 

Still,  the  need  to  protect  against  further 
attacks  seems  to  be  spawning  plenty  of 


Where  the 
Homeland  Security 

Money  Is  Flowing 

Increases  are  on  the  way  for  the  fiscal  year  that  starts 
in  October 

BORDER  AND  PORT  SECURITY  $13.7  BILU0N/+6% 

New  screening  and  monitoring  devices  will  try  to  detect  explosives,  radioactive 
materials,  and  biological  agents  at  the  border.  Tracking  visitors  is  also  key. 
Accenture  won  a  contract  to  develop  a  system  for  tracking  foreign  visitors  that 
may  be  worth  up  to  $10  billion  over  10  years. 

AVIATION  SECURITY  $5.2  BILLION/+20% 

Money  is  directed  toward  new-generation  screening  methods  for  explosives, 
passenger  recognition,  and  cargo  hazards.  Stepped-up  funding  will  also  go  to 
air-marshal  training. 

IMMIGRATION  ENFORCEMENT  $4  BILLI0N/+8% 

The  number  of  enforcement  agents  conducting  worksite  searches  for  illegal 
aliens  will  double.  Arrests  and  deportations  of  fugitive  illegals  will  be  stepped  up, 
and  agents  would  also  crack  down  on  visa  counterfeiters. 

BI0DEFENSE  $2.6  BILLION/+176% 

Much  will  be  spent  on  R&D  for  vaccines  to  counter  anthrax,  smallpox,  and  other 
bioweapons,  as  well  as  new  systems  that  monitor  air  for  germs  in  high-threat 
cities.  Funds  will  go  to  labs  and  small  tech  companies. 

INFRASTRUCTURE  PROTECTION  $865  MILLI0N/+4% 

Studies  will  assess  vulnerabilities  in  public  utilities,  buildings,  and  transportation 
facilities,  as  well  as  in  cyberspace.  Much  of  the  funding  will  flow  to  consultants. 


ideas.  Siemens  Buildirg  Technologies 
Inc.  is  developing  a  video  surveillance 
system  that  can  pick  up  cars  that  inexpli- 
cably stop  moving,  pedestrians  who  ap- 
pear where  they  shouldn't  be,  or  suspi- 
cious bags  left  sitting  too  long,  using 
artificial-intelligence  programs  that  can 
spot  anomalies  better  than  bored  humans 
can.  The  system  is  undergoing  tests  in 
tunnels,  on  bridges,  and  in  a  classified 
government  site.  An  Englewood  Cliffs 


WASHINGTON  Beefed  up 

mobile  command  center  I 
can  cost  $1  million  apiec  1 

(N.J.)  unit  of  LG  Electroi  I 
ics  USA  is  in  talks  with  se\  I 
eral  potential  system  dtl 
velopers  about  using  i  I 
iris  scanners— which  re> 
ognize  unique  patterns  i| 
the  colored  portion  of  a  J 
individual's  eyes— to  ider 
tify   travelers.  A  simihl 
system  is  already  in  use  i 
the  Netherlands. 

The  Accenture  contracj 
for  a  system  dubbed  U.SJ 
VISIT,  is  the  biggest  issue 
by  the  DHS  to  date.  If  thj 
scheme  works  as  planned 
the  government  will  kno'j 
who's  coming  to  visit  eve 
before    they    arrive    anl 
whether    or    when    the] 
leave.  "The  idea  is  to  e>J 
tend  the  borders  of  the  U.M 
in  a  virtual  form,"   sa\ 
Stephen  J.  Rohleder,  CEO  c 
Accenture's    Governmer 
Group.  The  technology  an 
consulting  firm,  which  be;  | 
out  rivals  Lockheed  Marti 
and   Computer   Science 
has  already  signed  up  sul 
contractors  SRA  Intern; 
tional,    Titan,    Raytheoi 
AT&T,  Dell,  and  Sprint 

The  new  emphasis  o 
technology  is  showing  u 
everywhere.  Take,  for  en 
ample,  the  portable  con 
mand  center,  recendy  litd 
more  than  a  converted  R\ 
Oshkosh  Truck  Corp.  i 
Oshkosh,  Wis.,  anticipat 
ing  a  boom  in  sales,  ha 
added  cameras  that  ca 
see  up  to  a  mile  away,  ei 
tensive  radio-dispatch  an 
recording  systems,  an 
positive  air-pressure  cor 
trols  to  keep  out  ha2 
ardous  materials.  A  full 
loaded  center  can  cost  up  to  $1  millior 
Oshkosh  expects  to  sell  well  over  100  vt 
hides  this  year,  twice  as  many  as  in  200.' 
"We  think  [the  business]  is  just  gettin 
rolling,"  says  John  W  Randjelovic,  CEO  c 
Oshkosh's  emergency-vehicles  unit. 

Traditional  defense  contractors,  to< 
are  broadening  their  focus  beyond  fighte 
jets  and  bombers  to  go  after  the  boomin 
homeland-security  market.  Northro 
Grumman  Corp.  in  Los  Angeles  is  rollin 


Data  -•--;":  ; 


34    BusinessWeek  I  June  14.  2004 


nit  a  $175  million  biological-weapons 
letection  system  for  all  U.S.  Post  Of- 
kes.  And  in  April,  Northrop  won  a  sev- 
:n-year,  $337  million  contract  to  design 
tnd  maintain  a  secure,  high-speed  data 
letwork  to  link  the  DHS  with  more  than 
>00  other  federal,  state,  and  local  agen- 
ies.  Northrop  figures  these  deals  are 
ust  a  start:  "Homeland  security  is  kind 
)f  a  jump  ball— still  very  much  in  the 
brmative  stages,  with  the  real  activity 
iirther  down  the  pike,"  says  David  W. 
tolet,  Northrop's  vice-president  for 
lomeland  security. 

JURE  AUCRATIC  SNAFUS 

)NE  OF  THE  BIGGEST  growth  areas  for 
ech  companies  has  been  in  new  identi- 
y  cards.  The  DHS  is  seeking  bids  on  a 
registered-traveler"  system  that  will 
et  frequent  fliers  bypass  lines  by  sub- 
string to  a  thorough  security  check 
tnd  carrying  a  smart  card  encoded  with 
inforgeable  biometric  data.  In  addition, 
he  DHS  is  looking  for  a  system  to  iden- 
ify  truck  drivers  carrying  hazardous 
naterials  and  operators  of  vehicles  and 
nachinery  at  airports.  One  technique  to 
nake  such  documents  more  secure:  3M 
n  St.  Paul,  Minn.,  makes  thin  film  lam- 
nates  that  show  evidence  of  tampering 
vhen  a  counterfeit  card  is  placed  in  a 
omputerized  reader. 

Not  all  the  companies  trying  to 
>reak  into  the  protection  biz  are  seeing 
;reen,  however.  Woburn  (Mass.)  start- 
ip  SRU  Biosystems  Inc.,  finds  the  DHS' 
)rocurement  guidelines  confusing,  its 
eedback  nonexistent,  and  its  project 
nanagers  unreachable.  "It's  hard  to 
mow  what  their  priorities  are,"  says 
Jrian  Cunningham,  SRU's  founder 
md  chief  technology  officer. 

True,  the  DHS  is  still  working  to  di- 
gest 22  agencies  and  180,000  employ- 
res.  But  its  latest  moves  show  if  s  finally 
bstering  new  technology  that  can  grad- 
lally  make  the  U.S.  more  secure.  Robo- 
nonitors  and  electronic  air-sniffers 
von't  replace  old-fashioned  common 
iense  and  an  alert  eye  in  time  for  this 
ummer's  big  events.  But  soon  such  giz- 
nos  will  help.  And  for  winners  like  Ac- 
:enture,  the  advent  of  Security  Nation 
neans  good  times  for  years  to  come. 

-By  Paul  Magnusson  and  Mike 
McNamee  in  Washington,  with  Michael 

Arndt  in  Chicago,  Adam  Aston  in  New 

York,  Christopher  Palmeri  in  Los  Ange- 
les, and  Olga  Kharifin  Portland,  Ore. 


miMiievsWeek  online 


For  more  on  Homeland 
security,  go  to  businessweek.com/ 
nagazine/content/04_24/online.htm 
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OIL  ANXIETY  HITS 
A  SLIPPERY  SLOPE 

The  prospect  of  more  attacks  in  Saudi 
Arabia  will  keep  the  markets  on  edge 


ANY  LINGERING  DOUBTS 
about  whether  Saudi 
Arabia  has  become  a 
dangerous  place  for  for- 
eign workers  came  to  an 
end  on  May  29  when  al 
Qaeda-linked  militants 
killed  22  expatriates  and  Saudis  in  the  oil 
city  of  Khobar.  The  gunmen's  intent  was 
unmistakable:  Undermine  the  Saudi 
regime  with  high-profile  attacks  on  foreign 
workers  in  the  kingdom's  oil  industry. 
"Our  heroic  mujahideen"  have  stormed 
companies  "that  are  specialized  in  oil  and 
steal  the  wealth  of  Muslims,"  said  a  state- 
ment posted  on  the  Internet  in  the  name 
of  the  "al  Qaeda  network  of  Arabia." 

The  Khobar  bloodbath,  which  fol- 
lowed a  deadly  assault  on  a  refinery  in 
Yanbu  on  May  1,  is  unlikely  to  be  the  last 
of  these  attacks.  The  Saudis  woke  up  to 
the  dangers  of  extremists  in  their  midst 
only  a  year  ago  when  bombers  de- 
stroyed compounds  housing  Westerners 
in  the  Saudi  capital.  No  less  an  authority 
than  the  British  Ambassador  to  the 
kingdom,  Sherard  Cowper-Coles  has 


warned  that  "further  attacks  may  be  in 
the  final  stages  of  preparation." 

Most  analysts  doubt  that  the  militants 
will  succeed  in  seriously  disrupting  the 
fbw  of  oil  in  the  kingdom.  Nevertheless, 
attacks  on  easier-to-hit  targets  such  as  of- 
fice buildings  are  expected  to  keep  the  oil 
markets  on  edge.  Jim  Burkhard,  director 
of  oil  market  analysis  at  Cambridge  Ener- 
gy Research  Associates,  says  prices  could 
spike  further— perhaps  to  $50  per  barrel- 
in  the  event  of  new  instability.  "Although 
no  oil-producing  infrastructure  has  been 
attacked,  any  hint  of  disruption  in  the  re- 
gion is  amplified  in  the  price,"  he  says. 

OVER  A  BARREL 

THERE  IS  CERTAINLY  plenty  for  the  mar- 
kets to  be  nervous  about.  With  inventories 
tight  and  world  demand  for  oil  soaring, 
there  is  little  production  capacity  to 
spare— perhaps  2  million  barrels  a  day  in 
an  80  million  bbl.  per  day  market.  Al- 
though OPEC  ministers  helped  knock 
prices  down  by  nearly  $2  per  barrel  on 
June  2  by  saying  that  they  will  temporari- 
ly increase  production,  few  can  pump  out 
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more  except  Saudi  Arabia.  It  is  ramping 
up  output  from  about  8.3  million  bbl.  per 
day  to  over  9  million  bbl.  per  day.  Any  se- 
rious disruption  in  Saudi  output  could 
send  the  markets  into  panic. 

"LIKE  A  WOUNDED  TIGER" 

HOW  LIKELY  IS  such  a  scenario?  While 
the  extremists  have  not  threatened  to  cut 
Saudi  production,  it's  always  possible 
that  a  militant  could  fly  a  plane  into  a 
terminal  or  the  massive  complex  at 
Abqaiq  on  the  Gulf  coast.  But  seasoned 
experts  think  the  operatives  would  have 
to  step  up  several  levels  in  sophistication 
to  do  lasting  damage  to  the  Saudi  indus- 
try, which  has  built  in  lots  of  backup  sys- 
tems. "There  are  always  ways  to  create 
temporary  disruptions,  but  most  of  the 
high-capacity  links  are  redundant  and 
repairable.  It  would  take  a  very  persist- 
ent pattern  of  attack  to  interrupt  oil  for 
awhile,"  says  Anthony  H.  Cordesman,  a 
Gulf  security  specialist  at  the  Center  for 
Strategic  &  International  Studies  in 
Washington.  Cordesman  thinks  the  oil 
market  is  overreacting  to  the  Saudi  situ- 
ation. In  fact,  analysts  estimate  that 
there  is  an  $8  to  $10  risk  premium  in  the 
current  $40  per  bbl.  price. 

Inside  Saudi  Arabia,  the  situation 
looks  less  dire  than  it  appears  to  an  anx- 
ious world.  Saudis  say  die  extremists  are 
a  small  and  isolated  force,  whose  tactics 
are  draining  away  what  support  they 
once  had.  "Their  number  has  substan- 
tially decreased.  But  the  less  there  are 
the  more  dangerous  they  are— like  a 
wounded  tiger,"  says  Mohsen  al-Awajy, 
an  Islamic  activist  in  Riyadh. 

Still,  continued  instability  could  do 
damage.  The  Saudi  economy  and  the  oil 
industry  would  suffer  if  a  mass  exodus 
of  expatriates  occurred.  That  would 
deprive  the  industry  of  technical 
knowhow,  making  it  harder  for  the 
Saudis  to  boost  capacity.  While  it  hasn't 
happened  so  far,  Western  executives  are 
moving  their  families  to  Dubai,  and  they 
could  abandon  the  kingdom  entirely  if 
the  attacks  intensify. 

Worried  Westerners  have  little  doubt 
that  more  horrors  are  in  the  offing. 
Speaking  of  the  militants,  an  oil  execu- 
tive in  Riyadh  says:  "They  are  profes- 
sionals; they  change  tactics;  they  adapt." 
The  extremists  will  certainly  have  rel- 
ished the  impact  of  their  recent  forays 
into  the  kingdom's  oil  regions.  The 
sternest  tests  for  both  the  Saudis  and  the 
oil  markets  may  still  be  to  come.  ■ 

-By  Stanley  Reed  in  London,  with 

Stephanie  Anderson  Forest  in  Dallas  and 

Peter  Coy  in  New  York 
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BY  LOUIS  LAVELLE 


Governance:  Backlash 
In  the  Executive  Suite 

Many  say  reform  is  going  too  far-as  activists  dig  in 


A  YEAR  AGO,  with  the 
governance  reform 
movement  in  full 
swing,  the  nation's 
executives  tended  to 
keep  their  grumbling  about  the 
changes  being  imposed  to  them- 
selves. Investor  confidence  was  at 
an  all-time  low,  multibillion-dollar 

restatements  of  accounts  were  all  too 
common,  and  images  of  handcuffed  ex- 
ecutives being  carted  off  to  courthouses 
flooded  the  media.  The  need  for  addi- 
tional oversight  was  everywhere  appar- 
ent, and  it  was  only  the  rare  executive 
who  spoke  up  to  argue  otherwise. 

Today  the  reform  drumbeat  is  as  loud 
as  ever,  and  shareholders  are,  if  any- 
thing, more  insistent  in  their  demands. 
But  something  has  changed:  Some  exec- 
utives and  directors  are  digging  in  their 
heels  as  the  fight  over  who  really  holds 
corporate  power  enters  a  new  phase. 
With  the  Securities  &  Exchange  Com- 
mission poised  to  consider  a  new  rule 
giving  shareholders  far  more  say  in 
choosing  directors,  management  and 
boards  are  fighting  back. 

There's  little  doubt  that  two  years  of 
changes  have  dramatically  improved 
governance  at  hundreds  of  companies, 
from  Walt  Disney  to  General  Electric. 
But  the  threat  of  a  major  shift  in  the  bal- 
ance of  power,  which  would  favor 
shareholders  over  current  manage- 
ment, is  raising  the  stakes.  And  that  has 
made  holdouts  in  the  governance  revo- 


lution more  obstinate  than  ever.  They're 
publicly  complaining  about  the  existing 
reforms,  standing  up  to  shareholder  ac 
tivists  who  are  pushing  additiona 
changes,  and  mounting  an  all-out  effort 
against  the  proposed  change  in  SEC 
rules.  "Nobody's  saying  [the  systenf 
didn't  need  fixing,"  says  David  A 
Nadler,  chairman  of  Mercer  Delta  Con- 
sulting LLC,  which  advises  CEOs  and 
boards.  "But  there's  an  increased  view 
that  the  fixing  is  getting  as  onerous  as 
the  problems  they  were  intended 
to  remedy." 


A  Deaf  Ear 


SENSING  AN  OPPORTUNITY,  managers- 
are  increasingly  pushing  back.  In  recent 
weeks,  the  Business  Roundtable  has 
criticized  the  California  Public  Employ- 
ees' Retirement  System  for  its  sweeping 
campaign  to  withhold  support  from  di- 
rectors at  2,400  companies  where  audi- 
tors do  consulting  work  because  they 
view  such  ties  as  a  potential  conflict.  On 
May  27,  John  A.  Thain,  CEO  of  the  New 
York  Stock  Exchange,  told  the  Economic 
Club  of  New  York  that  reform  had  "gone 
far  enough."  And  Herbert  A.  Allen,  a  di- 
rector at  Coca-Cola  Co.,  penned  an  arti- 
cle in  The  Wall  Street  Journal  ridiculing  a 
campaign  to  withhold  support  for  fellow 
director  Warren  E.  Buffett  at  the  compa- 
ny's annual  meeting. 

In  some  cases,  though,  directors  are 
doing  more  than  just  complaining.  Even 
as  boards  generally  have  become  more  re- 
sponsive to  shareholders,  some  have 


EnoughAlready  ™X 

After  two  years  of  reform,  some  managers 
are  trying  to  slow  further  change 


Even  as  many  boat 

shareholders,  others  su 

Sears  and  Home  Depot  are  ignoring  winn 

shareholder  resolutions  seeking  reforms. 
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umed  a  deaf  ear  to  them.  With  sharehold- 
rs  at  many  companies  sounding  the 
larm  over  massive  options  grants,  dozens 
f  companies  responded  by  scaling  back. 
Jut  both  Yahoo!  Inc.  and  eBay  Inc.  gave 
tuge  grants  to  their  CEOs  this  year.  In 
/larch,  Yahoo's  Terry  S.  Semel  received  a 
jant  worth  an  estimated  $92  million,  and 
Bay's  Margaret  C.  "Meg"  Whitman  was 
warded  a  grant  worth  some  $25  million, 
'ahoo  says  Semel's  grant  was  in  exchange 
or  meeting  performance  goals.  EBay 
totes  that  the  600,000  options  Whitman 
eceived  in  March  is  a  far  cry  from  the  1.1 
nillion  she  received  last  year. 

Other  companies  continue  to  fight 
igainst  expensing  stock  options,  al- 
hough  a  majority  of  their  shareholders 
lave  urged  them  to.  Even  as  the  tech  in- 


dustry is  lobbying  for  an  anti-expensing 
bill  that  is  making  progress  in  the  House 
of  Representatives,  for  example,  both  In- 
tel Corp.,  and  Hewlett-Packard  Co.  have 
refused  to  begin  expensing  options  de- 
spite winning  shareholder  resolutions  at 
both  companies  urging  them  to  do  so.  In- 
tel says  it  is  premature  to  change  its  ex- 
pensing policy  before  federal  expensing 
rules  take  effect  and  HP  says  its  board  will 
"carefully  deliberate  on  this  matter."  And 
it's  not  just  tech.  At  Sears,  Gillette,  and 
Federated  Department  Stores,  boards  ig- 
nored several  shareholder  resolutions 
calling  for  an  end  to  staggered  board  elec- 
tions. All  three  companies  argue  that 
staggered  board  elections  protect  share- 
holders in  a  takeover  attempt. 

Yet  nowhere  is  the  backlash  against  re- 


form more  apparent  than  in  the  business 
community's  response  to  the  SEC's  direc- 
tor election  proposal.  Despite  widespread 
support  among  shareholders,  corporate  in- 
terests are  mounting  an  unprecedented 
campaign  to  kill  the  reform,  which  they 
say  would  allow  labor  and  other  interests 
to  push  their  agenda.  They're  unlikely  to 
succeed  in  killing  the  measure  outright, 
but  the  lobbying  may  succeed  in  watering 
it  down.  The  Business  Roundtable,  for  in- 
stance, wants  to  require  a  majority  vote  by 
shareholders  against  a  sitting  director  be- 
fore shareholders  can  nominate  their  own 
board  candidates.  Says  Sarah  Teslik,  exec- 
utive director  of  the  Council  of  Institution- 
al Investors:  "The  business  community 
has  accurately  figured  out  that  this  rule  is  a 
significant  shift  in  the  balance  of  power." 
Another  reason  for  the  backlash  is 
money.  The  Sar- 
banes-Oxley  Act  is 
turning  out  to  be 
much  more  expen- 
sive and  time-con- 
suming than  was 
originally  thought. 
According  to  AMR 
Research  Inc.,  com- 
pliance spending 
will  reach  $5.5  bil- 
lion in  2004  and 
will  probably  grow 
again  in  2005— forcing  companies  to  di- 
vert cash  from  information-technology 
and  other  projects  to  pay  for  it.  Critics  say 
the  reforms  have  already  taken  a  toll:  The 
number  of  new  foreign  companies  listed 
on  the  NYSE  each  year  has  dropped  by 
half.  And  according  to  the  law  firm  of  Fo- 
ley &  Lardner  LLP,  a  fifth  of  U.S.  compa- 
nies are  considering  going  private  to  es- 
cape the  requirements. 


Business 
is  battling 
the  SEC's 
plan  for 
electing 
directors 


"Too  Strict55 


SUCH  COMPLAINTS  are  just  one  sign  of 
creeping  reform  fatigue.  For  two  years, 
companies  have  had  to  revamp  board 
composition,  change  the  way  they  pay  au- 
ditors, certify  financial  statements,  and 
make  dozens  of  other  changes.  The  de- 
mands on  directors— longer,  more  fre- 
quent meetings,  and  increased  legal  expo- 
sure—are considerable.  And  unlike  a  year 
or  two  ago,  there's  a  growing  cadre  of 
managers  and  directors  willing  to  argue 


ENSING  Shareholders  have  urged 
is  expensing  at  numerous  tech  companies, 
lards  at  some,  including  Intel,  have  refused 
e  fighting  expensing  in  Congress. 


ELECTIONS  The  Business  Roundtable 
is  ramping  up  its  efforts  to  stop  or  water  down 
a  proposed  rule  that  would  make  it  easier  for 
shareholders  to  nominate  board  candidates. 


OPTION  GRANTS  Many  companies  are 
switching  from  options  to  restricted  stock,  but  a 
handful,  such  as  Yahoo!  and  eBay,  continue  to 
award  massive  option  grants  to  their  CEOs. 
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publicly  that  reforms  are  ineffective  or  un- 
necessary. Two-thirds  of  the  115  small  pub- 
lic companies  surveyed  by  Foley  &  Lardner 
said  the  new  governance  reforms  are  "too 
strict,"  up  from  55%  the  year  before.  "We 
needed  to  fix  problems,  and  it  looks  like  we 
fixed  them,"  says  Barbara  H.  Franklin,  a 
longtime  director  at  Dow  Chemical  Co. 
and  Aetna  Inc.  "But  let's  not  pile  on  more." 
The  griping  may  simply  prove  that  all 


the  efforts  that  have  been  made  by  regu- 
lators and  Congress  to  rein  in  the  ex- 
cesses of  Corporate  America  are  working 
exactly  as  intended.  Yet  many  share- 
holder activists  worry  that  the  pushback 
on  various  fronts  may  make  it  harder  to 
continue  to  win  needed  changes.  "When 
there's  more  than  one  stick  poking  at  the 
bear,"  says  governance  watchdog  Nell 
Minow,  editor  of  the  Corporate  Library 


Web  site,  "you  get  a  very  angry  bear.' 
No  doubt.  But  by  picking  their  battle* 
carefully,  shareholder  activists  can  still  ac 
complish  a  great  deal.  The  distrust  creat 
ed  in  the  aftermath  of  the  scandals  is  stil 
part  of  the  landscape.  Like  it  or  not 
shareholders  have  a  seat  at  the  table,  anc 
they're  not  going  away.  ■ 

-With  Ronald  Grover  in  Los  Angela 
andAmyBornis  in  Washingtor 


GOVERNANCE 


Will  Directors  Morph  Into 
Corporate  Constables? 


Two  years  after  a  wave  of 
scandals  swept  Corporate 
America,  many  executives 
complain  that  they've  got  their 
hands  full  satisfying  demands 
for  accountability  by  increasingly  pesky 
institutional  investors  and  fulfilling  the 
stricter  auditing  requirements  imposed  by 
theSarbanes-OxleyAct. 

But  there's  no  rest  for  the  weary.  Execs 
may  soon  be  getting  an  additional  barrage 
of  questions  from  their  directors.  Thanks  to 
new  federal  sentencing  guidelines,  boards 
will  be  expected  to  do  a  far  more  thorough 
job  of  ensuring  that  no  laws  are  being 
broken.  The  new  rules,  ordered  up  by 
Congress  under  Sarbanes-Oxley  and  to  take 
effect  on  Nov.  1,  are  just  now  starting  to 
catch  the  attention  of  corporate  counsels. 
Essentially,  they  will  boost  minimum 
standards  for  corporate  legal  compliance- 
and  put  directors  in  the  position  of  policing 
whether  a  company  is  doing  all  it  can  to 
meet  them.  "This  is  a  new  obligation  for 
board  members  that  I  don't  think  many 
people  see  coming,"  says  Michael  W. 
Peregrine,  a  Chicago-based  partner  at  law 
firm, '  Dermott,  Will  &  Emery. 

Wili  the  new  sentencing  guidelines  have 
their  intt      1  effect?  After  all,  previous 
reforms  have      nuch  changed  corporate 
behavior.  Since  current  standards  for  self- 
policing  are  vague,  many  executives  have 
gotten  away  with  following  them  in  form,  not 
substance.  This  time,  t  ough,  the  reforms 
may  make  a  big  difference  by  assigning 
specific  oversight  tasks  to  directors. 

Oddly  enough,  the  tougher  scrutiny  of 
corporations  emanates  from  the  U.S. 
Sentencing  Commission.  The  federal 


agency  is  best  known  for  guiding  judges 
to  set  consistent  prison  terms.  In  May,  the 
USSC  posted  new  guidelines  directing 
judges  to  impose  larger  fines  on  companies 
found  guilty  of  wrongdoing  if  directors 
did  not  adequately  try  to  detect  and 
prevent  crime. 

The  change  is  meant  to  spur  directors  to 
take  back  board  powers  ceded  over  the 
years  to  managers.  Existing  USSC 
guidelines  require  companies  only  to  have 
legal  compliance  plans;  it  isn't  concerned 
with  who  oversees  them.  As  a  result,  some 
compliance  plans  were  shams.  Enron  Corp. 
had  a  64-page  code  of  conduct  highlighted 
in  company  videos  by  formei  Chief 
Executive  Jeffrey  K.  Skilling,  while  Tyco 
International  Ltd.  was  a  member  of  the 
leading  ethics  officers  association.  "You 
really  need  a  big,  strong  player  to  deal  with 
senior  executives,"  says  Andrew  W.  Singer, 
publisher  of  Mamaroneck  (N.Y.)-based 
compliance  journal  ethikos.  "Who  is  there 
but  the  board?" 


The  new  guidelines  require  that  all 
directors  know  exactly  what  their 
corporation  is  doing  to  stop  crimes  inside 
the  company.  That  means  they'll  have  to 
attend  briefings  and  be  expected  to  ask 
tough  questions.  Then  they  or  their  audit  or 
compliance  committees  will  have  to  check 
annually  with  the  folks  who  run  the 

compliance  programs  to  see  if 
the  systems  are  working 
properly.  They  also  will  have  to 
keep  a  wary  eye  on  the  changing 
business  and  legal  climate,  in 
order  to  spot  danger  areas  that 
might  tempt  an  unscrupulous 
exec  to  step  outside  the  law. 

The  hope  is  that  by  setting  the 
bar  higher,  directors  will  have 
stronger  incentives  to  keep  tabs 
on  how  well  the  compliance  folks 
are  doing  at  preventing  bad 
behavior.  But  skeptics  abound. 
They  note  that  the  USSC 
standards  apply  only  to 
corporations,  not  board 
members.  They  can't  make  directors  do 
anything  they  don't  want  to  do.  Directors 
can  be  sued  by  shareholders  for  failing  to 
abide  by  the  standards,  but  they  never 
personally  pay  money  in  lawsuits. 
Judgments  and  settlements  are  always 
covered  by  the  companies  and  insurance. 
Says  Lawrence  A.  Cunningham,  law 
professor  at  Boston  College:  "The 
guidelines  will  have  no  effect." 

Not  everyone  harbors  doubts.  Gregory  J. 
Wallance,  a  member  of  a  USSC  advisory 
group  and  a  partner  at  law  firm  Kaye 
Scholer  LLP,  says  that  view  downplays 
society's  rising  expectations  of  directors. 
"Notwithstanding  director  and  officer 
[insurance]  policies,  directors  don't  want  to 
be  sued"  for  not  taking  basic  precautions, 
says  Wallance. 

So  now  it's  up  to  directors  to  decide 
whether  to  make  perfunctory  checks  while 
patrolling  their  new  beats,  or  act  like  the 
smart  cops  shareholders  want. 

-By  David  Henry  in  New  York 
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IV  NEW  PAY  SCHEME  FOR 
WAL-MART  WORKERS 

Employees  say  the  retailer  is  planning  big 
changes,  but  they  don't  expect  to  like  them 


IS  LOW  PAY  AT  WAL-MART  STORES 
Inc.  driving  down  wages  and  bene- 
fits nationwide?  That's  what  critics 
contend— one  reason  pay  scales  at 
the  nation's  largest  private  employ- 
er have  become  part  of  the  nation- 
al political  debate.  Now,  Business- 
Seek  has  learned,  the  retail  behemoth  is 
reparing  to  introduce  significant 
langes  to  its  pay  system  in  coming 
eeks.  And  that  should  ensure  the  debate 
ets  even  livelier. 

According  to  some  Wal-Mart  work- 
rs,  as  well  as  union  organizers  and  a 
iwyer  who  have  talked  to  Wal-Mart 
orkers  in  different  parts  of  the  coun- 
y,  big  adjustments  are  coming.  The 
langes  they  describe  could  mean 
uses  for  newer  workers  but  penalties 
>r  higher-paid  veterans.  They  could 
Iso  limit  the  discretion  of  front-line 
lanagers  to  make  decisions  about  pay 
ites  and  merit  raises,  a  move  that 
Duld  help  Wal-Mart  battle  charges  of 
?xual  discrimination.  "Obviously 
ley  [Wal-Mart]  have  a  bad  reputation 
1  terms  of  pay  for  the  rank  and  file, 
rid  they  need  to  improve  that,"  says 
:tail  analyst  Robert  F.  Buchanan  at 
.G.  Edwards  &  Sons  Inc. 
Wal-Mart  refuses  to  discuss  or  even 
^knowledge  the  new  pay  plan,  which 
rorkers  say  they've  been  told  will 
low  up  in  paychecks  starting  in 
me.  In  explaining  the  change,  Kathleen 
lacDonald,  a  14-year  Wal-Mart  veteran 
t  a  supercenter  in  Aiken,  S.C.,  says  her 
osses  alluded  to  the  bad  publicity  over 
/al-Mart's  pay  and  negative  comments 
om  politicians.  Some  managers  have 
Iso  told  workers  that  the  changes  were  a 
;sponse  to  the  massive  sex-discrimina- 
on  case  filed  three  years  ago  against 
/al-Mart,  says  Joseph  M.  Sellers,  a 
iwyer  for  the  plaintiffs  in  that  suit.  Work- 
rs  have  reported  raises  ranging  from  8<t 


an  hour  to  $3  an  hour  under  the  new 
plan,  he  adds. 

According  to  MacDonald  and  others, 
the  new  plan— whose  details  remain 
sketchy— divides  workers  into  seven 
classes,  at  least  in  the  supercenters. 
Starting  wages  would  be  clearly  denned, 
as  would  progress  from  class  to  class. 
While  Wal-Marf  s  pay  system  has  some 
similar  features  now,  those  familiar  with 
it  say  it  has  been  loosely  followed,  with 
managers  having  wide  discretion. 


es  would  be  set  at  a  flat  rate,  not  a  per- 
centage of  salary.  That  would  be  another 
blow  to  veterans.  Those  with  a  "stan- 
dard" annual  evaluation  would  get  40<t 
more  an  hour.  Those  "above  standard" 
would  get  55$.  Wal-Mart  says  its  current 
full-time  hourly  workers  average  $9.64 
an  hour  in  its  discount  stores  and  super- 
centers.  The  old  system  usually  gave  even 
higher-paid  workers  at  least  a  4%  raise. 
"If  you're  making  double  digits,  this  hurts 
you,"  says  sales  clerk  MacDonald,  who 
now  earns  $11.03  an  hour.  She  doesn't  yet 
know  how  she  will  fare. 

EXPECTING  THE  WORST 

NOR  IS  IT  CLEAR  how  the  changes  will 
affect  Wal-Mart's  overall  labor  costs.  Not 
surprisingly,  union  organizers  expect  the 
worst.  "In  the  long  term,  it  will  cost  [Wal- 
Mart]  less"  by  driving  up  the  turnover  of 
senior  workers,  predicts  Fortune,  a  for- 
mer Wal-Mart  store  co-manager  who  left 
in  2001.  He  says  Wal-Mart  experimented 
with  a  similar  plan  at  some  of  its  Sam's 
Club  warehouse  stores  last  summer. 

Despite  grumblings  from  senior  work- 
ers over  the  plan,  Wal-Mart  may  be  hop- 
ing to  use  it  as  "shark  repellent  against 
the  unions,"  says  analyst  Buchanan.  In- 
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Will  managers 

■ 

have  less  say 

over  raises? 
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Under  the  plan,  workers  have  been  told, 
no  one's  pay  would  be  reduced.  But  labor 
activists  are  fretting  all  the  same.  United 
Food  &  Commercial  Workers  organizer 
Stan  Fortune  says  the  new  system,  de- 
scribed to  him  by  numerous  workers, 
would  include  a  pay  cap  for  each  class— a 
possible  disadvantage  for  longtime  asso- 
ciates, as  Wal-Mart  calls  its  1.2  million  U.S. 
workers.  And  merit  raises  would  be  limit- 
ed to  about  5%  of  store  employees. 

What's  more,  workers  say,  annual  rais- 


Who  Gets  the 
Bargain? 

Wal-Mart's  New  Pay  Plan: 

WORKERS  will  be  divided  into 
pay  classes,  with  clearly  defined 
starting  and  top  rates;  workers 
below  the  minimum  will  be  given 
a  raise. 

ANNUAL  PAY  raises  will  change 
from  a  percentage  of  salary  to  a 
flat  amount.  Workers  meeting 
standards  will  receive  40tf  an 
hour  annually;  "above  standard" 
workers  will  get  55tf. 

MERIT  RAISES  will  be  limited  to 
about  5%  of  store  employees 


deed,  Jon  M.  Lehman,  another  UFCW  or- 
ganizer and  former  Wal-Mart  store  man- 
ager, says  some  workers  were  told  that 
their  new  pay  plan  was  "just  like  a  union 
contract"  so  there  was  no  point  in  pursu- 
ing unionization.  The  UFCW  has  so  far 
failed  to  organize  a  single  U.S.  store. 

Faced  with  intense  criticism,  Wal-Mart 
seems  to  be  shaking  up  its  pay  structure. 
But  like  nearly  everything  this  giant  does, 
that's  sure  to  spark  new  firestorms.  ■ 

-By  Wendy  Zellner  in  Dallas 
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COMMENTARY 


BY  TOM  LOWRY  &  RONALD  GROVER 

Can  Redstone  Boost  Growth? 

With  Viacom's  performance  now  in  his  hands,  he  bets  on  two  content  guys 


WITH  THE  JUNE  1  resigna- 
tion of  President  Mel  Kar- 
mazin, a  cloud  of  uncer- 
tainty over  Viacom  Inc. 
has  evaporated.  The  on- 
again,  off-again  feud  between  Chairman 
and  CEO  Sumner  M.  Redstone  and  Kar- 
mazin  will  no  longer  weigh  down  the  me- 
dia empire  or  its  stock.  Redstone  now  has 
an  opportunity  to  get  Viacom  growing  ro- 
bustly again— and,  in  so  doing,  deliver  better  returns  to  his 
shareholders. 

Over  nearly  18  months, 
investors  have  watched  as 
Viacom  shares  fell  about 
16%.  Meanwhile,  the 
Bloomberg  Media  Index, 
comprised  of  33  compa- 
nies, rose  11%  in  the  same 
period,  and  the  Standard  & 
Poor's  500-stock  index  was 
up  28%.  Some  insiders  blame  problems  at  Viacom's  radio  unit, 
Infinity  Broadcasting  Corp.  Others  say  investors  don't  like  Via- 
com's sweeping  reliance  on  the  volatile  advertising  business. 
But  clearly  the  fighting  between  the  company's  two  top  execs 
did  litde  to  bolster  investor  confidence.  With  Karmazin  gone, 
Redstone  can  take  joy  in  running  the  show  again.  But  he's  also 
under  immense  pressure  to  disprove  what  a  lot  of  investors  are 
whispering:  that  this  big,  pure  content  company  is  a  mature 
snail  that  hasn't  gotten  Wall  Street  excited  in  a  long  time. 

Viacom  is  an  enormous  company,  a  $27  billion-a-year  media 
assemblage  that  includes  everything  from  billboards  to  book 
publishing.  But  Viacom's  earnings  growth  is  not  keeping  pace 
with  its  peers.  While  the  company's  earnings  per  share  are  pro- 
jected to  grow  by  19%  in  2004,  average  earnings  for  30  other 
media  companies  will  jump  76%,  according  to  earnings  track- 
er Thomson  First  Call.  Can  anybody  wring  stronger  growth 
from  such  a  leviathan?  Promoting  MTV  Networks  chief  Tom 
Freston  and  CBS  honcho  Leslie  Moonves  to  replace  Karmazin 
in  dual  roles  is  a  good  start.  Both  men  are  strong  operating  ex- 
ecutives. More  crucially,  both  have  an  eye  for  creative  talent  and 
the  kind  of  entertainment  that  will  bring  in  viewers— a  key 
strength  at  a  time  when  Viacom  needs  to  find  new  growth. 

Under  Karmazin,  Viacom  became  financially  healthier,  but  it 
also  became  risk-averse.  Karmazin  cut  costs  and  steered  clear  of 


PEACE?  Redstone  and     the  Internet  dealmaking  that  afflicted 
Karmazin  (above)  other  media  giants.  His  actions  re- 

c  ashed;  Freston  and        ^^  A  balance  sh      but  when  ad 

Moonves  (left)  will         v  .,  i, ...  i   i.       ,.:,,.  i  ...i 

vie  for  the  top  job  revenues  tanked,  he  articulated  no 

m^^^^m  clear  strategy  to  goose  growth. 

Now,  with  Freston  and  Moonves  in 
charge,  the  creative  types  may  once  again  be  given  free  reign.  If 
their  records  are  any  indication,  they'll  be  pushing  the  bound- 
aries—striking deals,  launching  TV  channels,  and  greerdighting 
big-budget  movies.  Starting  in  1981,  Freston  helped  build  MTV 
into  one  of  the  strongest  TV  franchises  in  the  world.  Moonves 
worked  the  same  kind  of  magic  on  CBS'  prime-time  offerings  as 
Karmazin  once  did  for  shareholders'  wallets.  A  onetime  TV  actor 
(he  played  a  heavy  on  The  Six  Million  Dollar  Man),  Moonves  is 
nickamed  "Last  to  First  Les"  for  turning  around  the  Tiffany  Net- 
work and  even  lowering  the  age  of  its  graying  audience.  Lately, 
he  has  even  found  winners  for  CBS'  sagging  sister  network,  UPN. 

Where  should  Freston  and  Moonves  look  for  growth?  One 
quick  fix  would  be  to  expand  Viacom's  library  of  older  movies, 
which  number  about  1,100,  compared  to  more  than  4,000 
apiece  at  MGM  and  NBC  Universal.  With  the  world  going  digi- 
tal, Viacom  needs  more  content  to  take  advantage  of  a  growing 
appetite  for  DVDs  and  video-on-demand.  Viacom  is  moving 
forward  with  plans  to  spin  off  or  sell  its  Blockbuster  Entertain- 
ment unit,  but  analysts  say  it  may  also  makes  sense  to  sell  In- 
finity Broadcasting,  the  company's  biggest  problem  child. 

The  question  is  whether  Redstone  will  give  his  new  No.  2s  the 
freedom  to  strike  the  kind  of  deals  that  he  and  Karmazin  hesi- 
tated to  approve.  There  are  plenty  of  skeptics  out  there.  The  81- 
year-old  CEO  and  majority  shareholder  shows  no  signs  of  giving 
up  his  micro-managing  ways.  But  most  believe  Redstone  needs 
to  start  loosening  the  reins  now.  Doing  so  may  be  the  only  way  to 
find  the  kind  of  growth  he— and  his  investors— want.  ■ 
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Stay  hydrated. 


Why  does  one  of  the  nation's  leading  health  plans  want  you  to  drink  more  water?  Because  it's  a  simple  thing  you  can  do 
to  improve  your  health.  And  if  everyone  were  just  slightly  more  mindful  of  their  health,  we  could  all  help  control  one  of 
the  factors  that  drives  up  the  cost  of  health  care  for  all  Americans  -  unhealthy  habits.  Meanwhile,  we'll  do  our  share  by 
focusing  on  our  mission  to  help  contain  rising  costs.  Right  now,  we're  developing  new  solutions  that  will  help  make  quality 
health  care  more  affordable  and  accessible.  Like  our  health-coaching  programs,  physician-support  efforts  and  innovative, 
cost-saving  health  coverage  products  designed  to  help  people  make  more-educated  medical  decisions.  Okay,  now  drink  up. 

WE  L  L  P  O  I N  T. 

©2004  WellPoint  Health  Networks  Inc.  wellpoint.com 
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Cash  is  being 
doled  out 
in  pieces  as 
goals  are  met 


PHARMACEUTICALS 


BIOTECH'S  TOUGH 
NEW  TASKMASTERS 

Venture  capital  is  flowing  again— with 
restrictions  and  a  cold  eye  for  results 


ROM  THE  LOOK  OF  THE 
raw  numbers,  it  seems  that 
just  about  any  biotechnology 
company  can  get  venture 
capital  these  days.  After  rais- 
ing $1.3  billion  in  venture 
funding  in  2003,  a  32% 
jump,  the  biotech  industry  hauled  in 
$485  million  in  the  first  quarter;  for  the 
full  year,  the  tally  should  handily  beat  last 
year's.  Says  John  Gabbert,  vice-president 
for  worldwide  research  at  VentureOne, 
which  tracks  VC  funding:  "People  are 
ready  to  get  back  into  biotech." 

So  is  this  the  biotech  boom  of  2000  re- 
visited? Not  quite.  A  close  look  at  some  re- 
cent deals  suggests  that  VCs  are  applying 
the  harsh  lessons  they  learned  from  the 
hundreds  of  biotech  investments  that 
went  sour  over  the  past  few  years.  No 
longer  will  they  throw  money  at 
grandiose  promises  about  potential  ge- 
nomics discoveries  or  new  technology 
platforms.  These  days,  VCs  are  demand- 
ing deeply  refined  plans  for  developing 
potential  blockbusters  that  are  likely  to 
hit  the  market  in  the  next  couple  of  years. 
VCs  call  their  new  approach  to  identify- 


BETTING  ON  BIOTECH 
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BILLIONS  OF  DOLLARS 


ing  future  winners 
"NRDO":  No  Re- 
search—Development 
Only.  And  NRDO  is  like- 
ly to  be  the  mantra  dur- 
ing the  week  of  June  6. 
That's  when  many 
biotech  CEOs  will  be 
trolling  for  funding  at 
two  of  the  most  widely 
attended  and  closely 
watched  events  in  the 
sector:  the  Biotechnolo- 
gy Industry  Organiza- 
tion's conference  in  San 
Francisco  and  the  American  Society  of 
Clinical  Oncology's  annual  meeting  in 
New  Orleans.  "These  biotechs  have  to 
change  course,"  says  G.  Steven  Burrill, 
CEO  of  Burrill  &  Co.,  a  life-sciences  VC 
firm.  "They  must  morph  from  the  'Genes 
'R'  Us'  strategy  to  the  'Rx  'R'  Us'  strategy." 
Nucleonics  Inc.  CEO  Robert  Towarnicki 
understands  that  transition  all  too  well. 
The  Malvern  (Pa.)  startup  was  founded 
based  on  an  emerging  science  called  RNA 
interference,  which  may  offer  a  new  way 
to  suppress  disease-causing  genes.  Until 


l- CHANGE  OVER  PREVIOUS  YEAR  ~i 
53%  517% 


last  year,  Nucleonics  was  pursuing  ten 
many  potential  drugs  to  attract  VCs.  "S< 
we  pulled  back  and  rewrote  the  busines: 
plan,"  Towarnicki  says.  The  company  i 
now  focused  on  a  drug  to  treat  hepatiti 
B— a  virus  that  afflicts  350  million  peopli 
worldwide.  With  a  market  expected  t( 
grow  sevenfold  by  2011,  to  $2.8  billion 
Nucleonics  recently  raised  $49.2  million 
one  of  the  biggest  biotech  deals  this  yeai 

RECENT  SETBACKS 

BUT  NUCLEONICS  WON'T  be  getting  al 
the  money  at  once.  Investors  will  hand  i 
over  in  pieces  as  the  company  achieve* 
specific  goals,  such  as  positive  trial  re 
suits.  These  deals  grew  in  popularity  aftei 
VCs  watched  in  horror  as  many  experi 
mental  drugs  they  funded  in  the  boom  ul 
timately  failed.  "We  have  a  major  focus! 
now  on  milestone-based  investing,"  says 
Chris  Ehrlich,  a  partner  at  VC  firm  Inter 
West  Partners.  InterWest  is  about  to  join  a 
$45  million  biotech  funding,  but  only 
about  25%  will  be  given  up  front.  "You've 
got  to  sing  for  your  supper,"  says  Ehrlich. 
Some  disappointing  recent  initial  public 
offerings  have  made  VCs  more  picky.  Al 
though  eight  biotechs  and  pharmaceutical 
firms  went  public  in  the  first  quarter,  rais 
ing  a  total  of  $549  million  for  their  VCs. 
the  sector's  two  most  recent  IPOs  flopped. 
Critical  Therapeutics  Inc.  and  Acadia 
Pharmaceuticals  Inc.,  which  went  public 
in  May,  each  raised  little  more  than  hall 
what  their  investors 
had  originally  hoped 
for.  "It's  blood  on  the 
wall,"  says  Alan  G.  Wal- 
ton, senior  general  part- 
ner at  Oxford  Bio- 
science  Partners,  which 
funded  both  Acadia  and 
Critical.  "How  can  we 
fund  innovation  if  the 
public  isn't  interested?" 
Even  so,  biotechs  are 
still  knocking  on  VCs' 
doors.  Ron  Cohen,  CEO 
of  Acorda  Therapeutics 
Inc.,  ditched  a  planned 
IPO  in  January  and  instead  went  looking 
for  private  investors  to  add  to  the  $55.3 
million  in  VC  capital  Acorda  raised  last 
year.  In  March,  the  company  pocketed 
$11.3  million  more,  much  of  which  will  go 
to  developing  a  drug  for  multiple  sclerosis 
and  spinal  cord  injury.  "The  terms  maybe 
more  stringent,  but  there's  still  a  robust 
market  for  companies  with  good 
prospects,"  he  says.  Provided,  of  course, 
they've  got  a  clear  path  to  actual  prod- 
ucts—not  just  empty  promises.  ■ 

-ByArlene  Weintraub  in  Los  Angeles 
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MUM'S 
THE  WORD 

Nortel  Networks  investors  will 
have  to  wait  longer  to  get  a 
true  picture  of  the 
beleaguered  telecom 
equipment  company's 
finances.  A  month  into  his  new 
job,  CEO  William  Owens 
disappointed  Wall  Street  on 
June  2  with  the  news  that 
Nortel  won't  release  long- 
awaited  financial  results  for 
2003  or  the  first  quarter  of 
2004.  He  also  wouldn't  say 
when  the  results  would  be 
available  from  the  company, 
which  is  being  probed  by 
American  and  Canadian 
regulators  following 
revelations  of  accounting 
irregularities  last  year. 
Investors  sent  Nortel  shares 
tumbling  6.1%,  to  $3.83. 

What's  taking  so  long? 
Owens  told  BusinessWeek  that 
Nortel  is  combing  the 
numbers  with  "excruciating 
detail.  If  I  knew  of  a  way  to  get 
it  done  faster,  I  would  dedicate 
the  resources.  It's  frustra7 

Customers  could  feel 
frustrated,  too.  Owens  claims 
they're  satisfied,  but  analysts 
say  longtime  customer  Sprint 
is  monitoring  Nortel.  If  Owens 
doesn't  deliver  financials 
soon,  Nortel's  recovery  could 
be  threatened. 

-Roger  O.Crockett 


SUN  WARMS 
TO  FUJITSU 

Sun  Microsystems  is  getting 
cozier  with  longtime 
Japanese  business  partner 
Fujitsu.  By  2006,  the  troubled 
Silicon  Valley  computer 
maker  will  merge  its  core 
server  line  with  Fujitsu's 
similar  products,  Sun  Chief 
Executive  Scott  McNealy  said 
on  June  1.  The  first  computers 
from  the  combined  effort 
won't  be  out  until  2006,  but 
sales  reps  from  the  two 
companies  will  soon  start 
selling  one  another's 
equipment.  The  deal  should 
help  cost- cutting  efforts  at 
Sun,  which  has  seen  revenues 
decline  over  the  previous  year 
for  the  last  12  consecutive 
quarters.  But  whether  the 
collaboration  with  Fujitsu 
will  help  Sun  regain  market 
share  lost  to  IBM,  Dell,  and 
others  remains  unclear. 


SPITZERGUNS 
FOR  GLAXO 


The  offensive  of  New  York 
State  Attorney  General  Eliot 
Spitzer  against  alleged 
corporate  wrongdoing 
continues  unabated.  On  June 
2,  Spitzer  filed  a  lawsuit 
against  British  drugmaker 
GlaxoSmithKline  over  the 
marketing  of  its 
antidepressant  drug  Paxil. 
Spitzer's  suit,  filed  in  New 
York  State  Supreme  Court, 
claims  GSK  withheld  negative 
information  regarding  the 


drug's  effect  on  adolescents 
and  children,  including  data 
that  showed  a  possible  link  to 
suicidal  thinking  and  acts.  In 
a  statement,  Glaxo  said  that  it 
acted  responsibly.  In  the  past 
few  weeks,  Spitzer's  office  said 
it  has  filed  suit  against  five 
coal-fired  plants  in  West 
Virginia  for  allegedly  violating 
the  Clean  Air  Act,  obtained 
settlements  from  five  North 
County  (N.Y.)  auto  dealers  for 
alleged  false  advertising,  and 
got  barnesandnoble.com  to 
correct  an  Internet  security 
breach.  An  attorney  general's 
work  is  never  done. 


CLEARING  A 
TELECOM  LINE 

The  telecom  industry's 
network  leasing  logjam 
appears  to  have  been  broken. 
On  May  31,  long-distance 
carrier  MCI  struck  a  deal  with 
local  phone  company  Qwest 
Communications  International 
for  access  to  its  phone  lines  at 
prices  set  by  the  companies, 
instead  of  the  federal 
government.  MCI  will  pay 
current  wholesale  access 
rates  until  the  end  of  the  year. 
Then  those  rates  "will 
increase  an  average  of  less 
than  $5,"  according  to 
Qwest,  until  January,  2007 
The  deal  could  lead  to  similar 
agreements  between  AT&T 
and  local  phone  carriers. 


THE  SEC  SLAPS 
SYMBOL  TECH 

Symbol  Technologies,  a 

Holtsville  (N.Y.)  maker  of 
wireless  data  systems,  was 
expected  on  June  4  to  settle 
accounting  fraud  charges 
with  the  Securities  &  Exchange 
Commission,  and  pay  a  $37 
million  fine.  Eleven  former 
Symbol  executives  are  facing 
SEC  charges  in  connection 
with  the  case.  The  fine  is 
among  the  largest  the  agency 
has  levied  against  a  company 


for  accounting  misdeeds. 
From  1998  through  early 
2003,  Symbol  allegedly  used 
fraudulent  accounting  to 
overstate  revenues  by  $230 
million  and  pretax  earnings 
by  $530  million.  The  SEC 
contends  that  Symbol  execs 
falsified  accounting  entries  tc 
meet  management5 s  revenue 
targets. 


ETCETERA... 

»  Dow  Corning  emerged  from 
bankruptcy  on  June  1,  after 
nine  years. 

»  Faced  with  slow  growth, 
Sony  Electronics  exited  the 
U.S.  handheld  market 
»  TIAA-CREF  will  offer 
retirees  only  investment 
funds  that  meet  its  new 
governance  rules. 


CLOSING  BELL 


Wall  Street  has 
been  dazzled  by 
Blue  Nile  since  the 
e-jeweler'sMay20 
initial  public 
offering  at  $20.50. 
In  the  two  trading 
days  ended  on  June 
2,  its  shares  rose 
13%,  to  $38.20. 
Blue  Nile's  IPO  was 
priced  at  a  discount 
to  other  e-tailers, 
and  investors  are 
closing  the  gap. 


.DOLLARS 


MAY  24. '04  JUNE  2 

Data:  Bloomberg  Financial  Martlets 
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Middleware  is  Everywhere. 


Can  you  see  it? 


Key 


1.  Software  built  with  development  platform. 

2.  Wireiess  app  designed  without  a  glitch. 

3.  Latest  interface  deployed  under  budget. 

4.  New  product  launched  ahead  of  schedule. 

5.  Better  software  leaves  competition  in  dust. 
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MIDDLEWARE  IS  IBM  SOFTWARE.  Software  like 
Rational®  It's  the  power  behind  the  IBM  Software 
Development  Platform  and  the  key  to  creating  real 
competitive  advantage.  It  integrates,  builds,  modernizes, 
extends  and  deploys  software  efficiently.  Open  and 
modular,  you  can  build  on  existing  assets.  And  your 
business  reaps  rewards.  That's  ON  DEMAND  BUSINESS. 


See  how  companies  succeed  using  the  IBM  Software  Development  Platform  at  ibm.com/middleware/develop 
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GINZA  Employment 
is  up,  and  so  is 
consumer  spending 
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IS  JAPAN  BACK? 

Stock  markets  and  once-struggling  industries  are 
soaring— despite  deflation  and  heavy  debt  Here's  why 
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ONE  OF  THE  BIG  SUR- 
prises  of  the  global  econ- 
omy is  Japan's  remark- 
able turnaround.  It  has 
grown  faster  than  the 
U.S.  over  the  past  sue 
months,  and  its  3.2%  ex- 
pansion for  the  fiscal  year  ended  in  March 
is  the  best  showing  the  country  has  man- 
aged since  1996.  The  stock  market  is  up 
45%  over  the  past  13  months.  The  econo- 
my is  generating  jobs  again,  pushing  un- 
employment to  a  three-year  low  of  4.7%. 


Exports— always  a  strong  driver  of 
Japan's  economy— are  soaring,  particular- 
ly to  China.  "Japan  has  not  been  this 
strong  in  the  past  decade,"  says  General 
Electric  Co.  Chairman  Jeffrey  R.  Immelt. 

The  surprise  is  that  more  and  more  of 
the  recovery  is  being  powered  by  demand 
at  home,  both  from  businesses  and  con- 
sumers. On  May  28,  Japan  reported  that 
household  spending  shot  up  7.2%  in  April 
from  the  year- earlier  period  as  shoppers 
flocked  to  department  stores  and  dis- 
counters, stocking  up  on  everything  from 


suits  to  stereos.  You  have  to  go  back  to  the 
heady  days  of  1982  to  see  that  kind  of 
consumer  splurge  in  Japan. 

This  Japanese  surge  wasn't  supposed  to 
happen.  After  all,  over  the  past  decade  a 
historic  plunge  in  stock  and  land  prices, 
three  recessions,  and  stagnant  growth 
have  wiped  out  as  much  wealth  as  World 
War  II  did— though  much  of  that  was  the 
wealth  of  a  bubble  economy,  unrealistic 
valuations  doomed  to  fall.  The  problem  is 
that  the  authorities  opted  for  a  slow  work- 
out to  avoid  bankruptcies  and  massive  un- 
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employment.  That  approach  preserved 
social  stability  but  cost  trillions— money 
that  could  have  been  spent  resurrecting 
the  country  more  quickly— and  helped 
push  Japan  into  troublesome  deflation. 
Even  today  the  nation  continues  to  suffer 
from  major  structural  problems:  a  still- 
fragile  banking  system,  a  central-govern- 
ment debt  burden  equal  to  160%  of  gross 
domestic  product,  and  a  sovereign  credit 
rating  more  suited  to  a  banana  republic 
than  to  the  world's  second-biggest  econo- 
my. Nonetheless,  Japan  clearly  is  moving 
forward.  Here's  why: 

Japan  was  written  off  as  hopeless  just  18 
months  ago,  but  the  numbers  are  finally 
looking  good.  What's  going  on? 

To  understand  the  answer,  you  have  to 
remember  Japan  in  its  heyday:  Ever-high- 
er exports  to  the  U.S.  built  up  the 
strength  of  the  keiretsu,  those  vast  net- 
works of  corporations  that  supported  all 
members,  no  matter  how  weak.  Mean- 
while, high  prices  at  home  propped  up 
domestic  industries  and  robbed  the 
Japanese  consumer  of  buying  power.  The 
system  worked— until  the  keiretsu  banks 
fueled  a  huge  property  bubble  and  gigan- 
tic overcapacity  in  the  manufacturing  sec- 
tor. The  banks  refused  to  cut  off  deadbeat 
borrowers,  and  recession  set  in.  Not  even 
continued  U.S.  demand  for  Japanese 
products  could  end  the  downturn  that 
started  in  1993  and  staggered  on  for  near- 
ly a  decade. 

Today,  though,  japan  is  a  beneficiary  of 
global  trends  that  didn't  exist  when  it  slid 
into  trouble.  First,  there's  the  rise  of  intra- 
Asian  trade.  A  half- decade  ago  few  un- 
derstood how  much  Japan  would  gain 
from  China's  boom.  Chinese  manufactur- 
ers and  consumers  have  been  eager  buy- 
ers of  the  machine  tools,  chipmaking 
equipment,  cars,  and  consumer  products 
that  Japan  excels  at  making.  Last  year 
two-way  trade  with  China  shot  up  30.4%, 
to  $132.4  billion,  for  the  first  time  eclips- 
ing import  and  export  volumes  with  the 
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U.S.  And  if  s  not  just  China:  Southeast 
Asia  has  also  bounced  back  from  the 
Asian  financial  crisis  of  1997-98.  Last 
year,  Japanese  exports  to  Southeast  Asia 
rose  10%,  to  $60  billion. 

Japan  is  also  raking  in  money  from  the 
growing  global  demand  for  must-have 
gadgets  such  as  digital  cameras,  flat- 
screen  televisions,  and  DVD  recorders- 
products  where  it  still  has  an  edge.  The 
digital-appliance  boom  has  in  turn  creat- 
ed business  for  Japanese  machine-tool 
companies  that  make  specialized  ma- 
chinery needed  to  crank  out  microchips 
used  in  these  products.  Machine-tool  or- 
ders surged  25%  in  2003,  to  $8.3  billion, 
government  data  show. 

Tech  isn't  Japan's  sole  salvation.  Some- 
thing else  happened,  too,  with  little  help 
from  the  government  of  Prime  Minister 
Junichiro  Koizumi  or  any  other  politician: 
The  mighty  keiretsu  started  to  lose  their 
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grip  on  the  economy.  Deflation,  debt,  and 
stagnant  demand  at  home  chipped  away 
at  corporate  profits,  forcing  the  weakest 
into  bankruptcy.  The  tight  relationships 
among  banks  and  borrowers,  manufac- 
turers, and  suppliers  started  to  fray.  To 
survive  the  strongest  companies  went  off- 
shore to  produce  their  goods  and  ship 
them  back  to  Japan  at  ever-lower  prices. 
At  the  same  time,  Japan's  consumer 
psychology  started  to  change,  and  defla- 
tion, ruinous  as  it  was,  proved  to  have  a 
hidden  payoff.  Shoppers  demanded  lower 
prices  and  got  them— at  entirely  new  re- 
tail categories  such  as  "100  yen"  shops, 
discount  grocers,  and  warehouse-style 
department  stores  offering  more  and 
cheaper  imported  goods.  So  Japan's 
hard-pressed  consumers  finally  could 
stretch  their  spending  power,  even  on 
scantier  wages.  With  employment  pick- 
ing up  and  strong  economic  growth, 


JAPAN'S  COMEBACK:  WHAT  THE  NUMBERS  SHOW 


The  economy  is  back 
on  stable  footing... 

PERCENT 


.powered  by  a  rebound 
in  factory  output... 


PERCENT 


.a  greater  willingness 
by  business  to  spend. 


PERCENT 


.and  a  much-awaited  bounce 
in  consumer  spending 

PERCENT 


CAPITAL  EXPENDITURES* 
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Data:  Bank  of  Japan,  estimates  by  UBS  Securities  Japan     'YEAR-ON-YEAR  GROYffH  FOR  FISCAL  YEAR  ENDED  IN  M  *RCH 
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nany  now  have  the  best  of  both  worlds: 
iteady  incomes  and  still-decent  prices. 

Global  investors  are  starting  to  ampli- 
y  these  trends.  Over  the  past  three  years, 
)anks  have  sold  off  shares  they  held  in 
.•ompanies  to  meet  new  capital  require- 
nents.  Those  sales  sent  the  Nikkei  225 
itock  index  to  20-year  lows  13  months 
igo.  But  the  sell-off  sparked  interest  in 
apanese  stocks  among  foreign  investors, 
vho  poured  $77  billion  into  Japanese  eq- 
lities  last  year  and  now  control  30%  of 
he  shares  traded  on  the  Tokyo  bourse. 

Those  foreign  shareholders  are  de- 
nanding  better  corporate  governance, 
jrofitability,  and  transparency.  In  Decem- 
>er,  for  instance,  private  equity  fund  Steel 
'artners  Japan  Strategies  LP  launched  a 
lostile  takeover  of  Yushiro  Chemical  In- 
iustry  Co.  Why?  Steel  Partners,  which 
)wned  8.9%  of  the  cash-rich  machine-oil 
riaker,  was  tired  of  the  company's  low 
itock  price  and  paltry  dividend.  Yushiro 
ended  off  the  attack,  but  its  managers 
igreed  to  raise  its  dividend  fourteen-fold. 
\merican  private  equity  players  are  at 
vork,  too.  Carlyle  Group  and  Lone  Star 
ire  on  the  prowl  for  turnaround  plays  af- 
:er  seeing  the  success  Ripplewood  Hold- 
ngs  had  with  its  investments  in  Japan 
relecom  and  the  near-bankrupt  Long- 
term  Credit  Bank,  now  called  Shinsei. 

sn't  too  much  of  Japan's  recovery  linked 
:o  the  volatile,  overheated  China  trade? 

That's  a  legitimate  worry.  "Japan's  re- 
lation is  just  the  mirror  image  of  China's 


Japan's  Banks: 
Getting  Healthy 

For  a  long  time  they  were  a 
source  of  weakness.  Now 
they're  cutting  bad  loans  fast 
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investment  cycle  overshooting,"  says 
Hong  Kong-based  Morgan  Stanley  econ- 
omist Andy  Xie.  Regarded  as  a  China 
bear,  Xie  thinks  the  good  times  will 
be  short-lived.  The  bubble  in  China  has 
sparked  a  capital-expenditure  turn- 
around in  Japan,  he  says,  and  that  has  fed 
into  the  rebound  in  consumer  spending. 
Once  China  collapses,  Xie  says,  Japan 
will  suffer. 

The  argument,  though,  may  be 
overblown.  Few  think  the  long-term  out- 
look for  China  is  anything  but  rosy,  and 
there  are  some  signs  that  the  country  is 
headed  for  a  soft  landing.  Unless  the  U.S. 
were  to  crash  at  the  same  time,  it's  hard  to 
imagine  Japan  falling 
back  into  recession. 
Moreover,  such  reason- 
ing ignores  the  fact 
that,  while  Japanese 
companies  have  rushed 
to  build  up  Chinese 
plant  capacity  to  sell 
goods  to  consumers 
there,  they're  also  using 
China  as  a  cheap  pro- 
duction base  to  sell 
products  back  home 
and  around  the  world. 
Imports  from  China 
shot  up  21.9%,  to  $75 
billion,  in  2003.  About 
15%  of  that,  says  the 
Japan  External  Trade  POods-and 
Organization,  was  "re-  |ower  prjegg 
verse    imports"— sub- 


sidiaries of  Japanese  companies  sending 
Chinese-made  PCs,  printers,  and  DVD 
players  back  home.  China  may  see  boom- 
and-bust  periods  that  crimp  Japanese  ex- 
port growth,  but  Corporate  Japan  still 
benefits  from  having  a  vast  production 
base  on  the  mainland. 

Has  Japan  Inc.  really  restructured  enough 
to  regain  its  global  stature? 

It  depends  on  which  part  of  Japan  Inc. 
you're  talking  about.  There  has  been  a 
true  revival  in  the  competitiveness  of  the 
biggest  multinationals,  particularly  in 
electronics,  steel,  and  autos.  Nissan  Mo- 
tor Co.,  for  instance,  had  a  near-death  ex- 
perience but  was  revived  by  foreign  capi- 
tal and  world-class  managers  such  as 
CEO  Carlos  Ghosn.  Today,  Nissan  is  en- 
joying record  profits.  Ghosn  sees  enor- 
mous potential  in  Japan  given  its  educat- 
ed and  diligent  workforce,  engineering 
smarts,  and  manufacturing  prowess. 
"Every  problem  has  a  solution,"  he  says. 
"The  key  is  getting  people  thrilled  about 
what's  going  on  in  the  company." 

Other  Japanese  outfits  have  relied  on 
homegrown  talent  to  pull  out  of  the  rut. 
At  Matsushita  Electric  Industrial  Co.,  CEO 
Kunio  Nakamura  has  closed  or  stream- 
lined dozens  of  plants,  cut  the  workforce 
by  20%  since  2000,  and  last  year  poured 
some  $5.5  billion  into  research  and  de- 
velopment. Even  Old-Economy  main- 
stays such  as  Toray  Industries  Inc.,  a 
manufacturer  of  synthetic  fibers,  and 
steelmaker  JFE  Holdings  Inc.  have 
stormed  back  to  profitability  with  decisive 
downsizing  and  a  shift  to  higher-margin 
products.  All  in  all,  the  average  return  on 
equity  of  Japan's  400  top  nonfinancial 
companies  has  jumped  fourfold,  to  7%, 
since  1998.  Goldman,  Sachs  &  Co.  thinks 
it  could  hit  10%  by 
2006.  Another  new 
trend  is  part-time  em- 
ployment, which  adds 
to  companies'  operat- 
ing flexibility.  Last  year 
the  number  of  temps 
soared  21.8%,  to  2.13 
million  workers— 2/2 
times  as  many  as  five 
years  ago. 

That  said,  there  are 
still  plenty  of  back- 
ward-looking compa- 
nies. While  labor  pro- 
ductivity increased 
about  2%  overall  in 
2003,  the  biggest  gains 
came  from  giants  such 
as  Toyota  and  Canon. 
Services,    retail,    con- 
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Who  Helped  Turn  Japan  Around? 

Plenty  of  executives,  investors,  and  workers  made  the  comeback  happen. 
But  in  the  public  arena,  three  figures  stand  out: 


JUNICHIRO 
KOIZUMI 
PRIME 
MINISTER 

AGENDA  Elected  three 
years  ago,  Koizumi 
promised  to  fix  Japan's 
insolvent  pension 
system,  force  sick 
banks  to  write  off  dud  loans,  and  slash  the 
government's  massive  budget  deficits.  Koizumi 
has  delivered  only  on  his  promise  to  fix  the 
banks.  But  he  lucked  out:  A  booming  China 
turbocharged  exports  last  year,  which  in  turn 
has  revitalized  business  investment  and 
increased  consumer  spending. 

CHALLENGE  The  pension  system  and 
government  finances  are  still  a  mess,  and 
Koizumi  has  to  watch  his  back  to  make  sure 
the  Liberal  Democratic  Party's  antireform 
factions  don't  shred  his  policies  completely. 


struction,  and  food  processing— which 
represent  some  60%  of  total  employ- 
ment—lag far  behind,  says  Nikko  Citi- 
group Ltd.  economist  Jeffrey  Young.  "In 
some  cases,  productivity  is  falling  out- 
right," he  points  out.  That  lack  of  pro- 
ductivity translates  to  scarce  earnings.  In 
the  past  fiscal  year  the  five  most  profitable 
enterprises  represented  some  25%  of  the 
pretax  income  of  Japan's  300  biggest 
companies,  Young  says.  So  while  Japan 
has  made  progress,  its  restructuring 
drive  still  needs  to  go  deeper. 

The  banking  sector  seems  to  be  bouncing 
back.  Will  that  make  much  of  a 
difference? 

This  is  one  area  where  Koizumi  de- 
serves credit.  His  appointment  of  Heizo 
Takenaka  as  Japan's  economics  czar  and 
top  bank  regulator  was  smart.  Takenaka 
has  forced  Japanese  bankers  to  reclassify 
marginal  loans  as  the  duds  that  they  real- 
ly are  and  made  them  drop  accounting 
gimmicks  that  hide  problems.  For  in- 
stance, in  March,  auditors  discovered  that 
banking  group  UFJ  Holdings  Inc.  had  un- 
derreported  loans  by  some  $9.1  billion 
and  needed  to  shore  up  reserves  by  $8.4 
billion.  As  a  result,  UFJ  reported  a  $3.6  bil- 
lion loss  last  year— a  shock,  but  also  a  re- 
freshing change  after  years  of  book- doc- 


HEIZO 
TAKENAKA 
ECONOMICS 
MINISTER 

AGENDA  Takenaka 
promised  to  knee-cap 
bankers  who  continued 
to  rely  on  accounting 
tricks  and  sloppy  loan 
classifications  to  cover  up  their  problems. 
Livid  bankers  and  LDP  party  elders  blasted  the 
former  Keio  University  Professor  as  a  naive 
academic.  Takenaka  held  tough.  In  early  2003 
he  forced  Japan's  biggest  regional  lender, 
Resona  Bank,  to  declare  itself  insolvent  after 
using  tax  credits  to  dress  up  its  books.  Today, 
dud  loans  in  major  banks  have  been  whittled 
down  to  $124  billion,  or  5%  of  their  loan  books. 

CHALLENGE  Keeping  a  vigilant  eye  out  for 
the  remaining  skeletons  in  the  closets  of 
Japan's  banks. 


toring  with  tacit  government  permission. 
The  other  side  of  the  bank  problem  is 
that  many  companies  that  were  going  to 
go  under  have  already  gone  bankrupt, 
while  borderline  cases  have  returned  to 
health  as  the  economy  improved.  Last 
year  the  number  of  corporate  bankrupt- 
cies fell  by  16.6%.  The  banks  have  writ- 
ten off  much  of  the  debt  owed  by  those 
companies  or  sold  it  to  a  government 
loan-workout  corporation.  So  the  level  of 
nonperforming  loans  at  major  Japanese 
banks  has  dropped  by  about  half  over 
the  past  two  years,  to  $124  billion, 
or  about  5%  of  their  loan  books.  This 
could  prove  a  tremendous  boost  for 
the  economy.  With  the  banking  sector 
in  a  funk,  total  loans  have  been  declining 
for  the  past  six  years,  hobbling  the 
ability  of  enterprises  to  raise  capital 
for  expansion. 

What  are  the  challenges  for  Japan  now? 

Japan  still  suffers  from  deflation, 
which  took  root  in  1998.  Most  econo- 
mists, though,  think  prices  are  hitting 
bottom  and  will  start  rising  modestly  late 
next  year.  The  government  also  faces  a 
Godzilla-sized  debt  problem.  Its  national 
pension  scheme  is  such  a  mess  that  most 
workers— and  even  some  politicians— 
don't  bother  to  pay  into  it.  These  troubles 


TOSHIHIKO 
FUKUI 
GOVERNOR, 
BANK  OF  JAPAN 

AGENDA  Fukui  has 
been  much  more  in  sync 
with  the  Koizumi  regime 
than  his  predecessor.  He 
has  kept  the  overnight 
money  markets  flush  with  yen  so  the  banks  are 
happy.  He  dutifully  carried  out  MOF  requests 
to  prevent  the  yen  from  appreciating  too 
rapidly  against  the  dollar.  That  has  helped  to 
keep  Japan's  export  machine  humming.  And 
he  has  vowed  to  maintain  Japan's  ultralow 
interest  rates  until  deflation  is  completely 
stamped  out. 

CHALLENGE  At  some  point,  Fukui  needs  to 
wean  Japan  off  its  easy  credit  before  inflation 
sets  in,  but  if  he  raises  rates  too  fast  he  could 
stifle  the  recovery. 


Data  8us<ness  Wee* 

are  fixable  provided  Japan  keeps  growing 
and  Koizumi  can  push  through  higher 
pension  premiums  and  rein  in  govern- 
ment spending.  But  it  will  take  years,  if 
not  decades. 

Then  there's  the  issue  of  when  the  Bank 
of  Japan  will  boost  its  benchmark  interest 
rate  from  the  near-zero  level  it  has  main- 
tained since  1999.  BOJ  Governor  Toshihiko 
Fukui  probably  won't  move  till  consumer 
prices  start  to  rise  next  year,  and  even  then 
will  only  raise  rates  modestly.  That 
shouldn't  hurt.  But  if  inflation  sets  in,  he 
may  have  to  be  more  aggressive.  Then  the 
government's  debt  costs  would  rise,  which 
in  turn  could  make  it  harder  to  reduce  the 
deficit  and  cut  spending. 

For  now,  ordinary  Japanese  finally 
have  a  reason  for  cautious  optimism. 
Kimiko  Hasegawa,  50,  recently  spent  an 
afternoon  looking  through  designer 
dresses  at  the  upscale  Mitsukoshi  depart- 
ment store  in  the  Ginza.  "For  the  past  two 
years,  I  only  shopped  at  discounters,"  she 
says.  If  Japan  can  keep  growing  and  get 
its  competitive  groove  back,  more  and 
more  Japanese  might  feel  confident 
enough  about  their  economic  future  to 
splurge.  For  the  world  economy,  that 
could  be  a  very  good  thing.  ■ 

-By  Brian  Bremner,  with  Hiroko 
Tashiro,  in  Tokyo 
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The  U.S.  and  Europe: 
Friends  Again,  For  Now 


ARE  TRANSATLANTIC  RELATIONS  on  the  mend?  The  mood  music  sur- 
rounding George  W.  Bush's  early  June  trip  to  France— the  leader 
of  last  year's  diplomatic  moves  to  counter  U.S.  and  British  war 
plans  against  Iraq— promises  to  sound  downright  friendly.  There 
will  be  a  June  5  dinner  with  Jacques  and  Bernadette  Chirac  at  the 

the  favored  candidate  for  Europeans,  a 


Elysee  Palace  in  Paris,  followed  by  what 
will  no  doubt  be  a  heartfelt  commemora- 
tion of  the  60th  anniversary  of  D-Day  the 
next  day  at  the  vast  American  war  cemetery 
near  Omaha  Beach. 

It  will  all  be  a  reminder  of  the  common 
values  of  democracy,  the  rule  of  law,  and  in- 
dividual rights  that  bind  the  two  sides  of 
the  Atlantic.  When  it  comes  to  the  Bush  vis- 
it, says  Francois  Heisbourg,  an  adviser  to 
the  Defense  Ministry  and  director  of  the 
Foundation  for  Strategic  Research  in  Paris, 
"we  are  going  to  be  on  our  best  behavior." 

There  are  ample  reasons  on  both  sides 
why  no  one  is  going  to  spoil  this  party— for 
now.  The  Bush  Administra- 
tion badly  needs  the  help  of 
allies  such  as  France  and 
Germany  to  give  interna- 
tional legitimacy  to  the  June 
30  handover  of  power  to  the 
newly  named  Iraqi  govern- 
ment of  President-designate 
Ghazi  al-Awar  and  Prime 
Minister-designate  Ayad 
Alawi.  On  the  French  side, 
Chirac  has  toned  down  his 
calls  for  a  "multipolar" 
world  and  a  European 
Union  strategic  planning  ca- 
pability independent  of 
NATO.  He  and  Chancellor 
Gerhard  Schroder  sense  ^^^^ 
there  is  no  further  political 
gain  in  alienating  Washington,  especially  at 
such  a  sensitive  time  in  the  Middle  East. 
"Do  not  do  anything  that  will  make  it  hard- 
er for  Bush  and  for  America  in  Iraq— those 
are  the  marching  orders  now  in  Europe," 
says  Julian  Lindley-French  of  the  Geneva 
Center  for  Security  Policy.  "Their  failure  in 
Iraq  is  our  failure." 

With  just  six  months  until  the  U.S.  Pres- 
idential elections,  European  leaders  are 
also  hedging  their  bets.  John  Kerry  is  by  far 


CHIRAC  AND  BUSH 

Trade  issues 
could  spoil  the 
bonhomie 


politician  "who  doesn't  see  countries  with 
whom  America  has  a  relationship  as  either 
vassals  or  enemies,"  as  one  French  official 
privately  puts  it.  But  Bush  may  yet  be  re- 
elected. If  so,  the  hope  in  Paris,  Berlin,  and 
other  capitals  is  that  he  will  be  forced  to  jet- 
tison some  of  his  more  hard-line  officials  in 
a  second  Administration. 

Mounting  Pressure 

YET  THERE  ARE  LIMITS  to  how  far  Euro- 
peans are  willing  to  go  to  support  the  Bush 
Administration  in  Iraq.  British  Prime  Min- 
ister Tony  Blair  is  still  facing  unrelenting 
criticism  over  the  war,  in- 
cluding from  Labour  back- 
benchers. Prime  Minister 
Silvio  Berlusconi's  coalition 
government— an  early,  un- 
conditional supporter  of 
Bush— is  facing  mounting 
pressure  to  reduce  Italy's 
military  contingent  in  Iraq. 
And  any  hopes  of  French  or 
German  troops  helping  to 
police  Iraq  have  been 
dashed.  "French  soldiers 
won't  be  going,  either  now 
or  later,"  French  Foreign  Minister 
Michel  Barnier  said  in  mid-May. 

Even  if  Europeans  give  rhetorical 
support  to  U.S.  efforts  in  Iraq,  other  is- 
sues threaten  to  set  transatlantic  rela- 
tions on  edge  again.  Little  common 
ground,  for  example,  has  been  found  on  a 
joint  U.S.-European  initiative  to  bring 
democracy  to  the  Mideast.  And  trade  issues 
are  on  the  boil  as  the  U.S.  considers  launch- 
ing a  World  Trade  Organization  complaint 
over  alleged  European  government  subsi- 
dies of  Airbus.  The  talk  in  Normandy  will  be 
of  reconciliation,  but  the  transatlantic  rela- 
tionship may  well  remain  tense.  ■ 

-By John  Rossant  in  Paris 


GLOBAL 
WRAPUP 

YUKOS'  TROUBLES  HIT 
RUSSIA'S  MARKET 

RUSSIA'S  STOCK  market  has 
nosedived  amid  growing  fears 
that  Yukos,  Russia's  largest  oil 
company  by  market 
capitalization,  is  on  the  brink  of 
bankruptcy.  The  benchmark 
RTS  index  tanked  by  7%  in  the 
last  week  of  May  after  a 
Moscow  court  upheld  a  $3.4 
billion  back-tax  claim  against 
the  company.  Yukos  is 
appealing,  but  signs  indicate 
that  the  courts  now  always  toe 
the  government  line  in  a  highly 
politicized  case. 

Investors  fear  that 
bankruptcy  could  pave  the  way 
for  renationalization  of  Yukos, 
whose  owner  and  former  CEO, 
Mikhail  Khodorkovsky,  is  soon  to 
stand  trial  on  fraud  and  tax 
evasion  charges.  Thanks  to 
growing  fears  about  the 
company,  the  RTS  has  lost  27% 
of  its  value  since  reaching  an 
all-time  high  in  mid-April. 

BOND  INVESTORS  STILL 
ANGRY  AT  ARGENTINA 

AFTER  PLAYING  hardball  for 
months,  a  cash-rich  Argentina 
has  finally  thrown  a  bone  to 
angry  investors  sitting  on  $100 
billion  in  defaulted  bonds.  On 
June  1  the  government  said  it 
would  recognize  up  to  $23 
billion  in  unpaid  interest  that 
has  accrued  since  the  December, 
2001,  default,  effectively  cutting 
the  implied  loss  to  investors  to 
75%  from  the  92%  in  its 
original  offer  last  September. 

Although  that's  an 
improvement,  bondholders  still 
reject  the  notion  of  such  a  huge 
"haircut,"  which  is  unpre- 
cedented by  the  standards  of 
other  sovereign  defaults  and 
flies  in  the  face  of  an  export- 
booming  economy  that  grew 
8.7%  last  year.  The  government 
claims  the  current  offer  is  final 
but  may  have  to  improve  its 
terms  if  it  wants  a  deal  soon. 
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e  Corporation  New  Products 


REINEMUND 


whnt  consumer, 
are  looking  for" 


A  Thousand 
And  One  Noshes 

How  Pepsi  deftly  adapts  products  to 
changing  consumer  tastes 


EW  COMPANIES  SEEM  AS 
pained  by  the  thought  of 
missing  a  customer  as  Pepsi- 
Co. Every  year,  the  food  and 
beverage  giant  adds  more 
than  200  product  variations 
to  its  vast  global  portfolio— 
which  ranges  from  Quaker  Soy  Crisps  to 
Gatorade  Xtremo  Thirst  Quencher. 
Steven  S.  Reinemund,  chairman  and 
chief  executive  officer,  believes  that  con- 
stant quest  for  change,  more  than  even 
quality  and  value,  is  what  has  driven  the 
Purchase  (N.Y.)  company  to 
consistent  double-digit  earn- 
ings growth.  As  Reinemund 
has  put  it:  "Innovation  is  what 
consumers  are  looking  for,  par- 
ticularly in  the  small,  routine 
things  of  their  life." 

What  distinguishes  PepsiCo 
from  some  competitors  is  an  in- 
tense lack  of  sentimentality 
about  its  principal  brands.  Sure, 


it  continues  to  hawk  core 
products  such  as  Pepsi  cola 
and  Lay's  potato  chips, 
adding  flavors  and  doing 
targeted  marketing  cam- 
paigns every  year  to  jazz  up 
consumer  interest.  But 
Reinemund  &  Co.  seem  far 
more  obsessed  with  understanding  and 
catering  to  changing  tastes  than  in  trying 
to  shape  them.  To  capitalize  on  the  grow- 
ing market  for  New  Age  herbally  en- 
hanced beverages,  for  example,  the  com- 


a  Toci 

The  Best  Performers 


pany  acquired  SoBe  Beverages  for  $370 
million  in  2001.  Since  then,  the  company 
has  extended  the  brand  with  such  offer- 
ings as  the  energy  drink  SoBe  No  Fear, 
SoBe  Synergy  targeted  at  the  school-aged 
market  with  50%  juice,  and  SoBe  Fuerte, 
aimed  at  the  Hispanic  market. 

HEALTHY  NUMBERS 

PEPSICO'S  HUGE  Frito-Lay  division, 
which  dominates  60%  of  the  U.S.  chip 
market  and  had  $9.1  billion  in  revenues 
last  year,  has  been  equally  adept  at  com- 
ing up  with  products  to  reflect  changing 
tastes  and  demographics.  Even  amid  the 
low-carb  craze,  it  racked  up  4%  volume 
growth  last  year,  thanks  to  new  flavors 
and  healthier  ingredients.  "They  have  an 
exceptional  ability  to  face  the  facts  and 
adapt  products  to  them,"  says  UBS  In- 1 
vestment  Bank  analyst  Caroline  Levy. 
Such  innovation  is  a  big  reason  PepsiCo 
sales  jumped  7%  last  year,  to  $27  billion, 
while  earnings  grew  19%,  to  $3.6  bil- 
lion— numbers  that  rated  the  No.  44  spot 
on  BusinessWeek? s  list  of  the  50  best-per- 
forming large  public  companies. 

Just  like  its  parent,  Frito-Lay  is  fanati- 
cal about  attempting  to  find  opportunity 
in  peril.  Worried  about  obesity?  Frito-Lay 
has  come  up  with  several  low-fat  chips 
and  led  the  pack  in  removing  all  trans  fats 
from  its  brands,  which  include  Lay's,  Ruf- 
fles, and  Doritos.  Looking  for  healthier 
snacks?  Frito  introduced  a  line  of  natural 
and  organic  chips  in  2003,  and  in  June  it 
rolls  out  low-carb  Doritos,  Cheetos,  and 
Tostitos.  Frito-Lay  also  caters  to  ethnic 
and  geographic  markets— even  hawking 
a  Tastes  of  Canada  chip  north  of  the  bor- 
der, with  flavors  such  as  pizza 
or  sea  salt  and  pepper. 

In  one  of  its  more  daring 
moves,  the  company  reached 
south  of  the  border  two  years 
ago  to  bring  in  four  popular 
brands  from  its  $1  billion 
Mexican  subsidiary,  Sabritas. 
The  motive  was  to  win  over  the  foreign- 
born  segment  of  the  46  million-strong 
Hispanic  market  that  wasn't  warming  to 
Latin-flavored  versions  of  Lay's  and  Dori- 
tos chips.  As  Frito-Lay  North  America 
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New 

PepsiCo  and  its  Frito-Lay 
unit  offer  products  for  every 
taste  and  ethnic  market 
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The  Con 


Chief  Marketing  Officer  Stephen  Quinn 
explains:  "They  were  looking  for  au- 
thentic flavors  but  didn't  expect  to  see 
them  on  those  brands."  The  risk  of  im- 
porting foreign  brands  was  that  they 
might  cannibalize  Frito-Lay's  core  U.S. 
lines.  So  the  company  limited  the  distri- 
bution of  products  like  Sabritones  chile 
and  lime  puffed  wheat  snacks  to  smaller 
mom-and-pop  retail  operations  in  Mex- 
ican-dominated areas. 

The  gamble  paid  off.  Despite  no  ad- 
vertising and  minimal  distribution, 
U.S.  sales  of  Sabritas  brands  are  ex- 
pected to  exceed  $100  million  this 
year— double  what  they  generated  in 
2002.  Sabritas  can  now  be  found  in 
markets  covering  roughly  one-third  of 
the  U.S.  population,  up  from  10%  cov- 
erage two  years  ago.  "Bringing  in  a 
brand  that  already  has  an  emotional 
bond  with  those  consumers  makes 
sense,"  says  Florida 
State  Universi- 
ty communica- 
tion professor 
Felipe  Korzenny. 
Because  the 
brands  were  mar- 
keted as  an  ethnic 
specialty  rather 
than  as  a  Frito-Lay 
line  extension,  they 
usually  were  able  to 
win  extra  shelf  space 
that  didn't  diminish  the  presence  of  the 
company's  mass-market  brands. 

If  s  the  kind  of  push  that  has  kept 
PepsiCo  from  sinking  into  a  slow- 
growth  pit  as  its  core  soda  pop  and 
potato  chip  products  age.  And  the  com- 
pany's continual  product  and  market- 
ing reincarnations  seem  to  have  given 
it  a  sixth  sense  for  tapping  new  mar- 
kets. "They  have  been  early  to  see 
trends  and  aggressive  in  targeting 
them,"  says  Robert  van  Brugge  of  San- 
ford  C.  Bernstein  &  Co.  That  means  an 
ever-growing  product  family  that 
ranges  from  Wow!  low-fat  chips  to 
Propel  Fitness  Water,  a  flavored  vita- 
min-enhanced water  that  surpassed 
$100  million  in  sales  in  the  year  after  it 
launched  in  2002. 

By  denning  its  mission  as  serving 
the  customer  rather  than  protecting  its 
venerable  brands,  PepsiCo  is  hoping  to 
stave  off  a  stagnant  middle  age.  And  if 
it  has  to  tap  its  international  portfolio 
for  ideas  or  snap  up  products  in  hot 
new  niches  to  do  so,  it  will.  There's 
nothing  more  American,  after  all,  than 
giving  consumers  what  they  want.  ■ 
-By  Diane  Brady  in  New  York 


orationAirlines 

it  from  Under 
United's  Wing 


Independence  Air 
goes  nead-to-head 
with  its  former  partner 


OR  14  YEARS,  ATLANTIC 
Coast  Airways  raked  in  hefty 
profits  working  for  United 
Airlines  Inc.  Flying  under 
the  United  Express  banner, 
Atlantic  provided  feeder 
flights  to  United's  hubs  near 
Washington  and  in  Chicago— a  low-risk 
business  that  gave  Atlantic  Coast  a  gen- 
erous share  of  the  old-line  carrier's  high 
fares  without  the  stiff  costs  of  marketing 
and  running  a  reservations  system. 

Now  Atlantic  is  leaving  the  nest. 
When  a  bankrupt  United  tried  to  lock  At- 
lantic into  a  10 -year  contract  that  would 
have  cut  its  margins  in  half,  the  company 
decided  to  take  its  chances  alone.  On 
June  16,  the  carrier— rechristened  Inde- 
pendence Air— will  begin  going  head-to- 
head  against  its  old  partner  at  Washing- 
ton Dulles  International  Airport.  With  36 
gates  at  Dulles,  Independence  will  be  fly- 
ing 300  departures  a  day— using  mostly 
50-seat  regional  jets— less  than  three 
months  after  its  launch. 

CEO  Kerry  Skeen,  a  25-year  aviation 
veteran,  wants  to  bring  JetBlue-like  fares 
and  marketing  panache  to  one  of  the 
country's  biggest  and  most  expensive 
airports.  But  where  JetBlue  Airways 
Corp.  focused  on  larger  cities,  Indepen- 
dence will  use  its  small  planes  to  intro- 
duce low  fares— as  much  as  70%  lower 
than  the  competition— and  quick  turn- 
arounds to  dozens  of  small  markets  such 
as  Columbia,  S.C.,  and  Norfolk,  Va.,  as 
well  as  places  like  Adanta  and  Boston. 

Independence  has  a  big  advantage: 
$350  million  in  cash  from  its  United  Ex- 
press years  That's  more  than  twice  Jet- 
Blue's startup  capital  when  it  launched 
in  2000.  Says  Skeen:  "Scale  gives  us 
staying  power  that  makes  it  difficult  for  a 


competitor  to  hit  us    DULLES  DUEL  The 

on  all  fronts."  Yet  carrier  has  low 
few  airline  pros  give  fares,  high  costs- 
the  carrier  much  andkrts  of  rivalry 
hope  for  long-term  ^^^"^ 
survival,  a  view  that  Wall  Street  seems  t 
share.  Since  Nov.  19,  when  Atlanti 
Coast  announced  it  would  transform  i 
self,  the  carrier's  shares  have  droppe 
42%  to  about  $6. 

Unlike  JetBlue,  which  avoided  cor 
fronting  the  majors  on  their  home  tur 
Independence  is  barging  into  United 
only  East  Coast  hub.  Indeed,  90%  of  ii 
routes  overlap  with  those  of  United  an 
US  Airways  Group  Inc.  "Traffic  is  goin 
to  be  stimulated,  but  most  of  it  is  goin 
to  go  to  the  incumbent  carrier,"  predict 
Robert  Gordon,  professor  of  economic 
at  Northwestern  University. 

LOOK  OUT  FOR  TED 

ANOTHER  DRAWBACK:  Independence' 
cost  structure  looks  more  conventions 
than  cut-rate.  Its  cost  of  flying  will  b 
about  double  Southwest  Airlines  Co.'* 
"They're  doing  a  low-fare  strategy  with 
high- cost  operation,"  says  Alan  Sbarrc 
an  airline  consultant  with  Unisys  R2< 
Transportation  Management  Consult 
ing.  Skeen  hopes  to  spread  his  costs  b 
using  planes  more  efficiendy.  But  Unite* 
won't  provide  any  slack:  Its  low-far 
unit,  Ted,  will  maintain  273  daily  flight 
out  of  Dulles  through  the  summer. 

The  runway  is  littered  with  startup 
brought  down  by  the  majors'  ruthles 
pricing.  This  time,  the  big  airlines  ar 
weak.  That,  plus  its  bankroll,  will  get  In 
dependence  off  the  ground.  How  long  i 
can  keep  flying  is  another  question.  ■ 
-By  Lorraine  Woellertin  Washington 
with  Wendy  Zellner  in  Dalla 
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Workplace  Pavchecks 


COMMENTARY 


BY  AARON  BERNSTEIN 


Women's  Pay:  Why  the  Gap 
Remains  a  Chasm 

A  new  study  spells  out  the  costly  impact  of  family  obligations 


DURING  THE  heyday  of  the 
women's  movement  more 
than  30  years  ago,  "594:  on  the 
dollar"  was  an  oft-heard  rally- 
ing cry,  referring  to  how  little 
women  earned  compared  with  men. 
Those  concerns  seem  outdated  today, 
when  if  s  easy  to  find  female  doctors, 
lawyers,  pop  stars,  even  Presidential  ad- 
visers. The  progress  toward  equality  in  the 

workplace  also  shows  up  in  government  data  on  wages,  which 
pegs  women's  average  pay  at  77%  of  men's  compensation  today. 

But  there's  new  evidence  that  women's  advances  may  not 
be  quite  so  robust  after  all.  When  you  look  at  how  much  the 
typical  woman  actually  earns  over  much  of  her  career,  the  true 
figure  is  more  like  44%  of  what  the  average  man  makes.  Thaf  s 
the  conclusion  of  a  new  study  by  Stephen  J.  Rose,  an  econo- 
mist at  Macro  International  Inc.,  a  consulting  firm,  and  Heidi 
I.  Hartmann,  President  of  the  Institute  for  Women's  Policy  Re- 
search in  Washington. 

Why  the  big  discrepancy?  The  Bureau  of  Labor  Statistics 
(BLS)  numbers,  published  every  year,  are  accurate  as  far  as 
they  go.  But  they  only  measure  the  earnings  of 
those  who  work  full-time  for  an  entire  year.  Only 
one-quarter  of  women,  though,  achieve  this  level 
of  participation  consistently  throughout  their 
working  lives.  So  Rose  and  Hartmann  looked  at 
the  pay  of  all  men  and  women  over  15  years,  in- 
cluding those  who  worked  part-time  and  dipped 
in  and  out  of  the  labor  force  to  care  for  children  or 
elderly  parents.  This  long-term  perspective  still 
shows  an  arc  of  progress:  The  44%,  based  on  av- 
erage earnings  between  1983  and  1998,  jumped 
from  29%  in  the  prior  15  years.  But  the  more 
comprehensive  view  gives  a  less  rosy  picture  of 
women's  position  in  the  work  world. 

Outright  discrimination  against  women  probably  accounts 
for  only  about  10  percentage  points  of  the  pay  gap,  according  to 
numerous  studies.  The  bulk  of  the  problem,  then,  lies  with  the 
conflicting  needs  and  norms  of  society  and  employers.  A  major- 
ity of  men  and  women  still  work  in  largely  sex-segregated  occu- 
pations, Rose  and  Hartmann's  study  shows,  leaving  many 


Career 
breaks  to 
care  for 
family  are  a 
big  salary 
setback 


women  stuck  in  lower-paying 
jobs  such  as  cashiers  and  maids. 
Family  responsibilities,  too, 
typically  still  fall  more  heavily  on 
women,  and  neither  society  nor 
employers  have  found  good 
ways  to  mesh  those  with  job  de- 
mands. Rose  and  Hartmann's 
data  show  that  women  can  get 
equal  treatment  today— but 
mostly  when  they  behave  like 
traditional  men  and  leave  the 
primary  family  responsibilities 
at  home  (page  26).  For  the  ma- 
jority who  can't  or  won't  do  that, 
the  work  world  remains  much 
less  accommodating.  Of  course, 
many  women  choose  to  take  time  off  or  to  work  part-time  to  be 
with  their  children  rather  than  stay  on  the  job.  Yet  that  choice 
itself  is  constrained  by  the  widespread  lack  of  day  care  and  flex- 
ible job  options,  Hartmann  argues.  "The  44%  gap  we  found 
shows  that  there  are  still  tremendous  differences  in  how  the  la- 
bor market  treats  men  and  women,"  she  says. 

Hartmann  and  Rose  came  to  their  results  by  examining  long- 
term  earnings  trends.  The  77%  figure  comes  from  the  BLS's 
2002  earnings  survey  and  looks  at  how  much  full-time,  year- 
round  workers  make  in  a  given  year.  By  contrast, 
Rose  and  Hartmann  used  a  University  of  Michigan 
survey  that  has  tracked  a  sample  of  randomly  cho- 
sen people  and  their  children  since  1968.  They 
looked  at  how  much  each  person  made  between 
1983  and  1998  in  every  year  from  age  26  to  59  (to 
exclude  students  and  retirees). 

One  surprise  was  just  how  many  women  work 
most  of  their  adult  lives.  Fully  96%  of  these  prime- 
age  women  worked  at  least  one  of  those  15  years, 
and  they  clocked  an  average  of  12  years  on  the  job. 
In  other  words,  few  women  these  days  drop  out  al- 
together once  they  have  kids. 

But  those  few  years  out  of  the  labor  market  carry 
a  stiff  penalty.  More  than  half  of  all  women  spent  at  least  a  year 
out  of  the  labor  force,  the  study  found,  and  they  earned  an  aver- 
age of  $21,363  a  year  over  the  years  they  worked,  after  inflation 
adjustments,  vs.  nearly  $30,000  for  women  who  stuck  with  it  for 
all  15  years.  Indeed,  anyone  who  drops  out  risks  derailing  their 
career  and  permanently  slashing  their  pay.  Just  one  year  off  cuts 
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OLD  ROLES  Only  15%  of  women 
work  in  typically  male  jobs 


Women  vs.  Men:  The  Real  Pay  Gap 

Average  annual  earnings  between  1983  and  1998  of  workers  age  26  to  59 

MEASURE 

SHARE 
OF  MEN 

SHARE 
OF  WOMEN 

MEN 

WOMEN 

PAY 
RATIO 

Everyone  who  worked  at  least  one  of  the  15  years 

99% 

96% 

$49,068 

$21,363 

44% 

Those  who  worked  all  15  years,  including  part-timers 

84 

48 

52,510 

29,507 

56 

Those  workers  who  worked  full-time  all  15  years 

75 

25 

54,188 

34,915 

64 

Data:               J  Rose  and  Heic 

a  woman's  total  earnings  over  15  years  by  32%,  while  two  years 
slice  it  by  46%  and  three  by  56%,  according  to  Hartmann  and 
Rose.  The  work  world  penalizes  men  nearly  as  much;  their  aver- 
age pay  drops  by  25%  if  they  take  off  a  year.  Fewer  than  8%  of 
men  did  so,  however.  "Our  economic  system  is  still  based  on  a 
family  division  of  labor,  and  women  pay  the  price,"  says  Rose. 

Women  also  take  a  big  hit  for  going  part-time.  On  average, 
they  work  a  lot  less  than  men:  1,498  hours  a  year,  vs.  2,219 
worked  by  the  typical  man.  The  fewer  hours  women  work  ac- 
count for  about  half  of  the  total  pay  gap  between  the  sexes,  Rose 
and  Hartmann  concluded.  Some  women  have  turned  to  self- 
employment  as  a  way  to  fit  work  and  family  together.  But  they 
often  must  accept  lower  pay  in  the  process.  Brita  Bergland,  a 
Windsor  (Vt.)  resident,  found  it  difficult  to  manage  her  sales  job 
at  a  printing  company  while  she  also  cared  for  her  aging  moth- 


er and  her  daughter.  So  she 
struck  out  on  her  own  six  years 
ago  and  has  managed  the 
work-life  balance  much  better 
ever  since.  The  cost:  about  a 
$15,000  cut  in  annual  earnings, 
down  from  the  $55,000  to 
$60,000  she  made  as  an  em- 
ployee. "These  are  the  choices 
women  make  because  society 
doesn't  help  them  to  support 
children  and  parents,"  says 
Bergland,  who's  now  50. 

And  while  many  women 
have  made  great  strides  in 
some  highly  visible  professions 
such  as  law  and  medicine,  his- 
torical patterns  of  sex  segrega- 
tion remain  strong  across 
much  of  the  economy.  Overall, 
just  15%  of  women  work  in  jobs 
typically  held  by  men,  such  as 
engineer,  stockbroker,  and 
judge,  while  fewer  than  8%  of 
men  hold  female-dominated 
jobs  such  as  nurse,  teacher,  or 
sales  clerk.  These  findings  were 
reiterated  in  a  detailed  BLS 
analysis  released  on  June  2  that 
uses  the  2000  census  to  look  at 
the  jobs  men  and  women  hold. 
Such  a  sex-segregated  econ- 
omy leaves  women  with  some 
startling  disadvantages.  Over- 
all, they  earn  less  than  men 
with  the  same  education  at  all 
levels.  Incredibly,  male 
dropouts  pulled  down  an  aver- 
age of  $36,000  a  year  between 
1983  and  1998,  after  inflation 
adjustments,  while  women 
with  a  bachelor's  degree  made 
$35,000.  Women  with  a  gradu- 
ate degree  averaged  $42,000, 
but  men  got  nearly  $77,000. 
The  good  news  is  that  the 
pay  gap  continues  to  narrow  no  matter  how  it's  measured. 
That' s  likely  to  continue;  female  college  graduation  rates  sur- 
pass those  of  men,  and  they're  catching  up  in  grad  school,  too, 
so  they're  likely  to  gain  from  an  economy  that  rewards  skill. 
Women  also  should  benefit  from  the  ongoing  shift  to  services, 
where  they're  more  likely  to  work,  and  lose  less  than  men  from 
the  decline  of  factory  jobs. 

Still,  speedier  progress  probably  won't  happen  without 
more  employers  making  work  sites  family-friendly  and  re- 
vamping jobs  to  accommodate  women  and  men  as  they  seek 
to  balance  work  and  family  demands.  "The  workplace  needs 
to  change  to  match  the  workforce,"  says  Ellen  Bravo,  na- 
tional director  of  9to5,  National  Association  of  Working 
Women.  Until  that  happens,  a  woman's  labor  will  continue 
to  be  worth  a  fraction  of  a  man's.  ■ 
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SPECIAL  REPORT 


When  Americans  troop  to  the  polls 
on  November  2,  most  will  take  pride 
in  being  part  of  a  hallowed  ritual 
of  democracy.  It's  hard  to  argue 
that  such  patriotic  feelings  are  not 
justified.  But  as  the  nation  girds 
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for  Election  Day,  something  is 
amiss  in  the  land  of  Madison  and 
fefferson.  In  some  very  basic  ways, 
the  delicate  mechanism  of  our 
democracy  has  come  unsprung. 
It  is  time  to  take  an  unblinking 
look  at  our  political  landscape— 
and  assess  the  growing  symptoms 
of  dysfunction.  What  is  amazing 
is  how  little  has  changed  since 
November,  2000.  The  underlying 
problems  that  led  to  the  Presi- 
dential election  crisis  still  exist 
and  could  stretch  on  for  years.  » 
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What  has  changed  is  hardly  for  the  better.  The  country  is 
even  more  split  among  politically  polarized  regions.  Republi- 
cans dominate  "Red"  states  of  the  Deep  South,  much  of  the 
Farm  Belt,  and  the  Mountain  West.  Democrats  control  "Blue" 
states  along  the  coasts.  Meanwhile,  the  number  of  swing  states 
has  dwindled  to  17  or  18— effectively  disenfranchising  millions 
of  voters  residing  in  the  "already  decided"  areas. 

To  make  matters  worse,  an  Electoral  College  system  con- 
ceived by  the  Founders  as  an  insulating  mechanism  between 
a  landed  aristocracy  and  the  masses  makes  more  2000-style 
fiascoes  distinctly  possible.  With  Democrats  and  Republicans 
at  parity,  either  party's  candidate  could  again  triumph  in  the 
popular  vote  while  losing  in  the  Electoral  College.  Such  an 
outcome  could  spawn  a  crisis  of  legitimacy,  dog  the  "winner" 
for  the  duration  of  his  term,  and  reinforce  doubts  about 
government  by  the  people  and  for  the  people.  Who  loses? 
Everybody. 

Voice  for  the  Voiceless 

INSIDE  THOSE  RED  ZONES  and  Blue  Zones,  political  compe- 
tition is  being  systematically  snuffed  out  as  the  major  parties 
redesign  congressional  district  lines  into  genetically  engi- 
neered safe  havens.  Thanks  to  pernicious  gerrymandering, 
only  35  seats  at  best  out  of  435  are  even  remotely  in  play  this 
year.  The  result:  growing  voter  disenchantment  over  the  lack 
of  choice  and  yet  another  sign  that  democracy  is  in  trouble. 

The  good  news  is  that  democracy  is  a  living  organism  that 
can  be  revitalized.  The  most  obvious  solution:  Give  voice  to 
the  voiceless  by  dispensing  with  the  musty  Electoral  College, 
which  artificially  magnifies  the  clout  of  sparsely  populat- 
ed states. 

While  we're  replacing  the  Electoral  College  with  direct  Pres- 
idential elections,  we  should  also  revamp  the  undemocratic 
method  the  parties  use  to  select  standard-bearers.  The  domi- 
nance of  Iowa  and  New  Hampshire— two  small  and  not-terri- 
bly-representative throwbacks  to  Norman  Rockwell  America- 
distorts  the  entire  race,  forcing  contenders  to  shape  issues 
designed  to  catch  fire  with  the  locals.  The  primary  calendar 
should  be  retooled  into  a  series  of  competitions  that  give  vot- 
ers in  other  regions  a  stake  in  the  nomination.  At  the  same 
time,  voting  technology  should  be  wrenched  into  this  century 
with  a  guiding  hand  from  Washington,  a  dollop  of  cash  for 
new  equipment,  and  smart  thinking  about  security  standards 
for  the  coming  age  of  e-voting. 

Finally,  our  scandalous  system  for  funding  campaigns,  a 
throwback  to  the  buy- a- vote  days  of  yore,  could  stand  anoth- 
er massive  dose  of  reform.  Of  course,  asking  lawmakers  to 
curb  new  soft-money  groups,  fix  the  near-broke  Presidential 
campaign  fund,  and  help  challengers  have  a  shot  at  dug-in  in- 
cumbents is  like  asking  them  to  saw  off  an  arm.  Reform  re- 
quires a  recognition  that  there  exists  something  called  the  na- 
tional interest— and  demands  a  rare  moment  of  vision  by 
Capitol  Hill's  shameless  partisans. 

Unless  we  want  to  continue  on  the  path  we're  treading— de- 
clining participation,  permanent  incumbency,  less  competition 
for  ideas,  increased  balkanization,  and  more  big-money  poli- 
tics—reform isn't  an  option.  It  is  perhaps  the  most  urgent  pri- 
ority facing  the  republic  as  it  lurches  into  the  harsh  light  of  a 
new  century  burdened  by  a  political  system  that  seems  less 
democratic  by  the  day.  ■ 

-Richard  S.  Dunham,  Lee  Walczak,  Paula  Dwyer, 

Mike  McNamee,  and  Alexandra  Starr 

in  Washington  wrote  this  report 


RED  VS.  BLUE 


THE  FEW  DECIDE 
FOR  THE  MANY 


AS  ELECTION  2004  HEADS  INTO  THE  HOM 
stretch  amid  signs  of  another  photo  finis 
strategists  for  both  major  parties  say  the  rat 
will  likely  be  determined  in  pockets  such  i 
the  thriving  Interstate  4  corridor  that  linl 
Tampa  and  Orlando.  With  an  electorate  pola 
ized  by  Bush-besotted  Republicans  and  Busl 
loathing  Democrats,  a  small  group  of  two-income  households- 
economically  squeezed  and  strongly  pro-military— holds  the  kei 
to  the  White  House. 

Florida,  once  part  of  the  solidly  Democratic  South,  is  now 
crucial  swing  state.  Just  as  important,  though,  are  switch-hi  j 
ting  voters  in  other  wide-open  zones  such  as  the  Hispanij 
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Southwest,  the  Midwestern  Rust  Belt,  and  the  boom-and-bust 
ech  havens  of  the  Pacific  Northwest.  That's  why  George  W. 
Bush  and  John  Kerry  are  lavishing  an  enormous  amount  of 
dme  and  money  on  New  Mexico,  Missouri,  and  Oregon— and 
blitzing  Ohio  and  Pennsylvania. 

What's  wrong  with  this  picture?  Since  the  unaligned  account 
for  only  8%  to  15%  of  an  electorate  of  130  million  registered 
/oters,  a  huge  swath  of  America— and  its  concerns— is  being  ig- 
nored as  the  parties  home  in  on  about  17  competitive  states.  In 
effect,  partisan  balkanization,  often  referred  to  as  the  Red  Zone- 
Blue  Zone  divide,  has  produced  a  busding  campaign  super- 
lighway.  The  states  it  runs  through  sizzle  with  political  ads, 
ioor-to-door  canvassing,  and  candidate  visits.  States  in  the  rest 
rf  the  nation— including  solidly  Republican  Dixie,  the  Rocky 
Mountain  West,  and  the  Great  Plains,  plus  the  Democratic 
Eastern  seaboard  and  the  megastate  of  California— have  been 
jypassed  by  the  new  political  interstate. 

Because  like-minded  people  cluster  in  culturally  hospitable 
■egions,  from  conservative  Utah  to  liberal  Vermont,  the  Red 
£ones  are  growing  redder  and  the  Blue  Zones  bluer.  The  result: 
Dissenting  voices  often  go  unrepresented  as  political  orthodoxy 
>f  the  Left  and  the  Right  becomes  more  commonplace.  "The 
;reat  strength  of  pluralistic  democracy  was  the  fact  that  Amer- 
cans  saw  themselves  with  many  identities,"  notes  University  of 


Maryland  political  scientist  Benjamin  R.  Barber.  "But  in  our 
Red  and  Blue  Zones,  people  increasingly  identify  themselves  in 
fundamental  ideological  terms." 

America  in  2004  is  confronted  with  profound  questions  of  war 
and  peace,  and  there  is  a  stark  contrast  between  the  GOP  vision  of 
an  entrepreneurial  "ownership  society"  and  the  Democrats'  new 
middle-class  safety  net.  But  since  the  Red  and  Blue  Zones  are  self- 
canceling  in  their  political  impact,  fateful  decisions  get  tossed  to  a 
slirinkdng  pool  of  persuadable  voters  made  up  of  undecideds  in 
battleground  states.  Frets  Democratic  strategist  James  C.  Carville: 
"Only  2.5%  of  the  electorate  is  going  to  decide  this  thing." 


Winners  and  Losers 


DEMOGRAPHY,  AS  THE  SAYING  GOES,  may  be  destiny.  But  an 
archaic  system  of  representation  that  includes  a  winner-take-all 
selection  of  electors  and  eschews  proportionate  representation 
at  the  local  level  is  denying  a  voice  to  political  minorities.  Are 
you  perchance  one  of  the  2.4  million  hardy  Democrats  living  in 
Texas?  You  might  as  well  hang  up  your  political  spurs.  Since  the 
Reagan  era,  Texas  has  become  solidly  Republican.  Or  perhaps 
you're  a  GOPer  in  New  York  or  California,  home  to  a  combined 
8.5  million  members  of  the  Grand  Old  Party.  Tough  luck,  pal. 
Thus,  the  corn  farmer  living  in  Iowa  (one  of  the  Sweet  Sev- 


WHERE  POWER  REALLY  LIES 

MDOut  75%  of  the  electorate  lives  in  states  that  vote 
eliably  for  one  party  or  the  other-the  Red  (GOP)  and 
3lue  (Democratic)  Zones.  So  those  states  become  less 
important  than  swing  states-the  Gray  Zone.  This 
nap  redistributes  the  538  electoral  votes  to 
'ef  led  the  real  power  in  Presidential  politics 
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The  current  electoral 
votes  of  each  state 


METHODOLOGY 

Electoral  vote  totals  are 
weighted  to  take  into 
account  each  state's 
population  and  political 
competitiveness  at  the 
Presidential  level.  The 
following  factors  were 
ncluded  in  the  calculation: 
percentage  margin  of 
victory  in  the  2000  and 
1996  elections;  whether  a 
state  voted  consistently  for 
one  party  in  the  past  four 
Presidential  elections  or 
swung  back  and  forth; 
and  whether  political 
trends  in  the  past  two 
Presidential  elections 
make  a  state  significantly 
more  competitive  or 
less  competitive. 


SPECIAL  REPORT 


IOWA  Voters  here  were 
essential  to  Kerry's 
nomination  and  will 
have  disproportionate 
clout  in  November,  too 


k     ' 


enteen)  is  coveted  by  both  parties  and  showered  with  goodies 
such  as  ethanol  subsidies.  But  just  next  door,  the  wheat  grow- 
er in  Republican  South  Dakota  is  insignificant  to  Presidential 
candidates.  Ditto  the  hog  farmer  in  Nebraska,  the  potato  grow- 
er in  Idaho,  and  the  rancher  in  Oklahoma. 

As  recently  as  the  Presidential  election  of  1976,  the  U.S.  had 
40  states  that  were  in  play,  including  the  entire  South  and  the 
Mid-Adantic  region.  Now  it's  just  a  handful.  Small  wonder  that 
fewer  and  fewer  citizens  feel  they  have  a  stake  on  Election  Day. 
Turnout  as  a  percentage  of  eligible  voters  in  Presidential  elec- 
tions has  fallen  to  54.5%  from  63.1%  in  I960.  Among  172  coun- 
tries with  democratic  elections,  the  U.S.  ranks  an  embarrassing 
139th  in  participation. 

Why  in  a  land  that  extols  the  ideal  of  equality  are  some 
votes  more  equal  than  others?  A  key  reason  is  the  unusual  way 
we  pick  our  President.  Americans  do  not  directly  tap  a 
leader— we  vote  for  state  electors,  super-representatives  who 
select  a  winner  by  casting  ballots  in  the  Electoral  College. 
Four  times  in  U.S.  history,  electors  anointed  a  contender  who 
lost  the  popular  vote— most  recently, 
of  course,  in  2000. 

From  I960  to  1976,  all  of  the  big 
states  were  electoral  battlegrounds 
and  were  usually  decided  by  five  per- 
centage points  or  less.  Now,  three  of 
the   four  largest   (California,  New 
York,  and  Texas),  with  44%  of  the 
electoral  votes  needed  for  victory,  are 
off  the  table.  This  lack  of  competitive- 
ness niters  down  to  the  local  level.  In  1976,  just  26.8%  of 
Americans  lived  in  counties  where  one  Presidential  candidate 
won  handily.  Four  years  ago,  45.3%  of  voters  were  in  such 
blowout  counties. 

With  so  many  electoral  votes  predetermined,  candidates 
don't  waste  time  on  sure  bets,  except  for  the  occasional  fund- 
raising  foray.  Instead,  the  Presidential  race  focuses  on  Gray 
Zones  made  up  of  the  few  remaining  swing  states  (map,  page 
63).  The  battlegrounds  are  in  the  industrial  heartland,  where 


Voter  participation  is 
downto54.5%-139th 
among  countries  with 
democratic  elections 


voters  lean  toward  Democrats'  economic 
populism  but  embrace  Republican  famil 
values.  And  they  are  in  Latino-infiuencec 
Sunbelt  states  from  Arizona  to  Florida 
where  growing  Hispanic  populations  anc 
newcomers  from  more  liberal  locales  havt 
given  Democrats  a  boost. 

The  result  is  a  nation  of  political  haves 
and  have-nots.  A  high-tech  family  in  tht 
suburbs  of  Seattle  or  Portland— both  in  bat- 
tleground states— is  among  the  most 
sought-after,  the  subject  of  countless  focu;- 
groups  and  direct-mail  solicitations.  But  a 
techie  in  the  Democratic  turf  of  Boston- 
wu«  Route  128  corridor  could  go  all  year  with 
HpjJBf    nary  a  get-out-the-vote  call. 

The  location  of  the  key  swing  voters  also 
helps  shape  our  political  discourse.  Ever 
wonder  why  there's  so  much  talk  about  the, 
decline  of  U.S.  manufacturing?  One  reason 
is  that  seven  industrial  battleground  states 
with  79  electoral  votes  will  likely  tip  the 
election.  No  wonder  President  Bush  im- 
posed steel-import  quotas  in  2002  despite 
the  opposition  of  free-traders  in  his  own 
party.  And  it's  easy  to  figure  out  why  Kerry, 
a  longtime  free-trader,  now  wants  to  crack  down  on  Asian  trade 
giants.  With  Hispanics  in  the  Southwest  a  decisive  bloc,  Bush 
has  upset  conservatives  by  proposing  a  liberal  guest-worker 
plan  that  could  lead  to  legal  status  for  millions  of  illegals.  Ker- 
ry not  only  supports  legalization  but  wants  to  restore  benefits  to 
legal  immigrants  cut  off  by  the  GOP  Congress.  It's  tough  to 
pander  too  hard  in  swing  states. 

The  Powerhouses 

WHICH  STATES  FORM  the  critical  handful?  The  powerhouses 
are  Florida,  Ohio,  and  Missouri— the  last  two  being  the  most 
enduring  swingers.  No  Republican  has  been  elected  without 
carrying  the  Buckeye  State.  No  Democrat  has  become  Presi- 
dent without  taking  the  Show  Me  State.  Florida,  which  tilted 
Republican  in  the  '50s  and  '60s,  is  volatile  again  as  it  absorbs 
more  Northeastern  transplants  and  non- Cuban  Caribbean  im- 
migrants. It  has  picked  seven  of  the  past  eight  winners. 
Meanwhile,  states  with  predictable  partisan  voting,  such  as 
New  York  (Democratic)  and  Utah  (Re- 
publican) have  seen  their  influence 
shrink.  That's  why  Kerry  won't  be 
spending  much  time  by  the  Great  Salt 
Lake  this  year.  But  by  focusing  on  the 
Gray  Zone,  the  major  parties  are  rein- 
forcing the  cycle  of  uncompetitiveness 
in  Red  and  Blue  states.  And  indiffer- 
ence at  the  Presidential  level  hurts 
each  party's  chances  in  local  contests. 
In  Texas,  Dems  won  every  statewide  office  in  1982  but  are  com- 
pletely shut  out  today.  "If  you  don't  spend  the  resources  fertil- 
izing the  soil,  you  don't  get  a  good  harvest,"  says  Democratic 
strategist  Donna  Brazile. 

Many  of  the  distortions  can  be  traced  to  the  Electoral  College, 
set  up  by  the  Founding  Fathers  partly  to  shield  against  unfiltered 
democracy— then  equated  with  mob  rule.  The  College  was  also 
designed  to  preserve  the  power  of  small  states  by  giving  them  a 
higher  percentage  of  electoral  votes  than  their  populations 
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would  warrant.  Finally,  the  College  was  a  sop  to  Southerners, 
who  were  given  credit  for  each  slave  at  the  rate  of  three-fifths  of 
a  free  voter,  magnifying  the  power  of  white  property  owners  in 
Dixie.  "These  compromises  were  the  basis  of  the  Electoral  Col- 
lege," says  George  Mason  University  Professor  James  P.  Pfiffher. 
xBut  they  are  not  relevant  any  more." 

Today,  the  Electoral  College  still  benefits  smaller  states  by 
giving  each  of  them  two  bonus  votes  in  the  Presidential  ballot- 
ing. Because  most  of  these  states  are  becoming  increasingly  Re- 
publican, that  hands  the  GOP  a  built-in  edge  of  10  to  12  electoral 
rates— more  than  the  margin  of  victory  in  2000. 

Since  Republicans  have  fought  their  way  to  parity  with  Dem- 
ocrats, some  political  scientists  see  the  2000  election  as  the  har- 
binger of  an  era  of  instability  in  which  one  candidate  triumphs 
in  raw  popular  support  while  the  other  finds  the  winning  for- 


mula in  electoral  votes.  For  Republicans,  the  small-state  bonus 
is  the  major  reason.  But  a  Democrat  could  easily  be  the  benefi- 
ciary of  the  system's  idiosyncrasies  by  narrowly  winning  in- 
dustrial states  with  large  numbers  of  electoral  votes.  For  exam- 
ple, if  Kerry  snares  Ohio  or  Missouri,  he  could  win  an  electoral 
majority  while  trailing  Bush  in  the  popular  vote. 

There  is  a  way  to  avoid  such  destabilizing  contests:  The  can- 
didate with  the  most  votes  wins— no  ifs,  ands,  or  buts.  Experts 
such  as  Pfiffher  would  like  to  see  a  national  dialogue  over  a  di- 
rect-election system.  Such  a  debate  would,  of  course,  be  in- 
tensely controversial  since  it  entails  a  deviation  from  the 
Founders'  design.  But  so  did  abolishing  slavery  and  granting 
women  suffrage.  After  216  years  of  Presidential  elections,  it 
seems  as  if  the  time  is  right  to  reaffirm  a  basic  tenet  of 
democracy— the  one  that  says  everybody's  vote  counts.  ■ 


GERRYMANDERING 

A  PARTISAN  GAME 
OF  GOTCHA! 

BEFORE  TOM  DELAY  GOT  TO  CONGRESS  19 
years  ago,  he  was  an  exterminator  back  in 
Texas.  But  the  Republican  Majority  Leader's 
true  calling  may  be  as  a  House  painter  with  only 
one  color  on  his  palette— red.  Last  year,  DeLay 
was  behind  a  bold  remap  of  Lone  Star  congres- 
sional districts  that  is  likely  to  deliver  control  of 
the  state's  House  delegation  to  Republicans. 

Seven  white  Democratic  incumbents  were  reassigned  to 
overwhelmingly  GOP  districts,  while  other  Democratic  districts 
were  packed  with  minority  voters  to  minimize  their  influence 
elsewhere.  The  liberal  oasis  of  Austin  was  sliced  into  three  sur- 
real districts  that  snake  from  Houston  to  the  Mexican  border. 
Hello,  Dali.  Goodbye,  Democrats.  Because  of  retirements,  one 
party  switch,  and  the  tough  slog  posed  by  the  redrawn  lines,  at 
least  seven  Democratic  seats  could  wind  up  in  GOP  hands. 

Gerrymandering,  of  course,  dates  to  the  early  days  of  the  Re- 
public—to 1812,  to  be  exact,  and  the  handiwork  of  Massachu- 
setts Governor  Elbridge  Gerry.  But  the  DeLay  Shuffle  was  note- 
worthy in  two  regards.  The  first  was  the  Texas  GOP's  skill  at 
using  computer  technology  to  draw  maps  that  maximize  parti- 
san advantage.  The  second  was  the  fact  that  district  lines  had 
already  been  redrawn  following  the  2000  census.  So  DeLay  & 
Co.  ignored  the  usual  custom  of  fiddling  with  districts  only  once 
after  every  10-year  head  count. 

Unrepresentative  House 

rRADlTIONALLY  MORE  AN  ART  than  a  science,  redistricting 
has  been  turned  into  a  zap-thy-neighbor  video  game.  Comput- 
ers permit  a  partisan  artiste  to  sift  through  demographic  data 
and  voting  patterns  to  plot  new  lines  with  uncanny  precision- 
right  down  to  a  targeted  apartment  complex  or  trailer  park. 

Creative?  Yes,  but  also  very  bad  for  the  body  politic.  Be- 
cause of  gerrymandering,  only  35  of  the  435  House  districts 
are  remotely  in  play.  Add  to  that  an  incumbent's  power  to 
raise  massive  amounts  of  cash,  and  you  have  a  system  stacked 


in  favor  of  the  status  quo:  98.2%  of    PROTEST  Outside  an 
incumbents  won  reelection  in  2002,    Oklahoma  motel  to 
the  first  post-census  election  with    which  Democratic 

newly  drawn  lines.  "Instead  of  voters  ]?x?f  '?wm^k^r, 
^v,^;^„  +u~;*.  ™„««,^r,i-„^,^c.  :«  fed  to  thwart  GOP 
choosing   their   representatives,   in    gerrvmanderjng 

over  90%  of  districts  the  representa-    & 
tives  choose  their  voters,"  says  Amer- 
ican University  historian  Allan  J.  Lichtman.  "There's  very  lit- 
tle democracy  in  the  House  of  Representatives." 

That's  of  small  concern  to  leaders  of  the  two  parties,  who  will 
be  tempted  to  do  a  DeLay  and  commence  redistricting  the  mo- 
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merit  a  governorship  and  state  legislature  change  hands.  The 
trouble  is,  shifts  in  state  legislatures  are  often  transitory,  so  the 
specter  of  continuous  redistricting  wars  looms  over  an  already 
polarized  political  landscape. 

Redistricting  experts  say  the  recent  gerrymandering  games 
have  contributed  to  escalating  partisanship,  a  hollowing  out  of 
the  political  center,  weakened  clout  for  minorities,  diminished 
voter  participation,  and  even  a  loss  of  faith  in  democracy.  "Less 
competitive  elections  result  in  lower  turnout  and  give  people 
the  feeling  that  politics  is  all  locked  up,"  says  Harvard  political 
scientist  Theda  Skocpol.  "This  gives  a  party  some  short-term 
advantage,  but  over  the  long  haul  it  damages  the  political  sys- 
tem—especially in  an  era  of  voter  disenchantment." 

Pushing  the  Envelope 

VOTER  CYNICISM  IS  RISING  as  more  Americans  realize  how  lit- 
tle choice  they  really  have  for  Congress.  And  not  all  gerryman- 
dering involves  DeLay-like  partisan  maneuvers.  An  equally  ob- 
jectionable practice  is  the  joint  carve-up,  in  which  incumbents  of 
both  parties  conspire  to  protect  their  seats  in  perpetuity. 

Case  in  point:  California,  where  Democrats  and  Republicans 
agreed  on  a  2001  redistricting  plan  that  protected  all  incum- 
bents at  the  expense  of  challengers.  Aside  from  snuffing  out 
competition  in  general,  the  new  lines 
were  a  particular  affront  to  the  state's 
fast-growing  Mexican-American  popu- 
lation because  precious  few  vistas  were 
opened  for  Latinos.  The  outcome  was 
predictable.  In  2002,  only  1  out  of  53 
congressional  races  was  even  close— an 
open  seat  following  the  Gary  Condit 
scandal.  "They  essentially  did  away 
with  [congressional]  elections  in  Cali- 
fornia," says  Steven  Hill,  an  analyst  at 
the  Center  for  Voting  &  Democracy,  an 
electoral-reform  group. 

Unfair  redistricting  doesn't  just  dis- 
enfranchise people  unlucky  enough  to 
live  in  the  wrong  place,  however.  It  also 
distorts  the  true  partisan  balance  of 
some  states— and  the  nation.  In  Florida, 
where  Bush  won  the  Presidency  by  a 
hanging  chad,  congressional  districts 
devised  by  the  GOP  legislature  misrepre- 
sent the  true  strength  of  the  two  parties. 
So  while  Al  Gore  got  half  of  the  state's 
popular  vote,  he  was  victorious  in  just  8 
of  the  25  House  districts.  Nationally,  Re- 
publicans handily  won  the  post-2000  redistricting  wars,  too. 
The  result  was  a  Presidential  race  in  which  Gore  won  500,000 
more  popular  votes  than  Bush  but  carried  only  about  46%  of 
House  districts.  Score  one  for  the  Red  Team. 

That  doesn't  mean  that  Democrats  don't  play  the  same 
games.  Maryland  Democrats  three  years  ago  removed  enough 
GOP  loyalists  from  the  district  of  Connie  Morella,  a  popular  Re- 
publican moderate,  to  engineer  her  narrow  defeat  in  2002. 

Lately,  Republicans  have  pushed  the  envelope  with  a  new 
maneuver  called  re-redistricting.  After  a  change  of  power  in  the 
state  capital,  the  newly  dominant  GOP  hastily  redraws  lines 
previously  agreed  to  by  the  legislature  or  the  courts.  That  hap- 
pened in  Colorado  when  Republicans  seized  the  state  Senate  in 
2002  and  tried  to  transform  two  competitive  districts  into  par- 
ty bastions.  The  move  was  struck  down  by  Colorado's  Supreme 


HOW  DEMOCRACY  IN 
DECLINE  LOOKS 

Metro  Atlanta's  13th  District,  drawn  by 
Democrats  and  snaking  across 
10  counties,  is  particularly  egregious 


No  contest:  The  outcomes 
are  in  doubt  in  a  mere  35 
of  the  435  House  districts 

Court,  which  held  that  the  state  constitution  limited  redistrict- 
ing to  once  a  decade. 

No  constitutional  bar  prevented  DeLay  &  Co.  from  redraw- 
ing congressional  lines  after  the  GOP  gained  control  of  the 
Texas  statehouse  in  '02.  The  new  map  could  turn  what  was  a  17- 
15  Democratic  edge  into  a  22-10  GOP  stranglehold  if  all  of  tar- 
geted incumbents  are  ousted  on  Nov.  2.  Continuous  revisions, 
says  historian  Lichtman,  "threaten  democracy  at  its  core." 

Indeed,  gerrymandering  has  become  a  centrifugal  force  that 
sends  power  to  the  outer  edges  of  the  ideological  spectrum.  Be- 
cause the  majority  of  districts  are  controlled  by  one  party  or  the 
other,  the  eventual  winner  is  really  chosen  in  primaries  domi- 
nated by  Democratic  leftists  or  Republican  right-wingers  who 
prefer  head  banging  to  compromise. 

As  a  result,  moderate  Republicans  are  an  endangered 
species.  And  a  once-vibrant  bloc  of  centrist  House  Dems  has 
dwindled  to  two  dozen  from  a  peak  of  about  70  two  decades 
ago.  "The  biggest  scandal  in  politics  is 
not  campaign  finance  but  redistricting,'' 
says  Al  From  of  the  Democratic  Leader- 
ship Council.  "By  empowering  the  ex- 
tremes, this  makes  it  harder  to  achieve 
solutions  to  big  problems,  and  it  makes 
it  impossible  to  get  bipartisan  reform." 
Republicans  dismiss  such  criticism  as 
the  howls  of  political  losers.  They  say 
that  Dems,  masters  of  gerrymandering 
for  generations,  didn't  start  caterwaul- 
ing until  the  demographic  tide  turned 
red.  Moreover,  the  courts  thus  far  are 
taking  a  hands-off  approach.  On  Apr.  28, 
the  U.S.  Supreme  Court  upheld  a  Penn- 
sylvania plan  designed  to  oust  four 
Democratic  incumbents  and  create  two 
new  GOP  seats. 

Still,  reformers  are  hoping  for  a  public 
backlash  against  unchecked  partisan- 
ship. That's  what  happened  in  2000, 
when  Arizona  adopted  a  constitutional 
amendment  that  shifted  primary  re- 
sponsibility for  redistricting  from  leg- 
islative insiders  to  a  blue-ribbon  com- 
mission. Like  similar  panels  in  New  Jersey  and  Washington 
State,  the  commission  drew  relatively  balanced  districts.  But  if  s 
not  a  perfect  system.  Because  commissioners  can  take  incum- 
bency into  account,  they  often  protect  sitting  House  members 
even  as  they  create  "fair  fights"  elsewhere. 

There  is  a  better  way.  In  Iowa,  a  nonpartisan  panel  draws 
compact  districts  that  give  incumbents  no  special  edge.  Since 
1981,  it  has  created  the  nation's  most  competitive  House  seats. 
Congress  could  further  the  push  for  competitive  districts  by 
outlawing  the  most  egregious  displays  of  computer  line  draw- 
ing and  reining  in  re-redistricting.  That's  not  likely  to  happen 
while  DeLay  remains  House  Majority  Leader.  And  even  modest 
reforms  will  require  a  wave  of  public  revulsion.  As  democracy 
declines  in  the  face  of  gerrymandering's  excesses,  the  burning 
question  is:  Where's  the  outrage?  ■ 
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SPECIAL  REPORT 


THE  PRIMARIES 


NO  WAY  TO  PICK 
A  NOMINEE 


LOxNG  BEFORE  ELECTION  DAY,  A  SMALL  GROUP 
of  key  players  anoints  the  Republican  and  Demo- 
cratic candidates  who  will  be  allowed  to  run  for 
President.  Cigar-chomping  bosses  in  smoke- 
filled  rooms?  No.  The  choice  is  really  made  by 
400,000  activists  who  turn  out  for  Iowa's  caucus- 
es and  New  Hampshire's  primary. 
Candidates  know  what  the  endorsements  of  these  tiny  states 
are  worth.  They  camp  out  for  months— Democrats  John  Kerry 
and  Howard  Dean  each  spent  more 
than  70  days  in  Iowa.  They  pander 
with  abandon,  swearing  fealty  to 
farm  supports,  ethanol  subsidies,  a 
pristine  environment,  and  entide- 
ments  for  the  elderly. 

Lost  in  the  husde  are  the  voices  of 
the  other  98.5%  of  Americans— and 
the  fact  that  Iowa  and  New  Hamp- 
shire don't  look  much  like  America. 
Fewer  than  60%  of  their  residents 
live  in  urban  areas  (vs.  83%  nation- 
ally). And  they  have  an  enormous 
percentage  of  white  citizens:  92.6% 
for  Iowa,  95.1%  for  New  Hampshire. 

Mad  Scramble 

IN  A  DESPERATE  BID  to  have  some 

say   in   picking   nominees,   other 

states  since  1976  have  moved  up 

their  primary  schedules.  This  year, 

10  states— including  California  and 

New  York— jammed  their  contests  all  the  way  up  to  Mar.  2.  But 

the  gatekeeper  states  protect  their  privileged  status:  In  2004, 

New  Hampshire  voted  on  Jan.  27,  a  month  earlier  than  in  1984. 

Political  pros  call  it  front-loading— a  mad  scramble  to  pick 
nominees  in  a  four-  or  five-week  flurry.  This  year,  Senator  Ker- 
ry was  effectively  anointed  when  the  Feb.  17  Wisconsin  primary 
sounded  the  death  knell  for  former  Vermont  Governor  Dean's 
hopes.  From  Iowa  to  Wisconsin,  the  selection  took  all  of  29  days 
and  involved  just  16  states  with  a  mere  22%  of  the  U.S.  popula- 
tion. The  Mar.  2  votes  in  California  and  New  York— and  in 
Texas  and  Florida  on  Mar.  9— meant  zip.  No  wonder  primary 
turnout  keeps  sinking:  In  2000,  with  both  parties'  nominations 
up  for  grabs,  only  177%  of  eligible  voters  cast  a  primary  ballot. 

The  crunched  calendar  is  a  curse  for  politicians,  too.  Hope- 

Kerry  was  selected  in  29 


ation 


fuls  spend  months  touring  county  fairs  and  choking  down  pan- 
cake breakfasts  as  they  try  to  catch  the  Big  Mo.  In  that  frenzied, 
unforgiving  atmosphere,  one  misstep— or  unnerving  scream- 
can  be  fatal.  And  front-loading  "allows  people  with  a  lot  ol 
moneys  and  national  recognition  to  almost  preempt  the 
process,"  says  William  E.  Brock,  who  chaired  a  GOP  task  force 
that  recommended  a  revised  primary  calendar  in  2000.  "We 
need  a  more  competitive  selection  process  that  involves  a  lot 
less  money  and  a  lot  more  participation." 

That  means  spreading  out  the  primaries.  The  first  contests 
ought  to  be  held  in  early  March  and  the  last  in  early  June.  The 
schedule  should  include  periodic  weeks  off,  so  candidates  can 
recharge  and  regroup.  A  longer  contest  would  give  contenders 
more  time  to  test  ideas  and  build  coalitions.  And  there's  noth- 
ing like  a  horse  race  to  keep  voters  involved. 

To  hold  down  expenses  and  give  more  candidates  a  chance  to 
be  heard,  the  calendar  could  start  with  small  states  and  New 
Hampshire-style  retail  politicking— though  not  necessarily  in 
New  Hampshire.  Brock's  commission  backed  a  system  in  which 
the  13  smallest  states  would  vote  in  March,  followed  by  the  next- 


largest  12  in  April,  and  so  on  until  the  12    "THE  SCREAM"  A 

biggest  voted  in  June.  With  60%  of  del-    mike  that  eliminated 
egates  up  for  grabs  in  the  final  round,  a    room  noise  hurt 
candidate  couldn't  get  a  mathematical    Dean— and  there  was 
lock  on  the  nomination  before  Memor-    no  time  t0  recover 
ial  Day.  But  in  modern  politics,  delegate 
counts  don't  matter  as  much  as  momentum  and  money.  That 
plan  would  still  let  a  front-runner  drive  out  opponents  long  be- 
fore facing  big-state  voters. 

A  better  system  would  use  a  lottery  to  assign  dates.  The  25 
smallest  states  would  be  allowed  to  draw  for  perhaps  10  slots  in 
March.  All  other  states  would  be  eligible  for  primary  dates  in 
April,  May,  and  June.  The  goal:  returning  to  the  pattern  of  I960 
through  1976,  when  states  accounting  for  half  the  population  held 
their  contests  in  mid-May  or  later.  That  would  boost  the  odds  of  a 
lively  campaign  into  summer,  leading  up  to  the  party  conventions. 

What  are  the  chances  for  reform?  The  key  ingredient,  backers 
say,  is  an  open  race  for  the  White  House,  so  there's  no  incumbent 
with  a  stake  in  the  current  system  and  neither  party  fears  a  dis- 
advantage from  changing  the  calendar.  If  President  Bush  is  re- 
elected, 2008  would  be  just  such  a  year.  ■ 
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SPECIAL  REPORT 


ELECTION  MACHINERY 

WHY  FLORIDA  CAN 
HAPPEN  AGAIN 

AFTER  THE  2000  PRESIDENTIAL  ELECTION 
fiasco  in  Florida  seared  images  of  hanging 
chads  into  the  national  psyche,  both  tri- 
umphant Republicans  and  still-sore  Demo- 
crats agreed  on  one  thing:  America's  election 
machinery  needed  an  urgent  overhaul.  So 
where  are  the  vaunted  reforms  as  the  2004 
election  draws  nigh?  A  few  are  in  place,  but  in  general  the  na- 
tion is  nowhere  near  the  goal  of  a  more  modern  and  secure 
form  of  balloting.  "Millions  of  voters  will  still  be  voting  on  dis- 
enfranchising systems,  mostly  in  poor  districts,"  says  Walden 
"Wally"  O'Dell,  chairman  and  CEO  of  Diebold  Inc.,  a  maker  of 
electronic  voting  machines. 

The  problems  started  early  in  2001.  Congress  dragged  its  feet 
in  passing  the  Help  America  Vote  Act,  or  HAVA,  which  dangled 
$3.86  billion  in  front  of  states  to  upgrade  their  voting  equip- 
ment, streamline  voting  rolls,  and  improve  training.  HAVA  also 
established  the  Election  Assistance  Commission  (EAC)  to  set 
standards  and  shepherd  states  through  the  process  of  over- 
hauling their  systems.  The  catch:  As  of  late  May,  only  $670  mil- 
lion had  been  made  available. 

Same  Old  Clunkers 

SO  AS  VOTERS  TRUDGE  to  the  polls  on  Nov.  2,  attempts  to 
clean  up  voting  rolls  will  remain  unresolved,  and  snafus  with 
balky  equipment  will  still  be  widespread.  While  military  ballots 
and  voting  rolls  got  plenty  of  airtime  in  the  aftermath  of  the  last 
election,  the  iconic  image  of  Florida  was  the  hanging  chad, 
symbol  of  the  damage  wrought  by  punch  cards.  HAVA  prodded 
states  to  junk  outdated  machines,  and  some  states  such  as  Cal- 
ifornia, Florida,  Georgia,  and  Maryland  have  moved  rapidly. 
Still,  they  are  the  exceptions.  Incredible-But-True-Dept.:  This 
year  about  three-fourths  of  voters  will  cast  ballots  on  the  same 
type  of  machines  they  used  four  years  ago. 

A  big  part  of  that  lag  is  inertia  at  the  federal  level.  Another 
problem  can  be  traced  to  the  growing  controversy  over  touch- 
screen machines,  once  seen  as  the  ideal  vehicle  for  a  chad-free 
future.  Ironically,  it's  the  very  paperlessness  of  those  machines 
that  has  come  under  attack.  Critics— mostly  liberal  activists 
and  computer  scientists— charge  that  direct  recording  elec- 
tronic (DRE)  systems  are  inherently  insecure  and  provide  no 
acceptable  method  of  verifying  that  the  machines  have  done 
their  job  correctly.  "In  a  close  election,  you  would  have  to  take 

In  2000,  up  to  2  million 
votes  were  lost  because 
of  confusing  ballots  or 
malfunctioning  machines 
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HANGING  CHAD  the  computer's  word  for  it,"   says 

Examining  a  ballot  in      Aviel  D.  Rubin,  professor  of  computer 
the  Florida  recount        science  at  Johns  Hopkins  University. 

Some  of  the  hoopla  surrounding 
DREs  seems  overwrought.  There  is,  after  all,  no  concrete  ex- 
ample of  a  security  lapse  occurring  with  e-voting.  Though  that's 
not  to  say  DREs  have  been  trouble-free.  California's  Secretary  of 
State  has  banned  the  use  of  more  than  14,000  DREs  this  No- 
vember, accusing  Diebold— one  of  the  biggest  players  in  the  e- 
voting  business— of  using  software  that  was  not  approved  by 
state  or  national  authorities.  Diebold  denies  the  allegation. 

What  can  get  lost  in  the  controversy  over  going  electronic  is 
the  fact  that  punch  cards  have  the  highest  error  rate.  A  study 
conducted  by  the  University  of  California  at  Berkeley  in  2001 
found  that  2%  to  3%  of  hand-punched  ballots  could  not  be  tab- 
ulated, vs.  less  than  1%  for  electronic  systems.  The  unreliability  of 
punch  cards  is  especially  bad  news  for  poor  and  minority  voters, 
who  are  most  apt  to  live  in  jurisdictions  that  use  old  machines. 

Clearly,  America's  problem-ridden  voting  system  cannot  be 
rewired  in  time  for  the  2004  election.  But  by  the  midterm 
elections  of  2006,  there  will  be  no  excuses.  Congress  would  be 
well  advised  to  give  the  EAC  the  money  it  needs  to  test  tech- 
nologies, ensure  the  security  of  new  systems,  and  help  make 
certain  that  overseas  ballots  are  delivered  in  time  to  be  tal- 
lied—especially those  of  soldiers,  who  sorely  deserve  to  be 
heard.  Only  then  can  the  millions  of  votes  lost  because  of  in- 
adequate machinery,  unreliable  voting  rolls,  and  absentee-bal- 
lot delays  be  counted.  Only  then  can  America  put  behind  it  a 
national  embarrassment.  ■ 
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CAMPAIGN  FINANCE 


HOW  TO  FIX 

A  RIGGED  SYSTEM 


OF  ALL  THE  ROADBLOCKS  TO  DEMOCRACY, 
money— more  precisely,  the  lack  of  it— looms  as 
perhaps  the  most  daunting.  Consider  the  not 
atypical  case  of  Philip  T.  Bradley.  A  year  ago,  the 
former  GOP  chairman  of  the  South  Carolina 
Public  Service  Commission  opted  to  run  for  an 
open  House  seat  He  had  name  recognition 
from  a  10-year  stint  in  the  state  legislature  and  a  passel  of  ideas  for 
economic  development  and  improving  schools. 

But  Bradley,  a  conservative  from  Greenville,  couldn't  turn  on 
the  golden  spigot.  After  a  yearlong  effort  produced  only 
$50,000,  he  quit  the  race  in  April.  "If  you  aren't  the  incumbent 
or  you  don't  have  personal  wealth,"  he  laments,  "there's  almost 
no  hope  of  winning." 

No  kidding.  A  House  incumbent  in  2002  raised,  on  average, 
nearly  $900,000  to  keep  a  seat,  much  of  it  from  vested  interests. 
That's  up  from  $650,000  in  1998.  The  typical  House  challenger 
in  the  last  election  raised  only  $197,000.  Incumbents'  fund-rais- 
ing edge  is  a  key  reason  competition  has  drained  out  of  con- 
gressional races.  Some  98.2%  of  House  incumbents  won  re- 
election in  2002.  Senators  are  only  slightly  more  vulnerable. 

In  2004,  megabuck  politics  will  reach  new  heights.  This 
years  Presidential  and  congressional  elections  may  cost  more 
than  $3  billion,  up  from  $2  billion  in  2000.  But  the  problem  is 
not  the  total  amount  of  cash.  Ifs  that  too  much  of  it  comes  from 
special-interest  groups  and  too  little  of  it  goes  to  challengers. 
The  result  is  near-guaranteed  incumbency  in  Congress,  a  lack 
of  fresh  blood  and  new  thinking— and  yet  another  reason  for 
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Together,  is  making  an 
end  run  around  McCain- 
Feingold 

voters  to  feel  the  status  i  (". 
is  cast  in  stone. 

Despite  the  passage  of  i  if 
jor  reforms  in  200 -. 
changes  that  banned  cart, 
dates  and  parties  fr  - 
raising  unhmited  "soft  c  ■ 
lars"— most  pols  rem  | 
hopelessly  hooked  on  spec  I 
interest  cash.  As  races  gr  v 
more  costly,  the  money  §  £ 
between  incumbents  £  \ 
challengers  is  widening.  -" 
day,  predicting  the  outcojfc 
of  an  election  is  a  snap.  J  ( 
check  who  has  the  most  a  ( 
on  hand.  Says  Fitf 
Wertheimer,  president  of  ttj 
nonpartisan  reform  gro  >. 
Democracy  21:  "We  only  have  the  illusion,  and  not  the  reality  E 
[competitive]  elections." 

Clearly,  there's  a  need  for  more  reform.  But  fixing  a  rigged  s?  ■ 
tern  is  a  challenge.  It  took  seven  years  to  pass  the  Bipartisan  Cas  j 
paign  Reform  Act,  better  known  as  McCain-Feingold,  after  Ser  | 
tors  John  McCain  (R-Ariz.)  and  Russell  D.  Feingold  (D-Wis.).  T 
next  reform  phase,  which  McCain  vows  to  kick  off  next  ye 
should  aim  at  helping  challengers  and  wringing  even  more  int( 
est-group  money  out  of  elections.  Among  the  top  priorities: 

1.  FIX  THE  PUBLIC  FUND  Currently,  taxpayers  can  check  a  b 
on  their  IRS  return  to  send  $3  to  the  Presidential  campaij 
fund.  The  pool  matches  the  first  $250  of  every  contribution 
candidate  gets  during  the  primaries.  It  also  pays  most  of  tl 
bills  for  the  general  election  and  the  conventions.  In  exchanj 
for  subsidies,  candidates  must  adhere  to  spending  limits  durii 
the  primaries  and  refrain  from  raising  private  funds  during  tn 
general  election.  This  year,  though,  President  Bush  and  Job 
Kerry  opted  out  of  primary  public  financing  to  spend  $300  m> 
lion  on  hot-button  advertising. 

The  fund's  main  problem?  It  hasn't  kept  pace  with  inflation, 
total  of  about  $236  million  is  available  for  2004.  The  cost  for  bot 
party  conventions  and  the  general  election  alone  will  run  $17 
million.  That  leaves  $61  million  to  cover  all  the  2004  candidate 
primary  subsidies— not  nearly  enough. 

Just  as  important,  the  system  needs  a  nationwide  public-rek 
tions  campaign  to  explain  why  folks  should  check  the  box.  La< 
year  only  11%  did  so.  The  problem,  insists  McCain,  is  that  man 
people  view  the  checkoff  as  "some  kind  of  political  contribution. 

What's  so  great  about  public  financing?  Without  it,  onl 

In  2002, 98.2%  of  House 
incumbents,  raising  an 
average  of  $900,000 

apiece,  were  reelected 


lose  able  to  tap  a  personal  fortune  or  strings-attached  largesse 
-om  interest  groups  are  competitive.  That  forces  candidates  to 
ely  on  huge  sums  from  trade  unions,  lobbyists,  and  corpora- 
ons  looking  for  a  return  on  their  "investment." 

Doubling  the  checkoff  from  $3  to  $6— and  indexing  it  to  in- 
ation— would  produce  an  additional  $200  million  over  four 
ears.  That  would  permit  candidates  to  get  at  least  $75  million 
piece  during  the  primaries,  which  ought  to  be  sufficient.  In  ad- 
ition,  the  current  one-for-one  match  on  the  first  $250  in  contri- 
utions  could  be  raised  to  a  four-to-one  match  to  boost  the  status 
f  small-dollar  donors— the  least  encumbered  source  of  gifts. 

The  fund  also  needs  stronger  incentives  to  encourage  pols  to 
pt  in.  Here's  one:  Nominees  who  want  the  $75  million  general- 
lection  subsidy  should  also  have  to  accept  spending  curbs  dur- 
lg  the  primaries.  If  such  a  rule  were  in  place  today,  Bush  and 
Jerry  wouldn't  be  able  to  have  it  both  ways  by  relying  on  private 
loney  during  the  primaries  and  public  funding  during  the  gen- 
ral  election. 

Another  idea  to  boost  competition  is  compensatory 
ash:  Any  candidate  facing  an  opponent  who  rejects  pub- 
c  funding— and  is  then  outraised  by  at  least  25%— could 
et  some  or  all  the  public  money  the  opponent  rejected. 

i  BROADEN  PUBLIC  FINANCING  Extending  public 
ubsidies  to  congressional  races  would  be  a  logical,  but 
ontroversial,  next  step.  The  price  could  be  steep— as 
igh  as  $1  billion.  But  that' s  small  potatoes  compared 
nth  the  cash  we  lavish  on  special-interest  subsidies  and 
iz  breaks.  And,  insists  Wertheimer,  "it's  a  hell  of  a  lot 
?ss  than  our  democracy  is  paying  now  with  privately  fi- 
anced  races." 

Why  extend  public  financing?  Because  under  the  cur- 
mt  system,  most  elections  aren't  real  contests.  Out  of 
35  House  races  in  2004,  only  35  are  remotely  competi- 
ve.  House  members  closed  out  the  2002  election  with 
n  average  $340,000  in  cash  on  hand,  putting  future 
hallengers  at  a  disadvantage  from 
>ay  One.  The  average  incumbent 
snator  had  twice  that  amount  in 
urplus  cash. 


the  FEC  is  simply  incapable  of  enforcing  existing  law,"  fumes  Mc- 
Cain. "[It  is]  an  absolute  and  total  disgrace." 

5.  ENCOURAGE  SMALL  DONORS.  Almost  unnoticed  in  the 
flood  of  cash  pouring  into  the  2004  Presidential  election  is  the 
huge  increase  in  contributions  from  individual  donors  in  chunks 
of  $200  or  less.  Thanks  to  Howard  Dean,  who  took  in  more  than 
half  of  his  $53  million  this  way,  small  donors  have  rediscovered 
politics.  This  is  good  news.  Individuals  who  donate  in  small 
amounts  are  the  least  corrupt  source  of  campaign  cash.  While  it's 
true  that  both  Bush  and  Kerry  have  gotten  the  bulk  of  their  mon- 
ey from  wealthy  givers  who  can  afford  $2,000  apiece,  both  can- 
didates have  done  extremely  well  among  small  donors,  too.  Bush 
raised  $44  million  through  Apr.  30  in  amounts  less  than  $200,  for 
22%  of  his  total.  And  Kerry  has  taken  in  $32  million,  or  30%  of  his 
total,  from  small  givers.  Altogether,  the  2004  Presidential  candi- 
dates raised  $123  million  from  small-dollar  givers,  up  from  $46 


I.  HELP  HILL  CHALLENGERS 

■side  from  injections  of  public  cash, 

lere  are  other  ways  to  weaken  in- 

umbents'  grip.  Because  TV  advertising  is  one  of  any 

ampaign's  biggest  expenses,  the  quickest  fix  is  free  air 

me.  Local  stations  should  be  required  to  air  at  least 

ne  primary  and  one  general- election  debate,  plus  a    mhhi 

linimum  number  of  free  or  subsidized  minutes  for  of- 

ce-seeker  ads.  Broadcast  and  cable  owners  would  object,  of 

ourse.  But  opposition  could  be  overcome  if  a  public  fund  re- 

nbursed  them  for  some  lost  airtime. 

k  OVERHAUL  THE  FEC  Congress  designed  the  Federal  Election 
tommission  to  be  wimpy,  but  it  has  outdone  itself  with  its  recent 
isplay  of  indolence.  The  agency  has  wrestled  all  year  with  the  is- 
ue  of  shadow  political  committees— so  called  527s  such  as  Amer- 
:a  Coming  Together— that  are  making  an  end  run  around  Mc- 
lain-Feingold  by  accepting  soft  money.  But  the  FEC's  gridlocked 
lembers— it  has  three  GOP  and  three  Democratic  appointees— 
pted  to  defer  action  on  the  troubling  issue  until  after  the  election. 
The  delay  not  only  flashes  a  green  light  to  the  mostly  pro-Ker- 
y  shadow  committees  but  also  encourages  Republican  fat  cats  to 
et  up  similar  front  groups.  "I  am  becoming  more  convinced  that 


The  FEC  is  an 
absolute  and 
total  disgrace,55 
says  Senator 
McCain 


million  in  2000.  Much  of  the  new  mon- 
ey came  via  the  Internet. 

To  encourage  this  positive  trend, 
Congress  should  enact  a  tax  credit  that 
allows  small  donors  to  get  back  up  to 
$100  when  they  file  federal  income 
taxes.  Making  the  tax  credit  available 
only  if  the  recipient  is  participating  in 
public  funding  would  pressure  candi- 
dates to  limit  campaign  spending. 
i^hh^h  Studies  and  polls  funded  by  pro -re- 

form groups,  including  the  Campaign 
Finance  Institute,  have  shown  that  a  tax  credit  would  signifi- 
cantly increase  the  number  of  small  donors. 

Obviously,  Round  Two  of  reform  won't  be  easy.  And  it  will  re- 
quire incumbents  to  give  up  some  of  their  unfair  advantages  for 
the  betterment  of  the  nation  as  a  whole. 

Idealistic  in  the  extreme?  Sure.  But  long  overdue.  Political  par- 
ticipation is  tailing  off  alarmingly  as  polarization  rises.  Unless  we 
modernize,  disgust  with  politics  will  grow.  That's  not  only  bad  for 
America.  It^s  bad  for  a  world  community  that  even  in  these  storm- 
tossed  times  still  sees  this  nation  as  a  beacon  of  democracy.  ■ 
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NotaPretty 
Picture  at  Elite 

The  legendary  New  York  agency  is  on  the 
block— amid  bankruptcy  and  lawsuits 


ITS  NAME  EVOKES  a  world  of  beau- 
ty and  glamour.  But  lately,  Elite 
Model  Management,  the  largest 
modeling  network  in  the  world,  has 
developed  a  bad  case  of  the  uglies. 
Not  long  ago  it  was  a  hot  agency, 
representing  such  models  as  Cindy 
Crawford,  Linda  Evangelista,  and  Naomi 
Campbell.  It  still  has  Lauren  Bush,  Presi- 
dent George  W.  Bush's  niece,  and  former 
supermodel  Paulina  Porizkova  on  its  750- 
strong  roster. 

For  two  years,  Elite  has  been  at  the  cen- 
ter of  a  $50  million  class  action.  The  law- 
suit, originally  filed  on  behalf  of  some 
10,000  models  against  Elite  and  12  other 
agencies,  went  to  trial  on  June  1.  The  mod- 
els allege  rampant,  decades-long  price-fix- 
ing. BusinessWeek  has  learned  that  most  of 
the  agencies  named  in  the  suit,  including 
Ford  Models  and  Wilhelmina  Models  opt- 
ed to  settle  the  first  day  of  the  trial.  The 
terms  were  not  disclosed  and  the  judge 
still  must  rule  on  the  settlements. 

The  suit  was  just  part  of  Elite's  legal 
woes.  In  a  separate  case  last  year,  a  jury 
awarded  $5.2  million  to  Victoria  Galle- 
gos,  a  former  executive  trainee  who  sued 
Elite  over  a  hostile  work  environment— 
they  smoked,  she  had  asthma— and 
wrongful  termination.  Elite 
is  appealing.  Largely  be- 
cause of  that  judgment,  Elite 
Model  Management  New 
York  filed  for  bankruptcy  in 
February.  Its  assets,  includ- 
ing Elite  Los  Angeles,  Elite 
Miami,  and  other  North 
American  subsidiaries,  are 
now  for  sale.  Elite  Model 
Management,  the  New  York 
agency's  parent  in  Fribourg, 
Switzerland,  is  not  in  bank- 


Elite's 
ultimate 
ownership 
is  murky 
even  to  its 
president 


ruptcy.  According  to  class-action  court 
papers,  models  could  still  go  after  the  as- 
sets of  Elite  founder  John  Casablancas, 
who  cashed  out  for  millions  in  1999,  as 
well  as  assets  they  claim  were  diverted  to 
Switzerland.  Says  Christian  Larpin,  a 
shareholder  and  the  sole  director  of  Elite: 
"This  is  judicial  terrorism." 

Despite  the  settlement,  the  class  action 
has  thrust  Elite  and  the  entire  modeling 
industry  into  an  unflattering  light  and  re- 
vealed how  skin-deep  its  glamour  is. 
Lawyers  fighting  Elite  are  questioning 
whether  the  Swiss  parent,  headed  by 
President  Gerald  Marie  and  Larpin,  and 
Elite  New  York,  both  private  outfits,  have 
hidden  and  diverted  assets  through  a  tan- 
gled web  of  subsidiaries,  franchisees, 
and  Swiss  bank  accounts  to  dodge  taxes 
and  court  awards.  Says  Larpin:  "We  have 
nothing  to  hide." 

The  class  action,  filed  in  the  U.S.  Dis- 
trict Court  for  the  Southern  District  of 
New  York,  alleges  that  Elite,  founded  in 
1972,  was  a  pivotal  player  in  price-fixing 
for  more  than  20  years.  Under  the  aus- 
pices of  the  International  Model  Manage- 
ment Assn.  trade  group,  lawyers  allege, 
the  agencies  met  monthly  at  fancy  Man- 
hattan restaurants  primarily  to  discuss 
fees.  (The  agencies  typically 
receive  40%  of  the  charge  for 
an  assignment  a  20%  fee 
from  clients  and  20%  of  the 
model's  pay.) 

Elite  handed  the  plaintiffs 
what  looks  like  a  smoking 
gun.  Monique  Pillard,  Elite's 
former  president,  warned  ri- 
vals in  a  1986  memo  they 
risked  "committing  suicide  if 
we  do  not  stick  together"  in 
setting  fees.  When  an  exec  at 


All 

Up  and...? 

Besieged  by  lawsuits,  Elite  Nev 
York  filed  for  bankruptcy  in 
February.  Its  assets-Elite  Los 
Angeles,  Elite  Miami,  and  othe 
units-are  up  for  sale.  The 
starting  bid r  A  mere  $3  millior 



another  agency  complained  this  might  be 
seen  as  price-fixing,  Pillard  replied:  "Ha! 
Ha!  Ha!... the  usual  bulls-t!"  An  Elite 
spokesman  says  the  quotes  were  taken  out 
of  context  and  the  business  is  so  competi- 
tive that  price-fixing  makes  no  sense. 

OWNERSHIP  ISSUES 

IN  COURT  DOCUMENTS,  lead  attorneys 
for  the  plaintiffs,  Boies,  Schiller  & 
Flexner— the  firm  headed  by  David  Boies, 
who  led  the  Justice  Dept.'s  antitrust  case 
against  Microsoft  Corp.— allege  that  Elite 
has  withheld  or  actively  provided  false  fi- 
nancial information.  Top  company  offi- 
cials will  not  tell  the  court  who  owns  the 
parent  company  Elite.  In  what  Boies 
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With  an  award-winning,  high-definition  picture 
and  new  sizes  to  choose  from... 

one  line  fits  all. 
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50" 
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63" 


The  Fujitsu  Plasmauision  SlimScreen  Series. 

Size  matters.  That's  why  we  offer  so  many.  But  so  does  quality.  Our  exclusive  AVM  chip  creates  a  vivid  picture  with  the 

highest  brightness,  contrast  and  color  saturation.  A  high-definition  picture  so  spectacular,  our  technology  won  an  Emmy®  Awa 

You  can  find  the  SlimScreen  Series  exclusively  at  an  authorized  Fujitsu  retailer.  To  find  one  near  you,  call  1-888-888-3424  or  visit 


A\S/^ 


www.plasmavision.com,  and  find  the  perfect  fit. 


ITS  WHAT'S  INSIDE" 


THE      POSSIBILITIES      ARE      INFINITE 


FUJITSU 


Three-year  limited  warranty  includes  parts  and  labor  and  one  year  on  plasma  display  element  Fujitsu  General  America.  Inc. 


Give  A  Child  With  A  Cleft 
A  Second  Chance  At  life. 


Today,  millions  of  children  in  developing  countries  are  suffering  with  cleft  lip  and 
palate.  Condemned  to  a  lifetime  of  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  of  these  children  can  be  helped.  This  is  the 
mission  of  The  Smile  Train.  We  empower  local  surgeons  in  developing  countries 
to  provide  this  life-changing  free  cleft  surgery  which  takes  as  little  as  45  minutes 
and  costs  as  little  as  $250.  It  gives  desperate  children  not  just  a  new  smile  — 
but  a  new  life. 

YES,  I  want  to  give  a  child  a  second  chance  at  life. 

G  $250  Provides  cleft  lip  surgery  for  one  child.    □  $  50  Provides  medications  for  one  surgery. 
□  $125  Covers  half  the  cost  of  one  surgery.         O  $ We'll  gratefully  accept  any  amount. 

Name 

Address 

City      

Telephone 

Charge  my  gift  to  my  credit  card:  □  Visa       G  MasterCard       □  AMEX 

Account  No. Exp.  Date 

Signature  


State 


Zip 


eMail 


Send  this  coupon  with  your  donation  to: 

The  Smile  Train-Dept.  Mag. 

P.O.  Box  96231 
Washington,  DC  20090-6231 


3001-00-306-13 


100%  of  your  donation  goes  towards  programs  — 
0%  goes  towards  overhead. 

\oo. 

W 
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TheSmileTrain 

he  World  <  in.  Smile  \i  \  I 
M.mli  1999  ■  Ma; 

1-877-KID-SMILE  www.smiletrain.org 

*  All  non-program  expenses.  such  .i~  overhead  and  fundraising.  are  paid  for  with  start-up  grants  from  our  founding  supporters. 

I  lie  Smile  Train  is  a  501  (c)(3)  nonprofit  recognized  by  the  IRS.  and  all  donations  to  The  Smile  Train  are  tax-deductible  in 

accordance  with  IRS  regulations.  ©  2004  The  Smile  Train. 


IMPORTANT  PUBLIC 

HEALTH  INFORMATION 

REGARDING  CLEFT 

LIP  &  PALATE 

What  Is  Cleft  Up  And  Cleft  Palate? 

A  cleft  is  a  separation  in  a  body  struc- 
ture. Clefts  that  occur  in  the  oral-facial 
region  often  involve  the  lip,  the  roof  of 
the  mouth  (hard  palate)  or  the  soft  tissue 
in  the  back  of  the  mouth  (soft  palate). 
Two  major  types  of  oral-facial  clefts  are 
cleft  lip/palate  and  isolated  cleft  palate. 
Babies  with  cleft  lip/palate  have  a  cleft 
lip  which  usually  is  accompanied  by  cleft 
palate.  In  isolated  cleft  palate,  the  cleft 
palate  occurs  by  itself,  without  cleft  lip  or 
other  malformations.  The  lip  or  the  lip 
and  palate  together  fail  to  close  in 
approximately  1  in  every  1 ,000  babies 
born.  Cleft  palate  occurs  alone  less 
often,  appearing  in  approximately  1  in 
2,000  babies. 

What  Causes  Cleft  Up/Palate?  The 
causes  of  cleft  lip/palate  are  not  well 
understood.  Studies  suggest  that  a  num- 
ber of  genes,  as  well  as  environmental 
factors,  such  as  drugs  (including  several 
different  antiseizure  drugs),  infections, 
maternal  illnesses,  maternal  smoking  and 
alcohol  use  and,  possibly,  deficiency  of 
the  B  vitamin  folic  acid  may  be  involved. 
Can  Oral-Facial  Clefts  Be 
Prevented?  While  little  is  known  about 
how  to  prevent  oral-facial  clefts,  studies 
suggest  that  taking  multivitamins  contain- 
ing folic  acid  before  conception  and 
during  the  first  two  months  of  pregnancy 
may  help  prevent  cleft  lip/palate  and 
isolated  cleft  palate.  Other  studies  have 
shown  that  fetuses  with  certain  pre- 
disposing genes  may  be  at  increased 
risk  for  isolated  cleft  palate  if  their 
mothers  smoke. 

Women  who  are  planning  pregnancy 
or  who  are  pregnant  should  avoid  alco- 
hol, which  also  can  cause  a  number  of 
mental  and  physical  birth  defects. 
Because  some  types  of  medications 
(such  as  some  drugs  used  to  treat 
epilepsy)  have  been  linked  to  increased 
risk  of  cleft  lip/palate,  women  who  take 
medications  for  chronic  illnesses  should 
check  with  their  doctors  before  they 
become  pregnant.  (They  should  not,  how- 
ever, discontinue  their  medication  without 
discussion  with  their  physician.).  All  preg- 
nant women  should  use  only  medications 
prescribed  by  a  physician  who  knows  of 
the  pregnancy,  and  get  early  and  regular 
prenatal  care,  beginning  with  a  prepreg- 
nancy visit.  Families  with  a  history  of 
cleft  lip/palate,  isolated  cleft  palate,  or 
any  other  condition  of  which  clefting  is  a 
part,  may  wish  to  discuss  the  chances  of 
recurrence  with  a  genetic  counselor. 
Can  Oral-Facial  Clefts  Be  Repaired? 
Surgery  often  is  used  to  correct  cleft 
lip/palate  and  isolated  cleft  palate.  The 
timing  and  type  of  surgery  depend  upon 
a  number  of  factors,  including  the  prefer- 
ence of  the  surgeon,  the  health  of  the 
baby  and  the  nature  of  the  cleft. 
Other  Sources  Of  Information  On 
Cleft  Lip  And  Palate.  In  addition  to  this 
valuable  information  we  have  tens  of 
thousands  of  pages  of  information 
regarding  cleft-related  medical  journal 
content,  news  articles  and  stories,  impor- 
tant cleft  resources  for  patients,  their 
families,  and  cleft  medical  professionals, 
medical  students  and  leading  cleft  organ- 
izations around  the  world.  For  more  infor- 
mation on  cleft  lip  and  palate  please  visit 
the  world's  largest  cleft  website: 
wMrw.smiletrain.org  or  call  us  at 
1-877-Kid-Smile. 

The  Smile  Train  has  provided  these  materials 
for  information  purposes  only;  they  do  not 
constitute  medical  advice. 


The  McGraw-Hill  Companies 


Please  join  Standard  &  Poor's  and  industry  leaders  for  an  interactive  program  that 
examines  the  critical  success  factors  in  today's  insurance  industry. 

INSURANCE    2004 

STRUCTURING  FOR  SUCCESS 

June  15-17  •  Grand  Hyatt  •  New  York  City 

Insurance  Executives  and  Investment/Credit  Professionals  won't  want  to  miss  this 
chance  to  learn  about  and  discuss  leading  strategies  with  those  at  the  forefront  of 
the  insurance  industry. 

This  multitrack  program  features: 

»-  Innovative  Financing  Strategies  with  Rating  Implications 

>■  Insurance  Company  CFO  Presentations 

»■  Industry  Perspectives  from  Wall  Street 

>■  In-depth  Analysis  of  Selected  Insurers  with  Peer  Comparisons 

*►  Hot  Topic  Panel  Discussions 

>-  Ratings  Criteria  &  Methodology  Roundtables 
Invited  speakers  include: 

^Robert  H.  Benmosche,  Chairman,  President  &  CEO  of  MetLife 

*-  Joseph  Brandon,  Chairman  &  CEO  of  General  Re 

5^  Jay  S.  Fishman,  Chairman,  President  &  CEO  of  The  St.  Paul  Companies 

>■  George  C.  Halvorson,  Chairman  &  CEO  of  Kaiser  Foundation  Health  Plan 

>*  Edmund  F.  Kelly,  Chairman,  President  &c  CEO  of  Liberty  Mutual 

>-  Seymour  Sternberg,  Chairman  &  CEO  of  New  York  Life 

>>  Joseph  V.  Taranto,  CEO  of  Everest  Re 
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Randy  Repass,  Founder  &  Chairman 
West  Marine 
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The  bank  of  Randy 


has  a  Long-term  relationship  under  its  sails 


provides  the  credit  to  fuel  their  growth  strategy 


helps  associates  better  navigate  their  401(k)s 


always  goes  overboard  to  make  clients  happy. 
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MBER,  1999  A  British  TV  documentary  catches  a  top  Elite  executive  on  camera 

ing  sex  with  young  women  and  another  making  racist  comments. 

,2002  Elite,  along  with  some  12  other  agencies,  is  named  in  an  antitrust  complaint  on 
f  of  models  who  claim  price-fixing.  Most  agencies  opt  to  settle  as  the  case  goes  to  trial 
ne  1, 2004. 


MBER,  2002  John  Casablancas,  founder  of  Elite,  is  named  in  a  sex  abuse  lawsuit  by  an 
ng  model.  Casablancas  says  the  case  was  settled  and  that  there  was  "no  wrongdoing." 


,  2003  A  jury  orders  Elite  NY.  to  pay  Victoria  Gallegos,  a  former  executive  trainee,  $5.3 
i.  Gallegos,  an  asthma  sufferer,  alleged  execs  forced  her  to  work  in  a  hostile  smoking 
tnment.  The  award  is  subsequently  reduced  to  $4.2  million.  Elite  is  appealing. 

JARY,  2004  Elite  NY.  files  for  bankruptcy,  citing  pending  lawsuits. 


,2004  Elite  NY.  is  put  on  the  block  for  a  hasty  fire  sale.  The  auction  is  slated  for  mid-June. 


Data:  BusiriessMfeefl 


:hiller  says  is  the  "third  version  of  the 
cts,"  Elite  says  it  is  held  by  Osiris  Ltd.  of 
alta,  "the  ownership  of  which  is  un- 
lown  to  both  the  [creditors]  and 
Jerald]  Marie  himself."  Indeed,  Larpin 
aimed  to  BusinessWeek  he  is  not  sure 
ho  is  behind  Osiris  other  than  himself. 
Financial  misdeeds  at  Elite  abound,  ac- 
trding  to  court  documents.  In  a  deposi- 
m,  Mary  Ann  D'Angelico,  an  Elite  em- 
oyee  who  was  formerly  chief  financial 
lministrator,  said  that  when  Elite 
)oked  a  U.S.-based  model  on  a  Euro- 
:an  job,  even  for  an  American  client,  the 
venue  was  routinely  sent  to  Switzer- 
nd.  Plaintiffs  lawyers  argued  this  was 
o  keep  income  off  Elite  New  York's  fi- 


nancial records"  and  evade  taxes  in  the 
U.S.  and  elsewhere.  Larpin  counters  that 
such  bookings  were  "rare,"  adding:  "It's 
never  our  objective  to  cheat  on  taxes." 

D'Angelico  testified  in  a  deposition  that 
Elite  routinely  accepted  kickbacks  from 
agencies  that  book  models  for  union  TV 
and  film  work.  Larpin  says  he  is  unaware 
of  this.  (D'Angelico  is  under  investigation 
by  the  Manhattan  District  Attorney's  of- 
fice. Court  documents  say  she  cornered  a 
juror  in  the  ladies'  room  during  the  Galle- 
gos trial,  painting  Gallegos'  career  as 
checkered.  Neither  D'Angelico  nor  the  Dis- 
trict Attorney's  office  would  comment.) 

Surprisingly,  would-be  buyers  are 
flocking  to  Elite  like  suitors  vying  to  date 


CATWALK  Elite  has  America's  Next 
represented  Top  Model.  Don- 
supermodels  Cindy  aid  j.  Trump  is  ru- 
Crawford  Linda  mored  t0  be  inter. 
Evangehsta,  and  .     A       . 

Naomi  Campbell        !?tea'        ,gn    a 

hbb^^^^  Trump  spokesman 

denies  it.  Catwalk 
Acquisition  Co.,  an  affiliate  of  Careyes 
Funding,  which  has  provided  financing  to 
keep  Elite  New  York  running,  is  a  bidder. 
The  head  of  Los  Angeles'  Diversified 
Investment  Management,  former  stock- 
broker Dominic  Alvarez,  confirms  his  firm 
is  a  bidder,  too.  According  to  New  York 
Stock  Exchange  documents,  Alvarez  was 
barred  from  the  securities  industry  in  Jan- 
uary following  a  customer  complaint 
about  money  he  was  loaned.  Alvarez  says 
he  expects  to  get  his  license  back  shortly. 
His  firm  is  affiliated  with  Ramy  El- 
Batrawi,  former  head  of  Genesislnterme- 
dia  Inc.,  a  NASDAQ  company  that  was 
delisted  in  2002.  Last  year,  El-Batrawi,  an 
associate  of  billionaire  Saudi  arms  dealer 
Adnan  Khashoggi,  was  named  in  a  stock 
manipulation  investigation  by  the  Securi- 
ties &  Exchange  Commission.  He's  being 
sued  by  investors  for  securities  fraud. 

A  BEVY  OF  BODIES 

OTHERS  ARE  LESS  eager.  Jeffrey  Epstein, 
a  pal  of  former  President  Bill  Clinton  who 
manages  money  for  such  billionaires  as 
Leslie  H.  Wexner,  founder  and  CEO  of 
Limited  Brands  Inc.,  had  mulled  buying 
the  agency  but  begged  off.  Sources  close 
to  the  deal  say  he  was  wary  of  intense  in- 
fighting between  Marie  and  Larpin  for 
control  of  the  company.  Epstein  would 
not  comment  on  the  record. 

Bidding  for  Elite,  which  mainly  con- 
sists of  modeling  and  management  con- 
tracts, is  starting  around  $3  million  but 
could  go  much  higher,  say  people  familiar 
with  the  deal.  Whoever  buys  Elite  won't 
be  responsible  for  its  debts  or  potential 
damages.  The  winning  bidder  can  pay  a 
separate  $3.5  million  fee  to  join  Elite's 
global  network,  which  gives  rights  to  use 
the  Elite  brand  for  merchandising  and 
participate  in  its  famous  Model  Look  con- 
tests. Creditors  are  fuming  because  the 
fee  would  go  directly  to  Elite's  Swiss  par- 
ent and  not  to  them.  "Elite  N.Y  is  worth 
very  little  without  being  in  the  global  net- 
work. This  is  basically  a  pay-to-play  fee," 
says  a  lawyer  familiar  with  the  sale. 

The  Elite  auction  is  scheduled  for  mid- 
June.  Says  Mark  L.  Claster,  a  banker  with 
Carl  Marks  Capital  Advisors,  the  firm 
hired  to  sell  the  agency:  "The  Elite  name 
alone  is  worth  a  lot.  It's  a  strong,  presti- 
gious brand."  Perhaps  on  the  face  of  it.  ■ 
-By  Marcia  Vickers  in  New  York 
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Finance  Bankin. 


When  Bankers' 
Bets  Go  Bad 

With  a  load  of  derivatives  to  unwind,  banks 
may  face  serious  trouble  from  rising  rates 


AS  YOUR  CONSERVATIVE 
commercial  bank  sudden- 
ly become  a  day  trader 
placing  big  bets  on  inter- 
est rates?  These  days,  the 
odds  are  it  has.  At  the  end 
of  last  year  banks  had  a 
gross  $71  trillion  worth  of  derivatives  on 
their  books,  based  mosdy  on  interest  rates, 
according  to  the  Office  of  the  Comptroller 
of  the  Currency  (OCC).  That's  double  the 
amount  of  five  years  ago.  Much  of  the  ac- 
tivity is  designed  to  protect  the  value  of  the 
mortgages  they  hold.  But  increasingly, 
banks  are  trading  simply  to  make  some 
money  on  the  side. 

The  tactic  can  be  rewarding.  National 
City  Corp.,  a  Cleveland  bank,  said  it 
earned  $295  million  pretax  from  interest- 
rate  swaps  in  the  first  quarter.  Winston- 
Salem's  BB&T  Corp.  began  hedging  its 
mortgage  servicing  business  with  deriva- 
tives last  summer.  It  posted  a  $4  million 
loss  in  the  first  quarter,  a  tenth  of  what  it 
would  have  been  without  the  hedging. 
Meanwhile,  the  nation's  largest  thrift, 
Washington  Mutual  Inc.,  also  has  been 
"opportunistic"  in  its  buying  and  selling 
of  mortgage  securi- 
ties, says  bank  analyst 
David  A.  Hendler  of 
CreditSights  Inc.:  "It 
was  trading  Treasury 
and  mortgage-backed 
securities  and  taking 
gains  when  it  could." 

The  gusher  of  easy 
money  could  be  dry- 
ing up.  Earlier  this 
year  many  banks 
arranged  their  portfo- 
lios to  benefit  from 
low  interest  rates,  bet- 
ting that  those  rates 
would     stay     down 


DOUBLE  THE  ACTION 


Commercial  banks  are  making 
vastly  greater  use  of  derivatives 


30 


TRILLIONS  OF  DOLLARS 


FACE  VALUE  OF 
OUTSTANDING  CONTRACTS 
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most  of  the  year.  So  they  were  caught  off 
guard  when  rates  spiked  from  their 
March  lows.  Many  were  left  holding  low- 
yielding  securities  and  were  hit  by  losses 
on  complex  derivative  contracts  that  take 
time  to  unwind.  "They  played  the  trading 
game  for  quite  a  while,  and  it  worked," 
says  Ron  Papanek,  market  strategist  for 
New  York's  RiskMetrics  Group.  "Now 
they're  looking  down  the  barrel  of  a  Fed 
move."  Adds  Peter 
Nerby,  a  senior  bank 
analyst  at  Moody's  In- 
vestors Service:  "It's 
going  to  be  a  lot 
tougher  for  people  to 
make  money." 

Or  worse.  The 
runup  in  rates  in  1994 
wreaked  havoc  on 
banks'  securities  hold- 
ings. Banks  were 
socked  with  losses  to- 
taling about  $16  bil- 
lion, according  to  the 
OCC.  Big  regional 
banks  such  as  Chica- 


go's Bank  One  Corp.  and  PNC  Bank  Co 
of  Pittsburgh  took  sizable  hits.  Clevelan 
based  KeyCorp  lost  $865  million,  mos 
in  interest-rate  swaps,  by  the  third  quart 
of  that  year. 

DAMAGE  REPORTS 

SIMILAR  STRAINS  are  starting  to  rea 
pear.  Shares  of  New  York  Commun 
Bancorp  Inc.,  the  nation's  third-large 
thrift,  have  been  in  a  tailspin  because 
higher  rates.  The  bank  had  doubled  prot 
in  the  past  year  via  a  string  of  successl 
mergers,  but  on  Apr.  21  it  reported  that 
securities  portfolio  had  unrealized  losses 
nearly  $131  million.  The  company's  shar 
have  fallen  11%,  to  $23,  since  then,  and 
has  hired  investment  bankers  to  shop  tl 
bank    around.     "We', 
considering     strategic 
that  make  the  most  sen 
if  rates   are   going   i 
much  more  aggressive 
and  sooner  than  antic 
pated,"  says  the  comp. 
ny's     chief     executiv 
Joseph  R.  Ficalora.  "Tr 
[securities]  portfolio 
very  large,  and  there's 
large  amount  of  leverag 
We're  looking  at  ways  | 
deal  with  it" 

Banks  are  loath  i 
talk  about  their  use  I 
derivatives  before  the 
have  to  do  so.  So  unt 
second- quarter  resuli 
are  released  in  July,  even  institutional  ir 
vestors  will  be  in  the  dark  about  ho- 
badly  April's  runup  in  rates  hurt  ban 
profits.  "It's  hard  for  an  outsider  to  am 
lyze  all  these  derivative  positions,"  say 
James  K.  Schmidt,  portfolio  manager  c 
the  $2.4  billion  John  Hancock  Regions 
Bank  Fund.  "We  have  to  take  it  on  fait 
that  these  are  sophisticated  institution; 
and  presumably  they  are  using  deriva 
tives  in  a  rational  manner." 

Although  Warren  E.  Buffett  once  com 
plained  that  all  derivatives  were  "toxi 
waste,"  they  do  fulfill  a  useful  functior 
Federal  Reserve  Chairman  Alan  Green 
span  argues  that  their  widespread  us 
spreads  risk  among  different  market  play- 
ers, including  nonfinancial  companies 
making  the  financial  system  a  lot  safer.  A] 
the  same,  Greenspan  reminds  banks  tha 
they  need  to  keep  pace  with  changes  in  tb 
market  and  "readjust  accordingly."  Ban] 
executives  who  aren't  nimble  enough  t< 
sidestep  rate  shocks  could  find  themselve 
facing  big  losses  or,  worse,  a  quick  sale  t< 
a  larger— and  sawier— competitor.  II 
-By  Mara  Der  Hovanesian  in  New  Yon 
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Home  Improvement 


■ 


In  Hammers,  Nails, 
And  Caulk  We  Trust 

Rising  interest  rates  haven't  dampened 
)oomers'  fervor  for  home  remodeling 


HOPPING  AT  A  HOME 
Depot  Expo  Design  Center 
recently,  Kent  Carter  and 
his  wife,  Kimberly,  were 
eager  to  plunk  down 
$50,000  to  remodel  their 
three-bedroom  townhouse 
1  Chicago's  tony  Lincoln  Park  neighbor- 
ood.  The  32-year-old  corporate  lawyer 
gures  that  a  new  kitchen,  granite  fire- 
lace,  and  crown  molding  will  push  up 
le  value  of  their  $555,000  home.  And 
sing  interest  rates  won't  discourage  him 
om  tapping  a  home-equity  loan  to  fi- 
ance more  fix-ups  next  year,  he  says,  be- 
ause  "you're  better  off  putting  your 
loney  into  a  home  than  into  CDs." 

Interest  rates  may  be  on  the  upswing, 
ut  that  isn't  fazing  the  home-improve- 
lent  giants.  Executives  at  Home  Depot 
ic.  and  Lowe's  Cos.  expect  the  do-it- 
ourself  boom  to  continue  even  if  housing 
lies  slip  and  loan  growth  flattens.  They 
rgue  that  baby  boomers,  entering  their 
rime  home-remodeling  years  as  their 
arnings  peak  and  their  kids  fly  the  nest, 
oil  sink  money  into  new  decks  and  hard- 
wood floors.  And  if  the  economy— and 
)bs— continue  to  soar,  consumers  will 


put  more  cash,  not  less,  into  their  homes, 
they  say.  "Rates  are  going  up,  but  proba- 
bly not  enough  to  hurt  home  improve- 
ment," says  Joe  Bonner,  an  analyst  at  Ar- 
gus Research  Co.  in  New  York. 

The  rush  to  remodel  has  been  good  to 
the  two  chains.  On  May  18,  Atlanta-based 
Home  Depot  reported  that  first- quarter 
profits  jumped  26%  year-on-year,  to  $1.1 
billion,  and  bumped  up  its  profit-growth 
forecast  for  the  year  from  7%-H%  to  10%- 
14%.  Mooresville  (N.C.)  rival  Lowe's  re- 
ported 8.1%  higher  profits  and  stuck  to  its 
forecast  of  a  16%  spike 
in  earnings  in  2004. 
Investors  have  pushed 
Home  Depot's  stock 
up  6%  since  May  7,  to 
around  $35,  while 
Lowe's  shares  have 
swelled  9%  since  May 
10,  to  almost  $54. 

Now  the  chains  are 
revving  up  expansion 
plans.  Lowe's  will 
open  140  new  stores 
this  year.  Home  Depot 
will  add  185  and 
spend  $1  billion  to  up- 


END  OF  THE  REFI  BOOM? 


.  BILLIONS 
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PROFTTSHOWER  grade  more  than  300 
Home  Depot  others.  "We  don't  see 
is  adding  lots  that  there's  a  finish  line 
ofnewstores  [for  growth],"  says  Car- 
ol B.  Tome,  the  chain's 
chief  financial  officer. 

Some  analysts  are  getting  nervous 
about  such  widespread  optimism.  For 
example,  Banc  of  America  Securities 
downgraded  Home  Depot  from  a  "buy" 
to  a  "neutral"  rating  on  June  2,  citing 
risks  that  the  chain  won't  be  able  to 
maintain  its  7%  same-store  sales  growth 
per  quarter  if  rising  rates  pinch  home 
sales.  BofA  analyst  Aram  Rubinson  ar- 
gues that  "a  5%  to  10%  drop  in  housing 
turnover  could  trigger  a  spate  of  nega- 
tive [sales  comparisons  for  Home  Depot] 
in  the  not-too-distant  future."  Analysts 
also  worry  that  new  stores  are  starting  to 
cannibalize  sales  at  existing  ones.  Home 
Depot  says  first-quarter  same-store  sales 
would've  been  2.3%  higher  without  its 
new  outlets. 

The  chains  are  betting  that  sales  of  ex- 
isting homes,  which  account  for  79%  of 
the  $550  billion  fixer-upper  market,  will 
remain  buoyant.  According  to  the  Na- 
tional Assn.  of  Realtors,  such  sales  are 
likely  to  dip  only  slightly  this  year,  by 
1.6%  from  2003's  all-time  high,  and  an- 
other 1.2%  next  year.  While  rising  rates 
are  taking  a  big  bite  out  of  the  overall  refi 
market,  cash- out  refis  often  used  for 
home  upgrades  won't  fall  nearly  as 
much.  Mortgage-finance  outfit  Freddie 
Mac  forecasts  overall  cash-out  refis  of 
$114  billion  this  year,  down  from  last 
year's  record  $139  billion  but  still  four 
times  the  total  just  four  years  ago. 

The  home-improvement  crowd  even 
argues  that  a  slowdown  in  the  heady  rise 
in  house  prices  shouldn't  hit  them  either. 
Home  prices  rose  75%  last  year,  but 
should  increase  just  4.7%  this  year  and 
4.5%  next,  the  Realtors'  association  says. 
Economists  argue  that's  still  faster  than 
the  rate  of  inflation,  so  it  should  not  be  a 
big  drag  on  remodel- 
ing outlays. 

Either  way,  the 
Carters  are  mulling 
their  next  project  al- 
ready. They  want  to 
spruce  up  a  bedroom 
for  the  baby  they  plan 
to  have  next  year.  Be- 
fore long,  they'll  prob- 
ably be  back  at  Home 
Depot  for  paint  brush- 
es and  wallpaper.  ■ 

-By  Brian  Grow  in 

Atlanta,  with  Michael 

Arndt  in  Chicago 
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Information  Technology  Video  Game 


My  Therapist 
Is  a  Joystick 

Beneficial  games,  for  everything  from 
phobias  to  ADD,  are  starting  to  catch  on 


ICTURE  THIS:  YOU 
i  climb  to  the  top  of  a  hill 
(where  gray  llamas,  sur- 
rounded by  jagged  snow- 
capped mountains,  graze 
amid  bright  green  bushes 
and  trees.  You  have  come 
to  this  hill  to  reach  a  temple  floating  above 
you  in  the  sty  To  get  there,  you  must 
make  an  ally  of  one  of  the  trees  on  the  hill. 
But  this  isn't  your  average  tree.  This  one 
inhales,  holds  its  breath  for  five  seconds, 
and  slowly  exhales.  If  you  can  mimic  that 
pattern  for  two  full  minutes,  the  tree  will 
build  you  golden  stairs  to  the  palace. 

A  dream?  An  image  to  be  conjured 
during  an  esoteric  yoga  exercise?  Not  at 
all.  It's  part  of  a  computer  game  called 
The  Journey  to  Wild  Divine,  created  by 
The  Wild  Divine  Project  Combining 
elements  of  Buddhism,  Christianity, 
and  Kabbalah,  the  $159.95  game 

A  Muse  for     I 
Meditation  t 

NAME  The  Journey  to 

Wild  Divine 

COST  $159.95 

CREATOR  The  Wild  Divine  Project 

HOW  IT  WORKS  While  traveling 
through  lush  mountains  and 
temples,  players  perform 
breathing  exercises  and  other 
tasks  to  relax  and 
relieve  stress.  Sensor 
rings  attached  to 
fingers  monitor 
heart  rate  and  other 
vitals. 
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comes  with  sensor  rings  that  slip 
three  fingers  to  monitor  heart  rate  and 
muscle  tension.  The  object:  to  teach  players 
to  relax  and  relieve  stress— hardly  the  goal 
of  your  typical  video  and  computer  games. 
Wild  Divine  is  leading  the  charge  into  a 
new  market:  games  that  promote  better 
health.  The  $23.2  billion  gaming  industry 
has  been  built  on  games  of  violence  and 
frenzied  action.  One  of  the  most  popular 
series  is  Grand  Theft  Auto  by  Take-Two 
Interactive  Software  Inc.,  in  which  players 
tear  drivers  out  of  their  cars,  mug  them, 
and  run  over  pedestrians. 

Now,  some  game  developers  are 
starting  to  use  the  impact  that  games 
can  have  on  emotions  and  learning  in  a 
new  way.  They're  creating  games  to 
help  people  relax,  learn  proper  nutri- 
tion, overcome  phobias,  and  even 
help  children  cope  with  attention 
deficit    disorder    (ADD).   While 
healthful  games  are  a  tiny  slice  of 
the  market  today,  gaming  ex- 
perts say  they  have  the  potential 
to  take  off  in  the  years  ahead. 
"People   now  want   to   play 
games  to  learn  something," 
says  Mia  Consalvo,  an  assistant 
professor  at  Ohio  University, 
who  sits  on  the  board  of  the 
Digital  Games  Research  Assn. 
A  group  of  little-known  advo- 
cates is  pushing  the  market  for- 
ward. It  doesn't  include  the  big 
names   in   computer   gaming, 
such  as  Take-Two  and 
Electronic  Arts   Inc. 
Instead,  the  backers 
are  upstarts  such  as 
Wild  Divine,  educa- 
tional toymakers  like 
LeapFrog  Enterpris- 


Inc,  and  university  and 
government  researchers,  in- J 
eluding  some  from  NASA. 
really  see  this  as  a  missed  op-i 
portunity  so  far,"  says  Alan  Pope 
an  engineer  and  psychologist  at  I 
NASA's  Langley  Research  Center,  which] 
has  patented  gaming  technology. 

VIRTUE  IN  THE  VIRTUAL 

HEALTHFUL  GAMES  are  beginning  tc 
draw  lots  of  players.  Wild  Divine  sold 
4,000  copies  of  its  game  in  December,  the 
first  month  the  game  hit  the  market  That's 
far  short  of  the  millions  the  top  main- 
stream games  sell,  but  it's  enough  that  the 
12-employee  outfit  in  Eldorado  Springs, 
Colo.,  expects  to  turn  profitable  this  fall. 
"It's  the  best  spiritual  adventure  game  I've 
played,"  says  50-year-old  Tomas  Bodle  of 
San  Rafael,  Calif.,  who  says  Journey  helps 
him  cope  with  being  unable  to  work  since 
a  neck  injury  more  than  a  year  ago.  "You 
can't  tear  me  away  from  it" 

More  complex  games  may  help  people 
cope  with  lifelong  conditions,  such  as 
phobias.  Today,  the  only  widely  accepted 
way  to  fight  a  phobia  is  with  real-world 
experimentation  and  acclimation.  A  pa- 
tient who  is  afraid  of  heights,  say,  has  to 
climb  a  cliff  together  with  a  therapist  and 
look  down.  That  can  be  unsafe  and  costly. 
Stephane  Bouchard,  a  researcher  at  the 
Cyberpsychology  Laboratory  at  the  Uni- 
versity of  Quebec  in  Outaouais,  developed 
a  game  that  helps  patients  conquer  fears 


. 


i  the  comfort  of  a  thera- 
isfs  office.  Patients  don  3- 
)  goggles  and  head-motion 
•ackers  to  take  a  virtual 
lass  elevator  up  a  15-story 
uilding.  After  getting  off  on 
le  floor  of  their  choosing, 
ley  walk  along  a  two-foot- 
ride  ledge  circling  the  building 
n  the  outside.  The  game  gives 
le  doctor  and  patient  more 
ontrol  over  the  whole  experi- 
nce.  And  the  80%  success  rate 
;  similar  to  that  of  traditional 
•eatments,  Bouchard  says. 

Healthy  games  aren't  aimed  just  at 
dults.  CyberLearning  Technology  LLC,  a 
tartup  based  in  Blue  Bell,  Pa.,  has  devel- 
ped  a  system  to  help  children  who  suffer 
•om  ADD  and  ADHD  (Attention  Deficit 


Overcoming 
Arachnopnobia 

NAME  Virtual  Environment  for  Phobia  of  Spiders 


COST  Free  with  the  purchase  of  Max  Payne  video  game 


CREATOR  University  of  Quebec  at  Outaouais 


HOW  IT  WORKS  A  patient  wearing  3-D  goggles 
uses  virtual  reality  to  get  used  to  the  presence  of 
spiders.  That  leads  to  a  real  world  test:  A  therapist 
asks  the  patient  to  use  a  pen  to  touch  a  real  tarantula, 
sitting  in  a  jar. 


Hyperactivity  Disorder). 
The  BrainGames  system, 
based  on  technology  developed 
by  NASA's  Pope,  works  in  conjunction 
with  many  off-the-shelf  video  games  and 
helps  increase  the  frequency  of  brain 
waves,  which  research  has  shown  are 
lower  in  children  with  ADD. 

It  works  like  this:  Using  a  headset  with 
embedded  sensors,  the  system  tracks  the 
frequency  of  a  boy's  brain  waves  while  he 
plays  a  racing  game.  When  the  player  ex- 
hibits low-frequency  patterns,  his  race  car 
slows  and  other  cars  pass  him.  That  gets 
his  attention  so  he  concentrates,  produc- 
ing higher-frequency  brain  waves.  His  car 
then  speeds  up— positive  reinforcement 
for  his  cerebral  change.  The  idea  is  that 
the  higher-frequency  pattern  will  contin- 
ue even  after  kids  stop  playing  the  game. 


FlightWithout 
Fear 

IK     & 

NAME:  Virtual  Airplane 
COST:  $100  to  $200  a  session 

»s               i 

CREATOR:  Virtually  Better 

HOW  IT  WORKS:  A  patient  suffering  from 
aviophobia  sits  in  a  chair,  sometimes  a  real 
airplane  seat,  wearing  3-D  goggles  and  a 
head  motion  tracker.  A  therapist  simulates 
a  takeoff,  landing,  or  thunderstorm  to 
prepare  the  patient  for  real  plane  flights. 

P9 

fl              mV 

The  early  results  are  encouraging.  Dr. 
Elizabeth  Ortiz-Natoli,  a  pediatrician 
who  lives  in  Yorktown,  Va.,  says  that  her 
11-year-old  son,  Omar,  was  able  to  stop 
taking  medications  for  his  ADHD  after 
participating  in  a  clinical  study  using 
CyberLearning's  device.  "This  means  no 
side  effects,"  she  says.  "And  he  would 
look  forward  to  every  session.  Getting 
therapy  that  was  fun  was  great!"  Lindsay 
Greco,  operations  director  at  Cyber- 
Learning, says  hundreds  of  orders  have 
been  placed  for  the  $350  system  that  is 
expected  to  be  introduced  by  September. 

Even  simple  games  can  treat  complex 
emotions.  Research  has  found  that  people 
with  poor  self-esteem  exhibit  a  perverse 
vigilance  in  discerning  expressions  of  re- 
jection in  others.  So  scientists  at  McGill 
University  in  Montreal  developed  a  series 
of  games  that  provides  positive  feedback 
in  creative  ways.  In  one,  players  must 
click  on  smiley  faces  that  zoom  across  the 
screen  on  clouds.  McGill  psychologist 
Mark  W.  Baldwin  says  that  a  study  of  139 
people  showed  that  playing  these  games 
for  10  minutes  a  day  resulted  in  higher 
self-esteem.  McGill  made  the  games 
available  to  the  public  for  free  on  May  6. 

Until  health-oriented  games  really 
take  off,  big-game  developers  aren't  like- 
ly to  go  beyond  the  popular  first-person 
shooter  or  sports  games  that  currently 
dominate  the  industry.  More  research  is 
needed  to  establish  just  how  useful  the 
new  generation  of  games  is  in  promoting 
better  health.  And  many  doctors  say  the 
games'  efficacy  in  treating  anxiety  and 
ADD  haven't  been  studied  long  enough 
for  the  results  to  be  reliable.  But  proven  or 
not,  more  and  more  startups  are  coming 
up  with  healthful  games.  And  what 
they're  getting  in  return  is  more  than  just 
positive  karma.  ■ 

-By  Olga  Kharifin  Portland,  Ore. 


Su.siiu'ssWto'k  hi 


For  a  guide 
to  healthy  games  on  the  Net,  go  to 
www.businessweek.com/magazine/extra.htm 
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Science  Technolo 


COMMENTARY 


BY  ARLENE  WEINTRAUB 


Can  Drug-Busters  Beat  New  Steroids? 

It's  scientist  vs.  scientist  as  the  Athens  Olympics  approach 


DON  H.  CATLIN  is  in  an  arms 
race.  His  lab  at  the  University  of 
California  at  Los  Angeles  pro- 
cesses tests  that  determine  if  ath- 
letes are  using  body-enhancing 
drugs.  Recently,  his  team  rushed  to  develop 
a  test  for  an  exotic  steroid  that  builds  mus- 
cle but  doesn't  exist  in  nature.  Demand  for 
"designer  steroids"  is  surging,  the  tools  to 
create  them  are  widespread,  and  the  de- 
signers are  rolling  in  dough.  Unfortu- 
nately, the  same  can't  be  said  for  scien- 
tists trying  to  combat  doping.  Without 
major  infusions  of  cash,  the  drug  dealers 
will  maintain  the  upper  hand.  "It's  a 
nasty  problem,"  Catiin  says. 

The  drug  Catiin  encountered  last  year 
is  an  anabolic  steroid  called  tetrahydro- 
gestrinone  (THG).  It  doesn't  show  up  in 
standard  urine  tests— and  indeed,  the 
compound  is  shrouded  in  mystery.  On 
May  19,  sprinter  Kelli  White  was  banned 
from  competition  for  two  years  after  ad- 
mitting she  had  used  undetectable  per- 
formance-enhancing drugs.  The  U.S. 
Anti-Doping  Agency  (USADA),  an  inde- 
pendent body  created  by  the  U.S. 
Olympics  Committee  that  manages  all 
Olympic  drug  testing  for  American  ath- 
letes, built  its  case  against  her  using  documents  seized  from 
BALCO,  a  San  Francisco  company  charged  with  selling  THG. 

Likewise,  the  USADA  could  try  to  bar  track  star  Marion  Jones 
from  competing  at  the  Olympics.  Jones,  who  has  not  tested  pos- 
itive for  any  steroid,  has  said  she  will  sue  if  she  is  barred.  Still, 
the  USADA  could  act  based  on  evidence  allegedly  pointing  to  a 
connection  between  Jones  and  executives  of  BALCO. 

Regardless  of  how  that  plays  out,  THG  has  just  a  bit  part  in 
this  drama.  Drug  testers  assume  that  there  are  dozens  of  de- 
signer steroids  for  sale,  or  in  the  labs.  After  all,  designing  them 
doesn't  require  a  PhD  in  chemistry:  Take  a  standard  steroid, 
tweak  a  few  carbon,  oxygen,  or  hydrogen  atoms,  apply  trial  and 
error,  and  you  could  get  a  drug  that  no  test  will  catch. 

The  arms  race  is  bound  to  intensify.  Many  drug  testers  believe 
that  within  a  few  years,  desperate  athletes  will  try  to  alter  their 


Gene-therapy  techniques  that  some  biotech  companies  are  de 
veloping  to  fight  cancer  and  other  diseases  could  be  adapted  a 
this  end.  Rogue  doctors  might,  for  example,  inject  an  athlefc 
with  a  virus  rejiggered  to  deliver  the  gene  that  makes  erythra, 
poeitin  (EPO)— a  protein  that  boosts  the  production  of  oxygen 
carrying  red  blood  cells.  Right  now,  there  is  a  test  to  detect  syn 
thetic  versions  of  the  protein,  which  some  athletes  take  tc 
improve  their  stamina.  But  if  gene  therapy  were  used  to  prime 
the  body's  natural  EPO  production,  tests  might  not  spot  it. 

What's  especially  frightening  about  the  emergence  of  new 
doping  methods  is  that  athletes  who  use  them  may  be  puttingl 
their  lives  on  the  line.  Underground  manufacturers  of  designed 
steroids  don't  go  through  the  normal  U.S.  Food  &  Drug! 
Administration  testing  rigmarole  to  prove  the  drugs  are  safe] 
Furthermore,  athletes  who  take  per  [ 
formance-enhancing  drugs  often  re-j 
ceive  doses  that  are  10  to  100  times 
higher  than  normal  therapeutic  doses 
At  such  high  levels,  steroids  can  cause 
blood  clots,  heart  attack,  stroke,  and  fiv- 
er cancer.  EPO,  taken  in  excess,  literally 
turns  the  blood  to  sludge,  with  the  obvi- 
ous consequences  of  heart  attack  and 
stroke.  Gene  manipulations  could  ag- 
gravate such  dangers,  as  the  technology 
is  still  experimental. 

Scientists  enlisted  by  anti-doping 
agencies  are  trying  to  stay  a  step  ahead 
of  the  cheaters.  At  the  University  of 
California  at  San  Diego,  a  team  led  by 
Theodore  Friedmann,  a  pediatrics 
professor,  is  searching  for  tiny  changes 
that  occur  in  the  body  when  it  is 
exposed  to  certain  genes.  "In  this  hy- 
pothesis, when  you  inject  one  gene,  the 
body  turns  on  and  off  a  whole  other  set 
of  genes,"  Friedmann  says.  "That 
might  present  a  protein  signature," 
which  drug-testers  could  spot  in  a  blood  sample. 

Detecting  successive  generations  of  designer  steroids  will  re- 
quire a  different  type  of  sleuthing.  Doping  experts  estimate  that 
the  common  steroid  testosterone  alone  could  be  refashioned  into 
many  synthetic  variants.  UCLA's  Catiin  believes  he  could  design 
a  battery  of  tests  that  would  pick  up  most  potential  clandestine 
steroids— even  before  anyone  knows  they're  being  abused.  But  it 
won't  be  easy.  Computerized  equipment  that  tests  urine  for 
steroids  must  be  programmed  to  look  for  each  specific  subtype  of 
steroid.  That  means  Catlin's  scientists  would  have  to  create  all 


BANNED  Sprinter 
Kelli  White  admitted 
to  using  hard-to- 
detect  drugs 


genes  so  that  they  don't  need  designer  drugs.  It's  not  sci-fi:     the  potential  new  steroids  in  the  lab,  rigorously  characterize  the 
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operties  of  each  one,  then  feed  the  in- 
rmation  into  the  testing  machines. 
It's  not  technology  that  is  holding 
ick  the  anti-doping  campaign,  but 
ck  of  funding.  The  USADA  budgets 
ily  $2  million  a  year  for  its  drug  bat- 
;,  with  typical  grants  ranging  from 
50,000  to  $250,000  and  running  for 
ree  years  or  less.  "That's  about 
lough  to  buy  paper,  rubber  bands, 
id  some  Scotch  tape,"  says  Charles 
salis,  professor  of  health  and  human 
ivelopment  at  Pennsylvania  State 
diversity  and  a  sports  historian 
When  Yesalis  gives  talks  on  drug 
sting,  he  ends  by  showing  a  slide  of  a 
»g  chasing  its  tail.  It's  an  apt  image, 
ithout  financial  support  from  deep- 
>cketed  donors,  such  as  the  giant 
mpanies  that  sponsor  major  sporting 
ents,  scientists  who  are  trying  to 
mbat  doping  will  never  sprint  past 
ug  dealers— or  athletes  who  are  will- 
g  to  risk  their  health  in  the  quest  for 
e  next  gold  medal.  ■ 


r  a  Q&A  with  Don  Catlin,  go  to 
w.businessweek.com/magazine/extra.htm 

Scoring  Out 
Designer  Drugs 

THE  CHEMISTRY  To  make  a 

performance-enhancing 
drug  that  can't  be  detected 
by  common  urine  tests,  a 
hemist  tweaks  the  carbon,  hydrogen, 
nd  oxygen  atoms  that  form  steroids. 
HG  is  a  variation  of  two  common 
teroids-one  used  for  treating 
ynecological  disorders;  the  other  for 
attening  livestock. 

THE  DANGER  Because 

designer  steroids  are 
made  and  sold  under  the 
table,  they  don't  have  to  be 
iut  through  rigorous  testing  processes 
o  prove  they're  safe.  Even  FDA- 
ipproved  steroids  can  cause  infertility, 
leart  attack,  stroke,  or  liver  tumors 
/hen  taken  in  excess. 
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THE  REMEDY  Sports 

agencies  and  the 
government  must  provide 
more  funding  to  scientists 
/ho  are  developing  better  drug  tests. 
Vith  sufficient  research  money, 
dentists  could  probably  cook  up  a 
[roup  of  tests  that  would  detect  many 
lesigner  steroids— even  those  that 
laven't  been  discovered  yet. 
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Bill  Huff  is 

a  force  in  the 

industry-and 

may  be  key  to 

Adelphia's  future 

I 

• 

CLOUT  TO  SPARE  If 

Adelphia  emerges 
from  Chapter  11, 
Huff  could  be  the 
No.  1  shareholder 

NOBODY  LIKES  TO  TALK 
much  on  the  record 
about  Bill  Huff,  least  of 
all  Bill  Huff.  The  54- 
year-old  bond  hedge- 
fund  manager  is  almost 
obsessive  about  his  pri- 
vacy, declining  for  years  to  talk  to  the 
press  and  choosing  to  work  far  from  the 
rumor  mills  of  Wall  Street  in  Morris- 
town,  N.J.  But  Huff  is  hardly  invisible. 
High-powered  media  CEOs  such  as 
Time  Warner's  Richard  D.  Parsons,  Cox 
Communications'  James  O.  Robbins, 
and  Comcast's  Brian  L.  Roberts  certain- 
ly know  who  he  is,  especially  as  they 
mull  a  bid  for  bankrupt  cable  company 
Adelphia  Communications. 

That's  because  Huffs  W.R.  Huff  Asset 
Management  Co.,  one  of  Adelphia's 
largest  bondholders,  has  quiedy  become 


a  feared  but  respected  force  in  cable. 
Through  his  holdings  in  cable,  telecom, 
hospitals,  and  other  assorted  industries, 
he  injects  himself  into  companies'  opera- 
tions, mosdy  troubled  ones,  using  razor- 
sharp  elbows  with  executives,  banks,  and 
other  creditors  to  maximize  his  invest- 
ments. Sometimes  he  cashes  out.  Other 
times  he  holds  on  tc  his  stake  and  puts 
his  representatives  on  boards.  "Bill  Huff 
has  emerged  as  one  of  the  key  players  in 
the  industry,''  says  Aryeh  Bourkoff,  a  ca- 
ble analyst  for  UBS.  "It  is  not  a  good 
thing  to  be  caught  in  his  crosshairs,"  says 
one  investment  banker.  That's  why 
everyone  at  Adelphia  treads  lightly 
around  the  investor  whose  company  is 
estimated  to  have  more  than  $15  billion 
under  management.  Any  bids  that  come 
in  for  the  cable  operator's  5.3  million  sub- 
scribers will  surely  face  intense  scrutiny 
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from  Huff,  whose  representative  heads 
Adelphia's  unsecured  creditors'  commit- 
tee. Time  Warner,  Cox,  and  Comcast  execs 
declined  to  comment  on  Huff. 

NO  HURRY 

IN  A  SERIES  OF  rare  interviews,  Huff  told 
BusinessWeek  he  believes  Adelphia's  as- 
sets would  be  more  valuable  if  combined 
with  another  company.  The  estimated 
value  for  Adelphia  ranges  from  $17  billion 
to  $20  billion.  But  Huff  says  he's  in  no 
hurry  to  see  the  company  sold.  "I'm  not 
caressing  any  trigger  to  get  out  of  this," 
he  says.  "The  price  will  have  to  be  correct 
The  devil  is  always  in  the  details."  Huff 
won't  say  what  he  believes  is  the  correct 
price.  Adelphia,  whose  founding  Rigas 
family  is  standing  trial  in 
federal  court  on  charges 
that  some  members  looted 
the  company,  filed  Chapter 
11  in  2002.  In  the  months 
ahead  of  the  filing,  Huff 
snapped  up  bonds  at  cents 
on  their  par  value.  After 
Adelphia  was  in  bankruptcy, 
he  generally  supported  the 
new  management's  reor- 
ganization plans.  Then  oth- 
er bondholders— Black- 
stone  Group,  Franklin 
Advisors,  and  Fidelity  Management  &  Re- 
search— split  from  Huff  and  other  unse- 
cured creditors  and  pushed  execs  to  an- 
nounce in  April  an  auction  for  the 
company  while  it  is  still  in  Chapter  11. 
Adelphia  execs  declined  to  comment. 

If  Adelphia  decides  the  bids  it  receives 
are  inadequate  and  it  emerges  from  bank- 
ruptcy, Huffs  bond  holdings  would  most 
likely  be  converted  to  stock,  making  him  a 


BOND  KING 


JJARGAMHuff * 

snapped  up  Adelphia , 
bonds  at  cents  on 
their  par  value 


t 


"We're 

about 

monstrous 

value 

creation,55 

says  Huff 


top  shareholder.  Huff  isn't 
letting  on  about  his  plans, 
but  his  history  suggests  he 
would  stick  around  to  keep 
an  eye  on  how  execs  are  run- 
ning the  company.  "The  per- 
fect situation  for  Bill  is  a 
good  business  and  a  bad  bal- 
ance sheet,"  says  one  execu- 
tive who  knows  him.  "He 
has  done  a  great  job  fixing 
mismanaged  companies." 
Huff  had  his  first  big  suc- 
cess in  cable  as  a  bondholder  at  troubled 
British  cable  company  NTL  Inc.  There,  he 
sought  to  straighten  out  the  business 
quickly  once  it  fell  into  bankruptcy,  jetti- 
soning unprofitable  products,  upgrading 
billing  systems,  and  installing  productiv- 
ity measures  for  management.  "He's 
tough  and  detail-oriented.  He  is  explicit 
about  saving  a  company,"  says  former 
NTL  CEO  J.  Barclay  Knapp,  who  recalls 


William  Robert  Huff 

A  "tough  and  detail-oriented"  hedge-fund  manager 


JOB:  Managing  Partner,  W.R.  Huff  Asset 
Management  Co.,  Morristown,  NJ. 

BORN:  Feb.  22, 1950,  New  York  City 

EDUCATION:  Got  bachelor's  degree  in 
accounting  at  night  at  Baruch  College  at  City 
University  of  New  York 

FAMILY:  Wife,  Cathy,  is  general  counsel  at 
W.R.  Huff;  four  kids,  ages  8, 10, 12,  and  (from 
previous  marriage)  27 

CAREER:  Eberstadt  Asset  Management, 
1969-84;  co-founded  W.R.  Huff  Asset 
Management  in  1984  with  Eberstadt 


colleagues  Donna  B.  Charlton  and  Josephine 
Carbone 

LAST  BOOK  READ:  The  Illustrated 
Encyclopedia  of  Pterosaurs  by  Peter 
Wellnhofer 

HOBBIES:  Furniture  making;  collecting 
minerals,  fossils,  and  antique  maps 

LAST  VACATION:  Skiing  in  Colorado 

INVESTMENT  PHILOSOPHY:  Do  your 
homework,  surround  yourself  with  a  good 
team,  and  always  remember  it's  about 
unlocking  value 


receiving  lots  of  late-night  calls  froi 
Morristown.  Huff  says  he  is  conservativ 
in  his  approach  to  investments,  bt 
*  sometimes  you  get  out  the  Ted  William 
bat."  And  that  he  did,  putting  his  ow 
people  on  the  board  and  serving  as  NTL' 
chairman  for  a  time  in  2003.  "Funda 
mentally,  these  companies  need  to  be  op 
erated  for  the  benefit  of  shareholder; 
They  need  customers  who  are  profttabl 
and  managers  who  don't  follow  the  met 
ric  dujour." 

Since  NTL,  in  which  Huff  owns  a  139 
stake,  emerged  from  bankruptcy  in  Jan 
uary,  its  shares  have  risen  from  $8  t»: 
$60.  He's  trying  for  a  repeat  perform 
ance  at  Telewest  Communications  PLC 
another  British  cable  outfit,  also  ii 
bankruptcy.  He  has  fought  hard  for  hir 
fellow  bondholders,  and  together  the* 
will  end  up  owning  98.5%  of  the  compa- 
ny when  it  comes  out  of  bankruptcy 
(He'll  own  19%.)  Its  market  cap  has  riser 
from  $700  million  to  $3.5  billion  ir 
nearly  15  months. 

Huff  is  the  first  to  credit  his  team  foi 
his  success.  He  employs  about  60  people: 
Forty  are  research  analysts  studying  fi- 
nancials  all  day.  Fearing  hackers,  he 
won't  use  company  e-mail,  opting  for  Ya- 
hoo! mail  instead.  And  he  claims  only  five 
people  have  his  cell-phone  number. 
"There  is  a  quirkiness  there,"  says 
Knapp,  now  a  senior  fellow  at  Johns  Hop- 
kins University.  Huff  has  been  character- 
ized in  the  British  press  as  an  American 
cowboy  and  in  the  South  American  media 
as  a  gringo  looking  for  gold,  but  the  label 
that  irritates  him  most  is  vulture  investor, 
"We're  about  monstrous  value  creation," 
he  snaps.  But  as  the  bidding  heats  up  for 
Adelphia,  it's  almost  certain  a  few 
bankers  and  executives  along  the  way  will 
end  up  looking  like  carrion.  ■ 

-By  Tom  Lowry  in  Morristown,  N.J. 
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IT'S  A  BIT  OF  A  CONTROL  FREAK. 


With  its  innovative  Independent  Rear  Suspension 
and  available  AdvanceTrac  Stability  Control  System, 
Ford  Explorer  is  readily  equipped  to  deliver 
precise  handling  on  any  road  you  travel.  No  wonder 
Ford  Explorer  has  been  America's  most  trusted 
jffr^e^.      ^^  SUV  11  years  running* 


FORD  EXPLORER 

fordvehicles.com  or  1  -800-301  -7430 
iased  on  repurchase  numbers  among  '93 -'03  new  vehicle  buyers. 
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THE  DOLLARS  AND  SENSE  OF 


-Term  Care 


Paul  Strebe's  message  certainly  commands  attention. 
At  some  point,  his  colleagues  probably  will  need  long-term 
care.  It's  costly,  and  it's  not  covered.  That's  the  long-term  care 
time  bomb. 

"If  they  were  in  a  car  accident  and  had  some  residual 
loss  of  function,  they'd  expect  something  out  there  to  pick  up 
the  cost,"  says  Strebe,  health  policy  analyst  at  the  Depart- 
ment of  Employee  Relations  for  the  State  of  Minnesota.  "It 
won't  happen  unless  they  are  willing  to  impoverish  them- 
selves for  Medicaid." 

Strebe  is  a  tireless  advocate  of  long-term  care  (LTC)  in- 
surance, which  helps  cover  the  costs  of  nursing  homes,  home 
care  and  assisted-living  facilities.  Minnesota  is  one  of  the 
country's  5,000  employers  that  offers  LTC  insurance  to  its 
employees,  and  the  state  has  put  tremendous  effort  into 
convincing  workers  to  safeguard  their  retirement  savings  by 
buying  the  product. 

Nationwide,  no  more  than  eight  percent  of  eligible  em- 
ployees usually  opt  for  the  benefit.  Minnesota,  though,  was 
able  to  coax  about  1 7  percent  of  its  6 1 ,000  eligible  employ- 
ees and  retirees  into  purchasing  LTC  insurance  through  its 
program — an  exceptionally  high  participation  rate  in  the 
public  sector.  Why?  Strebe's  message  is  hitting  home  with 
younger  employees. 

"This  is  not  an  old-age  benefit,"  he  stresses.  "It's  most 
affordable  when  you're  in  your  late  40s  and  early  50s." 


TOMORROW'S  REALITY 

Call  it  a  dose  of  reality,  but  younger  Americans 
increasingly  are  willing  to  make  LTC  a  com- 
ponent of  retirement  planning  during  their 
prime  earning  years. 

"All  of  us  baby  boomers  are  marching  to 
our  destinies,  and  at  some  point  it  will  be  our 
retirement  benefits  we  are  trying  to  protect," 
says  Janet  Kennedy,  head  of  long-term  care  in- 
surance products  &  marketing  at  Aetna  Group 
Insurance  (http://www.aetna.com)  in  Hart- 
ford, Conn.  "The  decisions  about  LTC  plan- 
ning we  make  today  are  tomorrow's  reality." 

Statistically  speaking,  most  Americans 
who  reach  age  65  will  live  to  be  80  or  older, 
and  their  chances  of  needing  LTC  increase 
with  age.  The  likelihood  of  needing  the 
services  of  a  nursing  home,  assisted-living 


facility  or  home-health  aide  rises  sharply  after  age  85. 

Those  figures  mean  that  many  more  Americans  know 
someone  who  has  lived  in  a  nursing  home  or  an  assisted-living 
facility  or  needed  home  care.  And  those  costs  are  not  fully  cov- 
ered by  government  programs  or  employers'  health  insurance 
plans.  So  workers  increasingly  are  asking  their  employers  to  ad 
an  LTC  benefit,  says  Richard  Allen,  president  of  American; 
Corporate  Benefits  Inc.  in  New  York.  "Both  management  anc 
the  rank-and-file  are  becoming  more  interested  because 
what  is  happening  to  their  parents,"  Allen  says. 


BETTER  SOMETHING  THAN  NOTHING 

Younger  Americans  who  buy  LTC  insurance  are  motivatec 
by  a  brush  with  chronic  illness  or  disability.  "One  client  came 
to  me  after  his  friend,  in  his  40s  like  him,  had  a  heart  attack 
That  friend  is  still  in  a  wheelchair  a  year  later,"  says  SusarJ 
Suben,  president  of  Long  Term  Care  Associates,  an  insurance! 
brokerage  in  Cordand,  N.Y. 

For  most,  it  makes  financial  sense  to  buy  an  LTC  policy 
long  before  retirement.  "The  ads  you  see  for  insurance  show 
silver-haired  people  walking  on  a  beach.  The  actual  age  of 
those  people  should  be  45,"  says  Meridee  Maynard,  vice  pres- 
ident of  disability  income  and  LTC  insurance  at  Northwest- 
ern Mutual  in  Milwaukee.  "I  stress  to  baby  boomers  that 
LTC  is  just  a  module  of  retirement  planning,  and  they  can  take 
advantage  of  tax  incentives  more  than  a  retired  65-year-old." 
In  an  effort  to  provide  more  affordable  products,  insur- ' 
ers  are  introducing  policies  targeted  at  small  and  midsize 
employers.  Aetna's  new  "core-and-buy-up"  product,  for' 
example,  lets  an  employer  fund  a  base  plan  of  coverage, 
typically  a  daily  benefit  of  S50  with  a  three-year  life- 
time maximum.  With  this  product,  employees  can 
apply  the  employer's  premium  contribution  to  any 
plan  design  of  their  own  choosing.  The  employ- 
ee-paid buy-up  option  allows  workers  to  pur- 
chase more  expensive  customizations,  such  as 
higher  coverage  amounts  or  automatic  infla- 
tion protection. 

Yet  basic  policies,  which  are  afford- 
able to  younger  workers,  are  an  important 
option  for  getting  coverage  at  a  lower  cost, 
Long  Term  Care  Associates'  Suben  notes. 
"Someone  might  want  a  Cadillac  plan,  but 
they  just  can't  afford  it.  It's  always  better  to 
have  something  than  nothing."  ■ 
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Aetna's  Range  of  Businesses 


Think  we  play 
only  one  note? 

Get  ready  for  a 
whole  symphony. 

You  know  Aetna  as  a  leader  in  health 
insurance.  But  Aetna  also  offers  a  full 
range  of  other  products  including 
Dental,  Pharmacy,  Disability,  Long-Term 
Care,  and  Group  Life,  each  of  which 
provides  the  high  level  of  quality  and 
service  you  demand.  And  whether 
taken  individually  or  as  a  complete 
package,  they  allow  us  to  enhance  your 
coverage.  Aetna  harnesses  the  power 
of  information  to  help  you  and  your 
employees  make  better,  more  informed 
decisions.  That  helps  you  control  costs, 
and  keep  your  employees  healthy  and 
productive.  If  this  strikes  a  chord  with 
you,  it's  easy  to  find  out  more.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 
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Your  Home 

the 

umbers 

Some  basic  tools  can  help  you  calculate  how  good 
an  investment  your  house  is.  BY  PETER  COY 


i'» 


A  HOUSE  IS  MOST  Americans'  most  valu- 
able asset,  and  lately  it  has  been  the 
best-performing.  In  some  ways, 
though,  if  s  the  least  understood  compo- 
nent of  the  average  investment  portfolio. 
Financial  advice  on  homeownership  consists 
mainly  of  real  estate  agents'  truisms:  Buy  the 
most  house  you  can  afford.. ..The  housing  market  never  crash- 
es.... Houses  are  better  to  own  than  stocks  and  bonds  because 
they're  tangible.  J  These  sales  slogans  are  a  poor  substitute  for 
serious  analysis  of  an  asset  that's  critical  to  your  financial  fu- 
ture. To  evaluate  housing  as  part  of  your  portfolio,  set  aside 
your  affection  for  home,  sweet  home.  Shake  off  the  delusion 
that  the  recent  leaps  and  bounds  in  home  prices  in  many  mar- 
kets are  sure  to  continue.  Instead,  look  at  the  property  you 
own— or  want  to  buy— with  the  same  cold  detachment  as  you 
would  1,000  shares  of  IBM.  Employ  basic  concepts  of  invest- 
ing: total  return,  risk  reduction,  transaction  costs,  liquidity, 
forced  savings,  leverage,  market  depth,  tax  treatment,  and  net 
present  value.  J  Few  people  are  that  rational  about  houses. 
"People  buy  with  their  gut,  and  then  they  bring  out  their  wal- 
let," says  Julie  Garton-Good,  an  author  of  books  on  real  estate. 
And  when  they  do  toss  around  investment  terminology,  it's 
usually  because  they  have  dollar  signs  in  their  eyes.  "A  ten- 
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dency  to  view  housing  as  an  investment  ia 
a  defining  characteristic  of  a  'housing 
bubble,'"  economists  Robert  Shiller  o: 
Yale  University  and  Karl  Case  of  Welleslej 
College  wrote  in  a  Brookings  Institutior 
paper  last  year. 

A  good  green- eyeshade  analysis  O; 
housing  might  well  lead  you  to  the  con- 
clusion that  house  prices  in  some  of  th< 
hottest  markets— from  New  York  anc 
Washington  to  San  Francisco,  Los  Ange- 
les, and  San  Diego— are  dangerouslj 
high.  The  warning  signs  are  abundant 
Prices  have  climbed  much  faster  thar 
incomes,  interest  rates  appear  to  be  ris 
ing  from  historic  lows,  and  homeowner- 
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ship  rates  are  already  at  record  highs. 

But  regardless  of  whether  the  market 
you  live  in  is  frothy  or  flat,  the  purpose  of 
this  article  is  to  show  how  tools  of  finan- 
cial analysis  developed  by  economists  and 
top  investors  can  help  you  make  better 
decisions  about  the  place  you  call  home. 

A  good  starting  point  is 
total  return.  Like  the  return 
on  a  stock,  the  return  on  a 
house  has  two  parts.  First, 
there's  the  "dividend." 
That's  the  annual  cash  flow 
you  get  from  the  property. 
The  dividend  from  a  house 
is  not  a  check  payable  to 
you.  It's  the  money  you  save 
each  year  by  not  having  to 
pay  rent  to  a  landlord  to  live 
there,  minus  annual  home- 
owner expenses  such  as 
utilities,  insurance,  and  upkeep.  This  div- 
idend is  roughly  6%  or  7%  a  year  before 
property  or  income  taxes,  according  to 
Wellesley's  Case. 

PALTRY  GAINS 

THE  OTHER  PART  OF  your  return  is  the 
capital  gain  or  loss,  which  you  get  when 
you  sell  the  house  for  more  (or  less)  than 
you  paid  for  it.  From  1975  through  2003, 
house  prices  rose  at  a  compound  rate  of 
5.8%  a  year,  according  to  data  from  the 
Office  of  Federal  Housing  Enterprise 
Oversight.  Put  the  dividend  and  the  capi- 
tal gain  together,  and  you  get  a  highly  re- 
spectable annual  pretax  return  from 
housing  of  about  12%.  That  compares 
with  the  13%  annual  pretax  return  from 
stocks  over  the  same  period,  including 
both  dividends  and  capital  gains,  accord- 
ing to  Ibbotson  Associates.  For  ease  of 
comparison,  these  calculations  assume 
that  both  the  house  and  the  stocks  are 


bought  with  cash.  In  reality  most  houses 
are  bought  with  borrowed  money.  After 
taxes,  housing  beat  stocks  over  the  period 
for  high-income  people  whose  stock  re- 
turns were  heavily  taxed. 

There  is  one  important  difference  be- 
tween the  return  on  houses  and  the  return 
on  stocks:  Although  many 
people  have  gotten  rich  re- 
cently from  housing,  nation- 
ally, over  the  whole  period, 
capital  gains  accounted  for 
just  5.8  percentage  points  of 
housing's  total  return,  vs. 
9.4  percentage  points  of 
stocks'  total  return.  Hous- 
ing's capital  gains  look  even 
smaller  when  inflation  is 
stripped  out  (chart).  From 
1975  through  1995,  the  an- 
nual rate  of  appreciation  af- 
ter inflation  for  a  typical  single-family 
house  was  just  0.4%.  Extending  the  peri- 
od through  2003  gets  you  up  to  only  a 
1.3%  annual  rate.  And  even  these  modest 
figures  overstate  the  annual  capital  gains 
by  about  half  a  percentage  point  because 
the  price  increases  are  partly  the  result  of 
money  spent  by  homeowners  on  renova- 
tions, according  to  OFHEO  economists. 

If  history  since  1975  repeats  itself, 
boomers  who  aren't  already  sitting  on  a 
pile  of  housing  wealth  had  better  sock 
away  lots  of  money  in  their  401(k)s,  be- 
cause they  won't  be  able  to  count  much 
on  future  gains  from  rising  home  prices. 
On  the  other  hand,  Gen-Xers  who  are  still 
renting  might  actually  be  able  to  afford  a 
house  some  day,  because  prices  won't 
keep  growing  forever  faster  than  the  rate 
of  inflation  or  the  rate  of  income  growth. 
There's  a  subtler  implication  here  as 
well.  Many  people  make  big  sacrifices  to 
buy  the  most  expensive  house  they  can  af- 


HOUSING  PRICES:  THE  LONG  VIEW 


House  prices  have  been  shooting 
up  lately,  but  that's  an  anomaly. 
This  chart  shows  the  annual  rate 
of  change  in  house  prices-adjusted 
for  inflation-from  1975  through 
2003.  Even  with  the  recent  spurt, 
the  compound  growth  rate  over  the 
entire  period  was  just  1.3%. 


Data:  Office  of  Federal  Housing  Enterprise  Oversight. 
Bureau  of  Labor  Statistics 
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ford,  figuring  that  the  big- 
ger the  house,  the  bigger 
the  gain  that  it  will  some- 
day produce.  But  that 
could  be  a  mistake:  History 
suggests  that  future  after- 
inflation  gains  for  most 
house  sellers  are  likely  to  be 
modest.  f 

So  if  you  really  like  big 
houses,  buy  one.  But  if  you 
hate  dusting  empty  bed- 
rooms and  using  intercoms 
to  communicate  with  your 
children,  purchase  a  small- 
er house— and  don't  worry 
that  you're  missing  out  on 
big  profits.  Buying  a  small- 
er house  will  leave  you 
with  more  money  for 
things  that  will  make  your 
house  more  enjoyable. 
"People  end  up  being 
house-poor,"  says  Susan 
Hirshman,  financial  plan- 
ning strategist  with  JPMor- 
gan  Fleming  Asset  Man- 
agement. "You  walk  into  a 
beautiful  house  and  there's 
no  furniture." 


RENT  HEDGE 

SMART  INVESTORS  also  use  houses  as  a 
means  of  risk  reduction.  Since  homeown- 
ership  protects  you  from  having  to  pay 
rent,  in  effect  it's  a  hedge  against  future 
rent  increases.  So  the  longer  you  plan  to 
remain  in  one  place,  the  more  logical  it  is 
for  you  to  buy  rather  than  rent.  A  house 
can  also  stabilize  an  investment  portfolio 
because  the  housing  market's  ups  and 
downs   aren't  closely  correlated   with 

Location, 

Location,  Location 

Coastal  states  dominate  the  list 
of  price  gainers.  This  chart  shows 
the  annual  rate  of  change  in 
inflation-adjusted  house  prices 
from  1975  through  2003 
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those  of  stocks  and  bonds.  The  trouble  1 
that  many  people,  especially  young  fami 
lies  just  starting  out,  have  the  bulk  of  theiii 
wealth  tied  up  in  housing.  Marjorie 
Flavin,  an  economist  at  the  University  o* 
California  at  San  Diego,  advises  that  peo- 
ple whose  assets  are  skewed  toward 
housing  should  offset  the  high  risk  inher- 
ent in  their  housing  investment  by  tilting] 
the  rest  of  their  portfolio  toward  bonds 
and  away  from  riskier  stocks. 

One  of  the  best  ways  to  improve  your 
returns  from  housing  is  to  minimize 
transaction  costs,  which  are  much  higher 
for  houses  than  for  other  assets.  To  sell 
$500,000  of  stocks  costs  approximately 
$350  in  brokerage  commissions.  In  con- 
trast, to  sell  a  $500,000  house  might  cost 
more  like  $40,000  in  fees,  estimates  Mike 
Sklarz,  chief  valuation  officer  for  Fidelity 
National  Financial,  a  real  estate  services 
company  based  in  Jacksonville,  Fla.  Add 
to  that  sum  the  cost  in  money,  time,  and 
aggravation  of  preparing  the  property  for 
sale  and  moving.  Because  transaction  ex- 
penses are  so  high,  it  makes  sense  to 
move  infrequently— just  as  you  save 
money  on  brokerage  fees  by  not  churning 
your  account. 

Many  people  underestimate  the  value 
of  liquidity  in  housing  until  they  need  a  lot 
of  money  in  a  hurry:  Fortunately,  the  liq- 
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ity  of  housing  has    FLIPPING 
Droved    in    recent    HOMES  The 
is  with  the  spread    Sahms  bought 
•apid  refinancing  as    fnd  so,d  two  m 
11   as   home-equity    Jveyears 
ns    and    lines    of 
dit.  Most  useful  of  all  are  home- equity 
?s  of  credit,  which  cost  you  nothing  un- 
mu  need  to  tap  them  in  an  emergency, 
ou  don't  already  have  one,  get  one. 
ironically,  though,  the  ease  of  borrow- 

against  equity  takes  away  what  was 
rays  one  of  homeownership's  greatest 
vantages:  forced  savings.  While  people 
st  still  make  principal  payments  every 
nth,  they  can— and  do— offset  the  eq- 
Y  accumulation  by  simultaneously 
•rowing. 

riouses  are  money  machines  in  good 
les  because  they're  bought  with  enor- 
us  leverage.  Assuming  a  downpayment 
5%,  a  one-year  increase  of  10%  in  a 
lse's  price  gives  you  a  200%  return  on 
lity.  That  extreme  degree  of  leverage 
uld  be  fine  if  the  truism  about  houses 
ng  a  stable  investment  were  correct, 
t  that's  only  true  of  the  national  aver- 
.'.  Prices  are  more  volatile  by  region— 
1  more  volatile  still  on  a  house-by- 
ase  basis.  In  a  1993  study,  Yale  School 

Management  economist  William 
etzmann  found  that  there  was  a  one- 


The  Right  Way 
To  Choose  a  M( 


With  gasoline  over  $2  a 
gallon  and  inflation 
making  headlines,  the 
conventional  wisdom 
says  you  should  get  a 
fixed-rate  mortgage.  The  logic:  You  can  lock 
in  rates  before  they  go  higher. 

That  seems  sensible,  but  it's  the  wrong 
way  to  choose  a  mortgage.  The  problem 
with  picking  a  loan  on  the  basis  of  an 
interest-rate  forecast  is  that  the  lenders  are 
always  one  step  ahead  of  you.  In 
anticipation  of  inflation  that  has  barely 
surfaced,  rates  have  already  risen-by  a  full 
percentage  point  since  mid-March  on  15- 
year  mortgages.  While  rates  could  rise  from 
this  point,  they  could  just  as  easily  fall.  They 
actually  did  drop  a  tad  in  the  second  half  of 
May  despite  ample  bad  news  about  rising 
energy  prices. 

The  point  isn't  that  adjustable-rate 
mortgages  are  a  better  choice  these  days. 
It's  that  you  shouldn't  even  try  to  pick  a 
mortgage  based  on  an  interest-rate 
forecast,  because  you  can't  possibly  react 
to  the  latest  rate-moving  news  as  rapidly 
as  the  bond  markets  pros  whose  bets 
collectively  set  interest  rates. 

Then  how  should  you  choose  between  a 
fixed-rate  and  an  adjustable-rate  mortgage? 
Pick  the  type  that  fits  your  situation.  A  fixed- 
rate  mortgage  can  be  good  for  people  who 
plan  to  keep  their  houses  a  long  time,  so  they 
can  take  full  advantage  of  the  security 
provided  by  a  locked-in  rate.  It's  also 
advisable  for  those  who  don't  have  the 
financial  flexibility  to  cope  in  case  rates  spike. 

Conversely,  an  adjustable-rate 
mortgage  is  ideal  for  homeowners  who 
don't  intend  to  remain  in  their  houses  long 
and  for  people  who  have  a  cushion  of  extra 
income  or  wealth.  If  rates  jump,  these 
people  can  still  afford  the  monthly 
payments  or  qualify  for  a  stretched-out 
loan  with  a  lower  monthly  payment.  In  a 
February  speech,  Federal  Reserve 
Chairman  Alan  Greenspan  argued  that 
many  Americans  who  have  fixed-rate 
mortgages  would  actually  be  better  off  in 
ARMs.  He  said  research  shows  that  opting 
for  fixed-rate  mortgages  costs  average 
families  "several  thousand  dollars"  a  year 
in  extra  aftertax  mortgage  payments. 


The  more  financially  secure  you  are,  the 
smarter  it  is  to  have  an  adjustable-rate 
mortgage.  Paying  up  for  a  fixed  rate  is  a 
waste  of  your  money  if  you  can  handle  the 
volatility.  Julie  Garton-Good,  an  author  of 
books  on  real  estate,  says  she  has  wealthy 
friends  who  shop  around  each  year  for  a  new 
ARM,  making  sure  it  has  zero  closing  costs 
and  no  prepayment  penalty.  For  them,  a 
mortgage  is  a  cheap  source  of  money,  not  a 
necessity.  Says  Garton-Good:  "You're  going 
to  be  able  to  save  with  an  adjustable  rate. 
And  lenders  want  the  affluent  customers." 

For  those  who  don't  clearly  fall  in  either 
category,  fixed-rate  loans  do  have  one 

Get  an 

Adjustable  Rate 
Mortgage  If... 


YOU  EXPECT  to  move  fairly 
soon,  so  you  can  enjoy  the 


0 

1        '  teaser  rate  and  not  worry 
about  higher  payments  later. 

YOU  HAVE  a  cushion  of 
extra  income  or  wealth.  In 
case  rates  spike  up,  you 
could  cover  the  higher  payment 
from  your  paycheck-or  qualify  for  a 
stretched-out  loan  with  a  lower 
monthly  payment. 


0 


advantage-their  rates  are  lower  than  you 
might  expect,  given  the  security  that  they 
provide  and  the  option  to  refinance  if  rates 
decline.  Mortgage  companies  slightly 
underprice  fixed-rate  loans  because  they 
know  that  "a  significant  portion  of  people 
don't  refinance  when  they  should,"  says 
Harvard  University  economist  John 
Campbell.  You  can  take  advantage  of  that 
pricing  anomaly  by  getting  a  fixed-rate  loan 
and  then  making  sure  to  refinance  when  it's 
advantageous  to  do  so. 

Fixed-  and  adjustable-rate  loans  each 
has  its  merits.  Just  be  sure  to  base  your 
choice  on  your  needs— not  on  a  bet  that 
you  can  outsmart  the  market  and  get 
ahead  of  the  next  rate  move. 

-By  Peter  Coy 
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Bargains...  and 
Bubbles? 

The  BusinessWeek  Luxury  Housing 

Atfordability  Index  shows  big  differences 

between  the  largest  metro  areas. 


METRO 
AREA 


LUXURY 
HOME 


AFFORDABILITY 
INDEX 


Cleveland 


$250,500 


244 


St.  Louis 


274,000 


241 


Columbus 


269,000 


236 


Atlanta 


312,000 


235 


Detroit 


296,673 


229 


Philadelphia 


320,000 


227 


Orlando 


285,000 


208 


Tampa/St.  Pete. 


272,000 


208 


Nashville 


305,406 


204 


Charlotte 


325,000 


195 


Denver 


394,000 


175 


Chicago 


435,000 


165 


Las  Vegas 


358.500 


154 


New  Orleans 


368,000 


152 


Sacramento 


437,000 


146 


Baltimore 


485,000 


140 


Riverside/ 
San  Bernardino 


406,000 


139 


Boston 


679,250 


130 


Miami 


450,000 


124 


San  Jose 


941,500 


116 


New  York 


650,000 


110 


San  Francisco 


1,195,000 


94 


Washington 


940,000 


93 


Los  Angeles 


737.000 


89 


San  Diego 


765,000 


89 


HOW  WE  CREATED  THE  INDEX 

The  usual  atfordability  index  tells  whether  a 
midmarket  house  is  within  the  budget  of  a 
middle-class  family.  Business  Week's  index, 
based  on  house-price  data  from  Fidelity 
National  Financial,  looks  at  the  top  10%  of 
house  prices  and  incomes.  An  index  value 
of  100  means  that  given  prevailing  mort- 
gage rates,  a  family  earning  just  enough  to 
be  in  the  top  10%  of  incomes  in  a  metro 
area  should  be  able  to  afford  a  house  that's 
barely  in  the  top  10%  of  prices.  The  higher 
the  index,  the  more  affordable  the  market. 
Metro  areas  listed  are  the  biggest  ones  for 
which  reliable  data  exist. 

Data: 

wnent  Dept 


GIMME  SHELTER 

Prices  rise  more 
slowly  where  there's 
lots  of  building 


third  chance  that  the  price 
of  any  given  house  in  San 
Francisco  would  increase 
or  decline  12.7%  vs.  the 
long-term  trend  in  the 
course  of  just  one  year. 
The  fluctuations  were  only 
slightly  smaller  for  other 
cities. 

Although  leverage  can 
be  abused,  there's  nothing 
dangerous  about  a  zero 
downpayment,  per  se,  as 
long  as  you  save  the  mon- 
ey you  would  have  spent 
on  the  downpayment  or 
put  it  back  into  the  proper- 
ty. For  example,  Eric 
Kliem,  30,  a  loan  agent, 
and  his  wife,  Erin,  31,  a 
high  school  teacher,  put 
nothing  down  last  year 
when  they  bought  a 
$385,000  townhouse  in 
Huntington  Beach,  Calif. 
They  had  money  for  a 
downpayment  but  chose 
to  use  it  instead  for  reno- 
vations after  the  purchase. 
That  raised  the  townhouse's  value  and 
gave  them  equity. 

The  mistake  many  people  make  is  in 
thinking  that  the  more  leverage  they're  al- 
lowed to  take  on,  the  more  they  can  afford 
to  pay  for  a  house.  That's  getting  things 
backward.  The  prudent  move  is  to  figure 
out  first  how  much  you  can  afford  to 
spend  on  a  house,  taking  into  account 
your  income  and  other  variables,  then 
choose  the  balance  between  loan  and 
downpayment.  "What  you're  qualified  for 
and  what  you  can  afford  are  two  different 
cases,"  says  Paula  Nichols,  a  Coldwell 
Banker  broker  on  Chicago's  North  Side. 

CLEVELAND'S  VIRTUES 

OF  COURSE,  IT'S  HARD  to  stick  to  vows  of 
prudence  when  faced  with  the  exorbitant 
prices  of  houses  in  today's  hottest  markets. 
BusinessWeek's  Luxury  Housing  Afford- 
ability  Index  (table)  shows  that  while 
houses  at  the  top  end  of  the  market  are  still 
easily  affordable  to  upper-income  house- 
holds in  places  like  Cleveland,  St.  Louis, 
and  Atlanta,  they're  scarily  high  relative  to 
top  incomes  in  such  cities  as  San  Francis- 
co, Washington,  Los  Angeles,  and  San 
Diego,  where  construction  falls  short  of  de- 
mand. Worried  about  getting  suckered  by 
buying  at  the  top  in  one  of  those  markets? 
Then  settle  for  a  smaller  house,  or  rent  and 
wait  for  a  downturn— or  take  another  look 
at  the  virtues  of  Cleveland. 

People  who  are  buying  houses  in  the 


top  tier  of  the  market  are  at  the  greatt 
risk  of  overpaying.  That's  because  mark 
depth  is  poor— in  other  words,  there  a 
few  transactions,  so  small  fluctuations 
supply  and  demand  can  cause  big  swin 
in  prices.  Don't  assume  the  price  th 
you're  quoted  is  anywhere  near  what  t_ 
market  will  bear.  For  example,  Palladiu 
Construction  in  Lake  Forest,  111.,  recent 
raised  the  asking  price  for  a  luxury  hou 
in  the  Chicago  suburb  of  Highland  Pa 
to  $8  million,  even  though  it  had  been  c 
the  market  at  $6  million  since  2000  wi 
no  takers. 

Tax  treatment  is  what  decisively  tips  tl 
balance  toward  homeownership 
many  families:  Mortgage-interest  pa 
ments  are  deductible.  Also,  there's  no  t; 
on  the  dividend  of  housing— that  is,  tl 
shelter  value  it  provides  you.  And  the  fir 
$250,000  in  capital  gains  from  a  sale  fi 
an  individual,  or  $500,000  for  a  couple, 
tax-free  if  the  house  sold  is  a  primary  re 
idence  and  the  owner  has  lived  in  it  f< 
two  of  the  previous  five  years.  There's  r 
limit  on  how  often  you  can  take  this  t; 
break.  Plus,  the  2003  tax  law  lowered  ta 
es  on  capital  gains  over  the  limit  to 
modest  15%,  from  20%.  "This  is  makir 
housing  a  more  attractive  asset  than 


For  an  extended  listc 
the  top  100  metro  areas  for  luxury  housing 
atfordability,  go  to  www.businessweek.com. 
magazine/extras.htm 
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IPORTANT  SAFETY  AND  DOSING 
FORMATION 

VITRA  is  a  prescription  medicine 
at  is  used  to  treat  erectile 
sfunction  (ED).  Men  taking  nitrate 
ugs,  often  used  to  control  chest 
in  (also  known  as  angina),  should 
t  take  LEVITRA.  Men  who  use 
)ha  blockers,  sometimes  prescribed 
-  high  blood  pressure  or  prostate 
oblems,  also  should  not  take 
VITRA.  Such  combinations  could 
use  blood  pressure  to  drop  to  an 
safe  level.  You  should  not  take 
VITRA  if  your  doctor  determines 
at  sexual  activity  poses  a  health 
k  for  you.  Men  who  experience 
erection  for  more  than  four  hours 
ould  seek  immediate  medical 
ention.  LEVITRA  does  not  protect 
ainst  sexually  transmitted  diseases, 
e  starting  dose  of  LEVITRA  is  10  mg 
<en  no  more  than  once  per  day. 
ur  doctor  will  decide  the  dose 
it  is  right  for  you.  In  patients  , 
king  certain  medications  A 
ch  as  ritonavir,  indinavir, 
toconazole,  itraconazole, 
d  erythromycin,  lower  doses 
LEVITRA  are  recommended, 
d  time  between  doses  of 
VITRA  may  need  to  be 
tended.  In  clinical  trials,  the 
)st  commonly  reported  side 
fects  were  headache,  flushing, 
d  stuffy  or  runny  nose.  LEVITRA 
available  in  2.5-mg,  5-mg, 
-mg,  and  20-mg  tablets. 

E  NEXT  PAGE  FOR  ADDITIONAL 
PORTANT  PATIENT  INFORMATION. 
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Jer  license  by  GlaxoSmithKline. 


uality  counts 
ount  on  LEVITRA 


LEVITRA  is  a  clinically  proven  treatment  for  erectile 
dysfunction  (ED)  that  consistently  improves  erection  quality. 

For  most  men,  LEVITRA* 

-  Works  to  improve  erection  quality 

Improves  duration,  hardness,  and  the  ability 
to  attain  an  erection 

-  Works  fast 

No  other  oral  ED  treatment  is  proven  to  work  faster 

-  Works  time  and  again 


1 


Ask  your  doctor  if  a  FREE  TRIAL  is  right  for  you 

LEVITRA 

(VARDENAFIL  HCI) 

QUALITY  WHEN  IT  COUNTS  * 

1.866.  LEVITRA  www.LEVITRA.com 

(1.866.538.4872)  p.. 


•Individual  results  may  vary. 
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Patient  Information 

LEVITRA®  (Luh-VEE-Trah) 

(vardenafil  HCI)  Tablets 


086690341° 


8/03 


Read  the  Patient  Information  about  LEVITRA  before  you  start  taking  it 
and  again  each  time  you  get  a  refill.  There  may  be  new  information 
You  may  also  find  it  helpful  to  share  this  information  with  your  partner. 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regular  checkups.  If  you  do  not  understand  the  information,  or 
have  questions,  talk  with  your  doctor  or  pharmacist. 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 

LEVITRA' 

LEVITRA  can  cause  your  blood  pressure  lo  drop  suddenly  lo  an 

unsafe  level  if  it  is  taken  with  certain  other  medicines.  With  a  sudden 

drop  in  blood  pressure,  you  could  get  dizzy,  faint,  or  have  a  heart 

attack  or  stroke 

Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates 

•  use  recreational  drugs  called  poppers"  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpna  blockers. 
(See  "Who  Should  Not  Take  LEVITRA?") 

Tell  all  your  healthcare  providers  that  you  take  LEVITRA.  If  you 
need  emergency  medical  care  for  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA. 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescnpbon  medicine  taken  by  mouth  for  the  treatment 
of  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 
a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 
who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 
for  help  if  the  condition  bothers  him.  LEVITRA  may  help  a  man  with 
ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

LEVITRA  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases, 
including  HIV  Speak  to  your  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  for  men  with  ED.  LEVITRA  is  not  for  women  or 
children.  LEVITRA  must  be  used  only  under  a  doctor's  care. 

HOW  DOES  LEVITRA  WORK? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis.  This  results  in  an 
erection.  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his 
penis  decreases,  and  his  erection  goes  away 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  for  you. 
LEVITRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy 

WHO  SHOULD  NOT  TAKE  LEVITRA? 
Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates'  (See  What  important  infor- 
mation should  you  know  about  LEVITRA?")  Nitrates  are 
commonly  used  to  treat  angina.  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dinitrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers"  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate  Do  not  use  LEVITRA 
if  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates. 

•  take  medicines  called  "alpha-blockets."  Alpha-blockers  are  some- 
times prescnbed  tor  prostate  problems  or  high  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers,  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  of  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  if  your  heart  is  already  weak 
from  a  heart  attack  or  heart  disease 

•  are  allergic  to  LEVITRA  or  any  of  its  ingredients.  Trie  active  ingre- 
dient in  LEVITRA  is  called  vardenafil  See  the  end  of  this  leaflet  for  a 
complete  list  of  ingredients 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVITRA? 

Before  taking  LEVITRA.  tell  your  doctor  about  all  your  medical 
problems,  including  il  you: 

•  have  heart  problems  such  as  angina  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack  Ask  your  doctor  if  it  is  safe  for  you 
to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  family  members  have  a  rare  heart  condition  known  as 
prolongation  of  the  QT  interval  (long  QT  syndrome) 

•  have  liver  problems 

•  have  kidney  problems  and  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
myeloma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVTTRA? 
Tell  your  doctor  about  all  the  medicines  you  take  including  prescription 
and  non-prescription  medicines,  vitamins,  and  herbal  supplements 
LEVITRA  and  other  medicines  may  affect  each  other  Always  check 
with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVITRA?") 

•  medicines  called  alpha-blockers.  These  include  HytnrfS  (terazosin 
HCI).  Flomatf5  (tamsulosin  HCI).  Cardura^  (doxazosin  mesylate), 
Minipresss  (prazosin  HCI)  or  UroxatraP-  (alfuzosin  HCI). 

•  medicines  that  treat  abnormal  heartbeat.  These  include  quinidine, 
procainamide,  amiodarone  and  sotalol. 

•  ritonavir  (Norvir*)  or  indinavir  sulfate  (Cnxivan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

HOW  SHOULD  YOU  TAKE  LEVITRA? 

Take  LEVITRA  exactly  as  your  doctor  prescribes  LEVITRA  comes  in 
different  doses  (2.5  mg,  5  mg,  10  mg,  and  20  mgl  For  most  men, 
the  recommended  starting  dose  is  10  mg.  Take  LEVITRA  no  more 
than  once  a  day.  Doses  should  be  taken  at  least  24  hours  apart. 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the 
dose  that  is  right  for  you. 

•  If  you  a.e  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVITRA. 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period. 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity. 
Some  form  of  sexual  stimulation  is  needed  for  an  erection  to  happen 
with  LEVITRA.  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor. 
Your  doctor  may  lower  your  dose  or  raise  your  dose,  depending  on 
how  your  body  reacts  to  LEVITRA. 

If  you  take  too  much  LEVITRA,  call  your  doctor  or  emergency  room 
right  away. 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVITRA? 
The  most  common  side  effects  with  LEVITRA  are  headache,  flushing. 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness  These 
side  effects  usually  go  away  after  a  few  hours.  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

LEVITRA  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection 
that  lasts  more  than  4  hours,  get  medical  help  right  away.  Priapism 
must  be  treated  as  soon  as  possible  or  lasting  damage  can  happen 
to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having 
difficulty  telling  the  difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  of  LEVITRA  For  more  information, 
ask  your  doctor  or  pharmacist. 

HOW  SHOULD  LEVITRA  BE  STORED? 

•  Store  LEVITRA  at  room  temperature  between  59°  and  86°  F 
(15°  to  30°  C). 

•  Keep  LEVITRA  and  all  medicines  out  ol  the  reach  of  children. 

GENERAL  INFORMATION  ABOUT  LEVITRA. 

Medicines  are  sometimes  prescnbed  for  conditions  other  than  those 

described  in  patient  information  leaflets.  Do  not  use  LEVITRA  for  a 

condition  for  which  it  was  not  prescribed.  Do  not  give  LEVITRA  to 

other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It 

may  harm  them. 

This  leaflet  summarizes  the  most  important  information  about  LEVTTRA 

If  you  would  like  more  information,  talk  with  your  healthcare 

provider  You  can  ask  your  doctor  or  pharmacist  for  information 

about  LEVITRA  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.LEVITRA.com.  or  call 

1-866-LEVITRA. 

WHAT  ARE  THE  INGREDIENTS  OF  LEVTTRA? 

Active  Ingredient:  vardenafil  hydrochloride 

Inactive  Ingredients:  microcrystalline  cellulose,  crospovidone,  colloidal 

silicon  dioxide,  magnesium  stearate,  hypromellose,  polyethylene 

glycol,  titanium  dioxide,  yellow  ferric  oxide,  and  red  ferric  oxide. 

Norvir  (ritonavir)  is  a  trademark  of  Abbott  Laboratories 
Crixivan  (indinavir  sulfate)  is  a  trademark  of  Merck  &  Co..  Inc. 
Nizoral  (ketoconazole)  is  a  trademark  of  Johnson  &  Johnson 
Sporanox  (itraconazole)  is  a  trademark  of  Johnson  &  Johnson 
Hytrin  (terazosin  HCI)  is  a  trademark  of  Abbott  Laboratories 
Flomax  (tamsulosin  HCI)  is  a  trademark  of  Yamanouchi 
Pharmaceutical  Co .  Ltd. 

Cardura  (doxazosin  mesylate)  is  a  trademark  of  Pfizer  Inc. 
Mimpress  (prazosin  HCI)  is  a  trademark  of  Pfizer  Inc. 
Uroxatral  (alfuzosin  HCI)  is  a  trademark  of  Sanofi-Synthelabo 

Manufactured  and  Marketed  by: 
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used  to  be,"  says  Jonathan  Noonan,  chie 
investment  strategist  at  Boston  mone; 
manager  Appleton  Partners. 

One  family  that  has  taken  full  advan 
tage  of  the  tax-law  changes  is  Edmon< 
and  Jennifer  Sahm  and  their  two  children 
who  in  March  closed  on  a  new,  $620,00 
four-bedroom  house  in  Carlsbad,  CaliJ 
Sahm,  a  certified  public  accountant,  al 
ways  buys  newly  built  homes  because,  h 
says,  builders  sell  them  at  a  discount  o 
10%  to  20%  to  existing  homes.  Th 
Sahms  have  bought  and  sold  two  resi 
dences  in  the  past  five  years,  earnini 
handsome  capital  gains  both  times,  am 
have  already  contracted  for  another  on 
for  $1.1  million.  A  tip  from  Edmom 
Sahm:  To  get  into  new  development! 
"get  on  the  builder  priority  lists." 

THE  BEST  TOOL 

WHILE  ALL  THE  TOOLS  mention© 
above  are  useful,  if  you  had  to  pick  on 
technique  for  evaluating  a  house, 
would  be  net  present  value.  That's  the  vaj 
ue  in  today's  dollar 
of  the  house' 
stream  of  cas 
flows.  The  negativ 
cash  flows  eac 
year  are  the  mort 
gage  payment? 
property  taxes,  util 
ities,  and  mainte 
nance.  The  positiv 
cash  flows  are  sa\ 
ings  generated  b 
income-tax  deduc 
tions  and— the  bij 
element— avoided  rent.  The  flows  are  net 
ted  out  for  each  year,  and  discounted  b; 
the  going  interest  rate.  Typically,  th 
longer  you  plan  to  stay  in  a  house,  th 
bigger  the  net  present  value  will  be. 

You  don't  need  an  MBA  to  figure  all  thi 
out.  A  program  for  calculating  a  house' 
net  present  value,  which  can  be  tried  fo 
free,  is  available  at  www.smithfinan 
cialplace.com,  created  by  Pomona  Colleg 
economists  Gary  and  Margaret  Smith 
Reassuringly,  the  calculator  produces  an 
swers  that  accord  with  common  sensf 
For  example,  it  shows  that  how  much  yoi 
pay  for  a  house  is  a  crucial  factor  L 
whether  its  net  present  value  to  you  i 
positive  or  negative.  (The  message:  Be 
ware  of  bubbles  and  don't  overpay.) 

Wrestling  with  difficult  questions  sucl 
as  a  house's  net  present  value  isn't  fur 
But  you  owe  it  to  yourself  to  make  th 
smartest  possible  decisions  about  you 
biggest  investment.  ■ 

-  With  Ann  Therese  Palmer  in  Chicag 
and  Michael  Eidam  in  Atlant. 
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Howto  E-Appraise 
Your  Property 


Until  recently,  figuring  out  your 
home's  value  was  not 
something  you  could  do  from 
home.  You  had  to  scan  the 
microfiche  or  even  thumb 
hrough  dusty  tomes  at  the  local  library  or 
ax  assessor's  office.  If  that  didn't  work, 
tou  had  to  hire  an  appraiser  to  make  an 
jstimate  or,  worse,  call  in  a  real  estate  agent 
o  get  a  competitive  market  analysis-which 
also  meant  you  would  have  to  endure  a 
;ales  pitch. 

The  Internet  gives  you  new  options.  Plenty 
)f  Web-based  services  comb  public  data  to 
lelp  you  figure  out  how  much  your  home  is 
vorth.  What's  more,  many  sites  are  free.  But 
depending  on  where  you  live  and  the  kind  of 
lome  you  have,  they  can  be  on  target-or  way 
)ff  base.  Some  homeowners  will  ultimately 
leed  an  agent  or  appraiser. 

BusinessWeek  tested  10  home-valuation 
A/eb  sites,  using  properties  in  California, 
3hio,  New  Jersey,  Texas,  and  Virginia.  Don't 
vaste  your  time  with  sites  such  as 
-lomescape.com  and  Free-Home- 
ivaluations.com,  which  just  forward  your 
lame  and  address  to  a  local  real  estate 
agent.  You  want  sites  that  provide  an 
automatic  valuation. 

Although  the  databases  are  often  similar, 
t's  worthwhile  to  check  out  several  services, 
since  they  use  different  algorithms  and 
nodels.  For  example,  Valueyourhome.com,  a 
ee-based  site  operated  by  Fidelity  National 
:inancial,  gave  an  estimate  of  $491,000  for  a 
10-year-old,  four-bedroom  home  in  northern 
/irginia,  while  Bank  of  America's  free  site 
eported  a  value  of  $420,000  to  $456,000. 
The  ranges  are  huge,"  says  Ben  Joslin,  vice- 
Dresident  for  marketing  at  Domania,  which 


operates  several  free  Web-based 
valuation  services,  including 
Home  Price  Check  and  Value 
Check.  His  advice:  Pick  five 
similar  homes  in  your 
neighborhood  and  then  go  online 
with  each  address  to  get  their 
valuation.  Then  you  can  make  an 
estimate  by  comparing  your 
home  with  your  neighbors'. 

Keep  in  mind  that  these 
automated  valuation  models 
work  best  in  areas  where  the 
housing  stock  is  very  similar, 
such  as  developments  built 
within  the  past  five  years.  In 
older  neighborhoods  where 
homes  are  more  likely  to  have 
undergone  renovations  or 
improvements,  such  as  a  pool  or 
tennis  court,  the  sites  aren't  as 
accurate.  We  had  a  tough  time 
getting  a  value  on  a  100-year-old 
farmhouse  in  Lima,  Ohio, 
because  of  a  lack  of  data.  The 
only  estimate  ($126,000),  which 
came  from  Electronicappraiser.com  for  a 
$29.95  fee,  seemed  low. 

Another  big  caveat:  The  data,  which 
typically  come  from  county  clerk  and 
recorder's  offices  or  property  assessors,  can 
be  out  of  date.  While  researching  a 
condominium  in  Los  Angeles,  the  most  recent 
comparable  data  available  on  Homegain.com 
were  from  December,  2002.  "Public  records 
aren't  always  efficient,"  says  Bradley  Inman, 
founder  of  Homegain. 

The  most  frustrating  search  was  trying  to 
find  out  information  on  a  new  4,000-square- 
foot  home  in  a  Dallas  suburb.  Texas  is  a 


wr 

tars  lournouse 

Keaiiywoirnf 

COMPANY 

WEB  SITE 

COMMENT 

BANK  OF 
AMERICA 

bankofamerica.com/ 
loansandhomes 

Values  your  home  plus  three 
comparable  others  in  the  area 

DITECH 

ditech.com/solimar/property 
ValuationRequest.jsp 

Easy-to-use  form  provides  last  sales 
price  as  well  as  valuation  range 

DOMANIA 

domania.com 

One  of  the  few  free  services  to 
provide  an  actual  valuation  figure 

HOMEGAIN 

homegain.com/home_price 
s/index?ht=def_nav_hpx 

Lists  up  to  20  properties  that  can  be 
sorted  by  price,  age,  and  proximity 

nondisclosure  state,  which  means  it  doesn't 
have  to  make  public  certain  data,  such  as  a 
property's  sale  price.  Only  Bank  of  America 
and  ditech.com's  sites  had  good  data.  They 
make  estimates  based  on  mortgage  loans. 

If  you  live  in  a  state  where  there's  a  dearth 
of  data  or  if  you  are  challenging  a  tax 
assessment,  it's  probably  worth  spending 
from  $200  to  $500  for  an  appraisal.  The 
Appraisal  Institute  (appraisalinstitute.org) 
has  more  than  18,000  members.  Ask  how 
long  an  appraiser  has  been  practicing  in  your 
area  and  get  three  recent  client  references, 
says  Diana  Jacob,  an  independent  appraiser 
in  Baton  Rouge,  La.  Appraisers  are  state- 
regulated,  so  you'll  have  to  find  the  right 
agency  to  determine  whether  the  appraiser 
has  ever  been  disciplined. 

Of  course,  nothing  beats  the  ease  of 
sleuthing  online.  Even  Gary  Taylor,  an 
appraiser  and  president  of  the  Appraisal 
Institute,  logs  on  to  Homegain.com  every  few 
months  to  keep  tabs  on  the  value  of  his  Long 
Island  (NY.)  home.  -By  Lauren  Young 


BusinessWeek  Online 


For  an  expanded 
version  of  the  online  appraisals  table, 
please  go  to  www.businessweek.com/ 
magazine/extra. htm 
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TRAVEL 

Comforts  of  Home 

TRAVELERS  LOOKING  FOR  upscale  accommodation  need  not  choose  between  the 
comfort  of  a  private  house  and  the  services  of  five-star  hotel.  Time  &  Place  Homes 
(timeandplacehomes.com)  offers  more  than  100  estates,  apartments,  and  houses  in 
Bermuda,  France,  Mexico,  and  the  U.S.  For  a  three-night  rate  of  $13,053,  you  can 
take  your  top  executives  to  a  ski-in,  ski-out  retreat  with  five-bedroom  suites  in 
Jackson  Hole,  Wyo.  Or  you  can  relax  poolside  at  the  former  Palm  Springs  (Calif.) 
home  of  Marilyn  Monroe  and  Joe  DiMaggio— at  $9,720  to  $12,960  a  week, 
depending  on  the  season.  Hampton  Retreats  (hamptonretreats.com)  also  specializes  in 
short-term  luxury  rentals  in  fashionable  Long  Island  (N.Y.)  beach  towns.  In-season 
rentals  start  at  $7,500  a  week,  but  you  can  rent  by  the  day  in  the  off-season. 

Besides  daily  maid  service,  these  companies  will  arrange  for  chefs,  catered  parties, 
spa  treatments,  kayaking  tours,  personal  trainers,  and  tee  times.  If  you  want  a 
chartered  plane  on  leaving,  the  round-the-clock  staff  will  oblige.    -Susan  B.  Garland 


STOCKS 

SCRIMPING 
FOR  LUXURIES 

WHO'S  BENEFITING  from  consumers' 
appetite  for  luxury  goods?  Look  at  this 
list  of  stocks  compiled  by  Boston 
Consulting  Group.  It  has  BMW,  Callaway 
Golf,  and  Coach— plus  warehouse 
retailer  Costco  Wholesale  and  discount 
airline  JetBlue.  The  idea?  Research 
shows  people  seek  bargains  on  some 
purchases  so  they  can  drive  a  Bimmer  o 
sip  $4  lattes  at  Starbucks.  As  for 
companies  like  Bed  Bath  &  Beyond  andj 


Limited  Brands,  they  sell  some 
end  goods  at  more  reasonable 

higher- 
srices. 

COMPANY 

TICKER 

Bed  Bath  &  Beyond 

BBBY 

BMW 

BAMXF 

Boston  Beer 

SAM 

Callaway  Golf 

ELY 

Cheesecake  Factory 

CAKE 

Coach 

COH 

Costco  Wholesale 

COST 

JetBlue 

JBLU 

Limited  Brands 

LTD 

Lowe's 

LOW 

Panera  Bread 

PNRA 

P.F.  Chang's  China  Bistro 

PFCB 

Restoration  Hardware 

RSTO 

Starbucks 

SBUX 

Williams-Sonoma 

WSM 

BEVERAGES 

COLD  CAFFEINE 

ICED  COFFEE  DRINKS  are  all  the  rage  at 
coffeehouses,  and  now  you  can  make 
them  at  home.  Toddy  Products  sells  a 
cold-brew  system 
($36.50)  that  turns 
ground  coffee  into  a 

low-acid  extract  to  flavor 

such  beverages.  If  s  used 
by  such  chains  as  Gloria 
Jean's  and  Seattle's  Best 
for  their  concoctions.  Or 
buy  bottles  of  premade 
latte  and  low-carb  latte 
concentrates,  enough  for 
12  servings,  for  $6.25 
each  at  ToddyCafe.com. 
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TIME  OFF 

IF  GLISTENING  ART,  SET  IN  LUSH  vegetation  sounds  tempting,  i 

trip  to  the  Atlanta  Botanical  Garden  might  turn  a  tiring  busines 

trip  into  something  refreshing.  Through  Oct.  31,  the  works  of 

glass  artist  Dale  Chihuly  will  be  on  display  amid  the  garden's 

flowers.  Crystalline  orbs 

float  in  pools.  Green  glass 

shoots  adorn  a  Japanese 

garden,  and  splashy  works 

compete  with  the  orchids. 

Hours  are  9  a.m.  to  9  p.m. 

TueSislays;  9  a.m.  to  7  p.m. 

Wednesday  through 

Sunda^nd  holiday 

Mondays^  Admission:  $12. 


he  Barker  Portfolio 


BY  ROBERT  BARKER 


A  Divorce  With  a  Tidy 
Deal  for  Investors? 


hat  is  it  about  Duluth?  The  Minnesota 
>rt  city  gave  birth  to  Bob  Dylan,  who 
is  a  knack  for  contradictory  imagery, 
ost  recently  of  him  and  a  Victoria's 
:cret  model.  In  the  stock  market,  Duluth 
is  given  us  Allete,  positively  a  master  at 
e  odd  mixture  of  businesses,  lately  an 
metric  utility  and  an  auto  auctioneer. 

Mlete  once  was  known  as  Minnesota  Power  &  Light.  Like 
Ian  (born  Zimmerman),  it  took  a  new  name,  in  its  case  to 
ect  an  opaque  strategy  that  over  the  years  has  led  it  into 
me  and  water  service,  reinsurance,  pulp  and  paper,  even 
waiian  pineapple.  While  consorting  in  TV  ads  with  a  sexy 
;erie  model  doubdess  renewed  the  63-year-old  Dylan's 
nd,  Allete's  plunge  into  corporate  schizophrenia  has  left 
estors  confused  and  unappreciative.  That  may  soon 
inge,  as  Allete  aims  to  clarify  its  identity  by  spinning  off  the 

0  unit  into  an  independent  company  called  Adesa. 

.ETE,  ADESA— THESE  are  companies  with  nil  sex  appeal.  Yet 
Is  are  good  that  people  who  hold  Allete  shares  now  will 
id  up  next  year  owning  two  stocks  with  a  noticeably  higher 
il  value.  Divorce  proceedings  are  expected  to  start  as  soon 
anderwriters  led  by  UBS  bring  an  initial  public  offering  of 
ck  in  Adesa.  In  a  series  of  deals  due  any  time  now,  Allete 

1  sell  about  7%  of  Adesa's  equity  to  the  public  for  an 
imated  $150  million.  By  September's  end,  Allete  expects  to 
e  its  shareholders  the  rest  of  the 
ck  in  Adesa.  That  will  leave 
ate  with  major  operations  in 
^tric  power  and  Florida  real 
ate,  plus  that  goofy  stage  name. 
0  Donald  Shippar  told  me  that 

electric  utility  operation  may 
growth  of  just  1%  to  1.5%  a 
ir.  But  Allete  also  will  be  in  the 
rket  for  an  acquisition  into 
ich  it  might  invest  its  free  cash 
v— and  which,  in  turn,  might 
>st  its  earnings,  expected  this 
ir  to  reach  $32  million  or  so. 
VIore  intriguing  is  Adesa,  which 
n  the  zippier  business  of  used- 
auctions  and  financing.  Last 
ir,  Adesa  matched  wholesale 


Adesa: 

Moving  the 
Metal 

YEAR 

INCOME  FROM 
CONTINUING 
OPERATIONS 
(MILLIONS) 

1999 

$40.2 

2000 

49.7 

2001 

76.3 

2002 

93.8 

2003 

114.8 

Data:  company  reports 

^^^^^^^^^^m 

AUCTION  ACTION      buyers  and  sellers  of  more  than  2  million 
Adesa  sold  more     used  vehicles,  making  it  No.  2  behind 
than  2  million         privately  held  Cox  Enterprises'  Manheim. 
used  vehicles  jt  ^q  ^^  an  expanding  book  of  business 

•M^<  ^  financing  dealers'  inventories.  All  told, 

sales  grew  to  $912  million  last  year  from 
$380  million  in  1999,  while  income  from  continuing 
operations  raced  ahead  even  quicker,  to  $114.8  million  last 
year  (table).  One  risk:  The  Securities  &  Exchange 
Commission  is  informally  investigating  its  accounting  for 
loan  losses.  Adesa  says  Allete's  audit  committee  found 
nothing  serious  amiss. 

The  potential  reward  would  come  in  how  the  market  may 
value  Adesa  at  a  higher  multiple  once  it  emerges  from  Allete's 
shadow.  Joseph  Cornell,  president  of  the  Chicago  research 
boutique  Spin-Off  Advisors,  thinks  Allete  plus  Adesa,  valued 
separately  in  the  market,  may  go  for  a  total  of  46  a  share,  or 
33%  over  Allete's  recent  price  near  35.  That  estimate  doesn't 
include  any  contribution  from  Allete's  sideline  in  sales  of  the 
20,000  Florida  acres  it  owns.  If  the  SEC  were  to  force  a  big 
change  in  Adesa's  loan-loss  reserves,  the  value  in  Allete  would 
be  trimmed,  but  Cornell  reckons  the  effect  would  be  minor. 

Naturally,  the  market  may  decide  differentiy.  But  the  last 
favorite  Cornell  idea  that  I  shared  here,  the  October,  2001,  split 
of  conglomerate  Canadian  Pacific  into  five  separate  stocks, 
worked  out  splendidly.  According  to  portfolio  tracker 
GainsKeeper,  a  pre-spin-off  stake  in  CP  has  gained  78%,  plus 
dividends,  while  the  Standard  &  Poor's  500-stock  index  has 
risen  7%.  Now  wouldn't  that  get  anyone  to  focus  on  Duluth?  ■ 

E-mail:  rb@businessweek.com 

June  14.  2004  I  BusinessWeek  I  97 


Personal  Business  Inside  Wall  Street 


<cj 


BY  GENE  G.  MARCIAL 

APEX  SILVER  MINES  COULD  MAKE  A  TIDY  BUNDLE  ON  BOLIVIA. 


BUSINESS  IS  GETTING  BACK  IN  GEAR-AND  SHOPPING  AT  STAPLES 


y|  PAIN  THERAPEUTICS'  REMOXY  MAY  BECOME  THE  NEW  OXYCONTIN. 
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Data:  Bloomberg  Financial  Markets 


A  Bright  Gleam  on  Apex 

WOULD  YOU  INVEST  in  Apex  Silver  Mines  (SIL), 
whose  main  property— as  yet  undeveloped— is  in 
far-off  Bolivia?  Some  high-stakes  players  have  taken 
big  chunks:  George  Soros,  his  brother  Paul,  and  their  various 
funds  own  14%;  Fidelity  Investments 
more  than  14%;  Moore  Macro  Fund 
12%;  Wellington  Management  11%; 
and  Morgan  Stanley  and  Citigroup 
each  under  2%.  "Apex  is  one  of  the 
best  bets  in  metals— whose  prices  are 
on  the  rise,"  says  Stephen  Leeb  of  Leeb 
Capital  Management,  which  owns 
shares.  With  $400  million  from  stock- 
debt  offerings  and  credit  lines  from 
Barclays  and  BNP  Paribas,  Apex  is  set 
to  build  at  San  Cristobal,  Bolivia— and 
"become  one  of  the  largest  and  lowest- 
cost  producers  of  silver  and  zinc,"  says  Leeb.  The  stock  is  at 
1765,  down  from  24  in  March.  With  output  expected  in  two  to 
three  years,  he  sees  Apex  doubling  in  a  year.  San  Cristobal  has 
proved  reserves  of  400  million  oz.  of  silver  and  7  billion  lb.  of 
zinc,  he  notes.  Apex  says  it  expects  to  produce  27  million  oz. 
of  silver  and  570  million  lb.  of  zinc  a  year  for  the  first  five 
years.  At  silver's  current  price  of  $6  an  ounce,  Apex  could 
earn  $2  to  $3  a  share,  he  figures.  If  silver  runs  up  to  $10, 
earnings  could  hit  $6,  he  says.  Adam  Graf  of  Bear  Stearns, 
which  has  done  banking  for  Apex,  rates  it  "peer  perform"  but 
says  it  could  "be  attractive"  in  times  of  rising  silver  and  zinc 
prices.  Apex  has  rights  in  some  100  mineral-exploration 
holdings  at  34  properties  in  countries  such  as  Bolivia,  El 
Salvador,  Mexico,  and  Peru. 

As  Offices  Stock  Up, 
Staples  Is  Clicking  Along 

STAPLES  (SPLS),  king  of  office  supplies,  is  the  retail  stock 
to  own.  So  say  pros  impressed  by  its  consistent  sales 
growth  and  strong  profit-margin  gains.  "It  continues  to 
take  market  share  in  a  growing  industry"  and  is  benefiting 
from  a  better  economy,  says  Michael  Baker  of  Deutsche  Bank 
Securities,  which  has  done  banking  for  the  giant  retailer  and 
owns  shares.  Its  price-earnings  ratio  of  19.7  based  on  estimated 
2004  earnings  is  well  justified  by  its  growth  rate,  he  argues.  In 
each  of  the  past  10  quarters,  its  earnings  growth  rate  was  about 
20%,  notes  Baker.  Staples  is  also  generating  the  highest  free 


cash  flow  yield  of  any  company  in  the 
sector.  So  in  spite  of  turmoil  in  the  stock 
market,  Staples'  stock  is  at  its  52-week 
high  of  2737  a  share— up  from  19  in 
mid-August.  Baker  figures  Staples  will 
earn  $1.37  a  share  in  fiscal  2004  and 
$1.60  in  2005,  up  from  $1.12  in  2003. 
Colin  McGranahan  of  Sanford  C. 
Bernstein,  who  rates  Staples  "out- 
perform," says  that  as  employment  and 
business  spending  pick  up,  Staples 
could  see  upward  profit  revisions. 


UP-AND 
STAYING  UP 


DOLLARS 
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Data:  Bloomberg  Financial  Markets 


From  Pain  Therapeutics: 
A  Better  Pain  Killer? 

THE  BEST  PAIN  KILLERS— opioids,  made  from  mor- 
phine—are often  abused  and  have  nasty  side  effects. 
Enter  Pain  Therapeutics  (PTIE),  which  has  a  reformu- 
lated opioid.  Called  Remoxy  and  now  in  proof-of-concept  trials, 
the  drug  is  encased  in  tiny,  slow-dissolving,  hard  capsules,  so 
users  can't  get  a  sudden  rush  from  it.  The  most  popular  opioid 
is  sustained-release  OxyContin,  from  Purdue  Pharma,  which 
rang  up  sales  of  $1.9  billion  in  2003.  But  as  abuse  rises,  doctors 
hesitate  to  prescribe  it.  With  Remoxy,  if 
the  outer  shell  is  broken,  the  drug  is  still 
protected.  Remoxy  could  become  the 
"replacement  for  OxyContin— with  a 
potential  $1  billion  market,"  says 
Elemer  Piros  of  Rodman  &  Renshaw. 
Piros  notes  that  Purdue  is  working  on 
its  own  tamper-resistant  OxyContin, 
but  his  money  is  on  Remoxy.  PTIE  will 
soon  post  data  on  Remoxy's  effective- 
ness—and on  whether  it  really  resists 
tampering.  If  results  are  good,  PTIE, 
which  has  yet  to  earn  revenues,  will  file 
with  the  Food  &  Drug  Administration  by  yearend— unless 
further  study  is  needed.  Piros  figures  the  stock,  now  at  796, 
could  hit  16  in  a  year.  Matt  Geller  of  CIBC  World  Markets  says 
Pain  is  way  undervalued.  II 


HAVING  ITS 
UPS  AND  DOWNS 


DOLLARS 


PAIN 
THERAPEUTICS 


AUG.  U.  '03         JUNE  2. '04 
Data  Bloomberg  Financial  Markets 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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The  UK's  leading  supermarket  chain  wanted  to  provide 

the  freshest  food  possible  in  the  most  environmentally  friendly  way. 

Who  did  Tesco  turn  to  for  help? 


oToEmerson.com 


EMERSON 


or\rsrn-rER  \r  sor 
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?twork  Power  •  Process  Management  •  Climate  Technologies  •  Storage  Solutions  •  Industrial  Automation  •  Motor  Technologies  •  Appliance  Solutions  •  Professional  Tools 


Personal  Business  Figures  of  the  Week 


STOCKS 


JUNE  MAY27-JUNE2 
1140 


900 


COMMENTARY 

A  terrorist  attac"  over  the 
weekend  on  Westerners  in  Saudi 
Arabia  sent  oil  soaring  and  stocks 
skidding  when  trading  resumed 
on  June  1.  Oil  hit  records,  but 
stocks  recovered  and  gained 
momentum  the  next  day.  Among 
the  major  indexes,  the  Dow  rose 
1.5%,  piggybacking  on  Exxon- 
Mobil and  Wal-Mart.  NASDAQ, 
however,  slipped  on  an  analyst 
downgrade  of  Applied  Materials. 

Data:  B  oomberg  Financial  Markets.  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  1 

■  SAP  500  ■§  U.S.  DIVERSIFIED  ■»  AU.  EQUITY 


I 

0.0 

52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  1 

■  SAP  500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 


%  5  10  15         20  25  30 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

JUNE2 

fcCHANGE 

YEAfiTO    LAST12 

DATE      MONTHS 

S&P500 

1125.0 

03 

L2 

16.3 

Dow  Jones  Industrials 

10,263.0 

1.5 

-1.8 

15.3 

NASDAQ  Composite 

1989.0 

0.6 

-0.7 

25.0 

S&P  MidCap  400 

596.5 

1.3 

3.6 

25.2 

S&P  SmallCap  600 

2835 

0.8 

4.8  v 

30.9 

Dow  Jones  Wilshire  5000 
SECTORS 

10372.6 

i.0 

1.6 

18.6 

BusinessWeek  50* 

649.2 

1.2 

4.4 

15.2 

BW  Info  Tech  100" 

338.7 

1.0 

-3.4 

1L8 

S&P/BARRA  Growth 

560.5 

LO 

0.8 

152 

S&P/BARRA  Value 

560.3 

0.8 

L5 

17.5 

SAP  Energy 

241.3 

0.3 

7.7 

21.8 

S&P  Financials 

383.7 

0.4 

LO 

15.4 

S&PREIT 

116.8 

1.9 

23 

18.7 

S&P  Transportation 

196.2 

1.3 

-23 

9.3 

S&P  Utilities 

118.9 

1.0 

0.4 

5.8 

GSTI  Internet 

162.3 

5.1 

12.2 

36.4 

PSE  Technology 

712.0 

0.7 

£1 

28.3 

.999=1000     "Feb.  7. 2000=1000 


GLOBAL  MARKETS 

JUNE2 

WEEK 

%  CHANGE 
YEARTO      LASTM 
DATE        MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

1165.0 

1.4 

-L2 

:: 

London  (FT-SE 100) 

4422.8 

-0.3 

-L2 

7.1 

Paris  (CAC  40) 

36462 

-0.4 

23 

19.6 

Frankfurt  (DAX) 

3888.3 

0.5 

-13 

26.9 

Tokyo  (NIKKEI  225) 

11,242.3 

0.8 

5.3 

31.5 

Hong  Kong  (Hang  Seng) 

12.20L8 

4.4 

-3.0 

26.6 

Toronto  (S&P/TSX  Composite) 

8374.8 

0.7 

L9 

20J 

Mexico  City  (IPC) 
FUNDAMENTALS 

9981.9 

-0.8 

JUNEl 

13.5 

AEEKAGO 

48.5 

YEAR  AGO 

S&P  500  Dividend  Yield 

1.64% 

1.65% 
20.9 

1.67% 

S&P  500  P/E  Ratio  (Trailing  12 

mos.) 

2L0 

31.1 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

16.8 

16.8 

17.0 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

L79%**   1.40% 

•First  CaB  Corp. 
JUNEl         WEEK  AGO 

-021% 

READING 

S&P  500  200-day  average 

1086.0      1083.4 

Positive 

Stocks  above  200-day  average 

63.0% 

59.0% 

Neutral 

Options:  Put/call  ratio 

0.77 

0.82 

Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    2.79 


Negative 


BEST-PERFORMING 
GROUPS 

Internet  Software 
Internet  Retail 
Home  Furnishings 
Airlines 
Distributors 


LAST 

MONTH*. 

24.6 
11.4 
1L2 
9.4 
8.7 


Internet  Software 
Internet  Retail 
Wireless  Services 
Fertilizers  &  Ag.  Chems. 
Oil  &  Gas  Refining 


LASTE 

months  ■- 
120.4 
78.7 
77.8 
74.7 
67.8 


EQUITY  FUND  CATEGORIES 


H«D  " 


L RETURN 


LEADERS 

Technology 
Real  Estate 
Precious  Metals 
Mid-cap  Growth 

LAGGARDS 

Japan 

Pacific/Asia  ex- Japan 
Diversified  Emerg.  Mkts. 
Diversified  Pacific/Asia 

EQUITY  FUNDS 

4  WEEK  TOTAL  RETURN 
LEADERS 

ProFds.  Smicdr.  Ultsr.  Irrv. 
Amerindo  Technology  D 
Berkshire  Focus 
ProFds.  Intnet.  Ultsr.  Irrv. 

LAGGARDS 

Eaton  Vance  Grtr.  India  A 
ING  Russia  A 
Dreyfus  Fndrs.  Passport  F 
J.P.  Morgan  Rem.  Jap.  A 


52-WEEK  TOTAL  RETURN 
LEADERS 

3.3  Japan 

3.2  Diversified  Emerg.  Mkts. 

2.9  Pacific/Asia  ex- Japan 

1.0  Diversified  Pacific/Asia 

LAGGARDS 

-4.3  Domestic  Hybrid 

-4.0  Utilities 

-3.8  Large-cap  Growth 

-3.8  Large-cap  Blend 


%      52-WEEKTOTALRETURN 
LEADERS 

11.8  American  Heritage 

10.5  Pacific  Advs.  Sm.  Cap  A 

9.0  ProFds.  Wrlss.  Utter.  Inv. 

8.5  Fidelity  Japan  Small  Co. 

LAGGARDS 

18.3  ProFunds  UltSh.  OTC  Inv. 

-10.4  Rydex  Dynam.  Vent.  100 

-9.8  Rydex  Dyn.  Tempest  500 

-7.6  ProFunds  UltraBear  Inv. 


50.2 
38.0 
37.3 
36.7 

10.6 
10.7 
15.5 
15.6 


83.3 
83.2 
8L3 
80.2 

-41.1 
-40.9 
-297 
-29.7 


)!SS?LPERF0RMING  "ST                                                     LAST12  ■ 
GROUPS                                 MONTH*                                                MONTHS  1 

Tobacco 

-11.8 

Photographic  Products    -17.5 

Oil  &  Gas  Drilling 

-5.7 

Airlines                           -9.1 

Agricultural  Products 

-5.6 

Insurance  Brokers            -7.8 

Intgrd.  Telecomms.  Svcs. 

-4.5 

Intgrd.  Telecomms.  Svcs,  -6.5 

Broadcasting 

-4.5 

Broadcasting                  -5.1 

INTEREST  RATES 


KEY  RATES 

JUNE  2 

Money  Market  Funds 

0.60% 

059%     077% 

90-Day  Treasury  Bills 

L16 

1.08        1.04 

2-Year  Treasury  Notes 

2.63 

2.45        L21 

10-Year  Treasury  Notes 

4.73 

329 

30 -Year  Treasury  Bonds 

542 

5.37       4J5 

30-Year  Fixed  Mortgage! 

6.30 

6.2S        5.31 
tBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10- YR.  BOND 

General  Obligations 

4.05% 

436% 

Taxable  Equivalent 

5  79 

709 

Insured  Revenue  Bonds 

4J5 

5J8 

Taxable  Equivalent 

MO 

THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday, 
June  7,  3  p.m.  EDT  » 
Consumers  are  forecast  to  have 
added  $7.3  billion  in  debt  in  April, 
after  an  increase  of  $5.7  billion  in 
March.  That's  based  on  the  median 
forecast  of  economists  surveyed 
by  Action  Economics. 
EXPORT-IMPORT  PRICES 
Thursday,  June  10,  8:30 
a.m.  EDT  »  Export  prices  most 
likely  grew  by  0.4%  during  May, 
following  a  0.6%  increase  in  April. 


Import  prices  probably 
accelerated,  with  a  0.7%  gain 
expected  for  May,  after  a  0.2%  rise 
in  April.  Petroleum  prices  near  $42 
per  barrel  should  be  the  big  driver 
for  the  rise  in  May  import  prices. 
PRODUCER  PRICE  INDEX  Friday, 
June  11,  8:30  a.m.  EDT  » 
Producer  prices  in  May  probably 
increased  0.5%,  following  a  hefty 
0.7%  gain  in  April.  Energy  prices 
are  also  fueling  a  surge  in  producer 
prices.  Minus  food  and  energy, 


core  prices  likely  rose  by  0.2%  for 
a  second  straight  month. 
INTERNATIONAL  TRADE  Friday, 
June  11,  8:30  a.m.  EDT  »  The 
April  foreign  trade  deficit  probably 
narrowed  to  $45.1  billion  from  a 
record  $46  billion  in  March. 
Exports  are  two-thirds  as  large  as 
imports.  Large  trade  gaps  will 
continue  since  solid  U.S.  demand 
will  increase  imports,  even  as  a 
better  global  economy  and  a  softer 
U.S.  dollar  lift  exports. 


The  BusinessWeek  production  index 
remained  unchanged  at  219.1  for  the 
week  ended  May  22.  but  up  12.8% 
from  the  previous  year.  Before 
calculation  of  the  four-week  moving 
average,  the  index  fell  to  218.9. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.corrL4nagazine/!xtra.htm 
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The  Companies 

This  index  gives  the  starting-page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acadia  Pharmaceuticals 
(ACAD)  42 
Accenture(ACN)32 
Acorda  Therapeutics  42 
Adecco(AD0)100 
Adelphia(ADELQ)83 
Adesa97 
Aeon  100 
Aetna  (AET)  36 
A.G.Edwards  (AGE)  39 
Allete(ALE)97 
AMR  Research  36 
Apex  Silver  Mines  (SIL)  98 
Apple(AAPL)13.25 
Appleton  Partners  88 
Argus  Research  79 
AT&T  (T)  25. 32. 44 
Atlantic  Coast  Airways  56 

B 

Balco82 

Bank  of  America  (BAC)  79. 95 

Bank  One  (ONE)  78 

Barclays  (BCS)  98 

Barnes  &  Noble  (BKS)  44 

BB&T(BBT)78 

Bear  Stearns  (BSC)  98 

Blackstone  Group  83 

Blockbuster  (VIA)  40 

Blue  Nile  (NILE)  44 

BMW  96 

BNPParibas98 

Boston  Consulting  96 

Burrill42 


Caesars  Entertainment  (CZR) 

13 

Callaway  Golf  (ELY)  96 
Canadian  Pacific  97 
Canon (CAJ) 48 
Careyes  Funding  76 
Carl  Marks  Capital  76 
Carlyle  Group  48 
Catwalk  Acquisition  76 
CBS  (VIA)  13, 40 
Cisco  Systems  (CSCO)  32 
Citigroup  (C)98 
Coach  (C0H)96 
Coca-Cola  (KO)  36 
Coldwell  Banker  88 
Comcast  (CMCSK)  83 
Computer  Sciences  (CSC)  32 
Comventuresl6 
Costco  (COST)  96. 100 
Cox  Communications  (COX) 

83 

Cox  Enterprises  97 
CreditSights  78 
Critical  Therapeutics  (CRTX) 

42 
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Editorials 


Democracy  in  America: 

The  Election  System  is  Broken 


AS  AMERICANS  GEAR  UP 
FOR  the  Nov.  2  Presidential 
election,  they  might  ask 
themselves  if  their  vote  will 
really  matter— because  if 
they  don't  live  in  one  of  17  battleground 
states,  it  won't.  It  didn't  count  during  the 
primary  season,  either,  unless  they  lived 
in  Iowa,  New  Hampshire,  or  a  couple  of 
other  early-to-vote  states.  And  if  they  vote 

in  a  Congressional  race,  their  choice  won't  matter  unless  they 
live  in  just  one  of  35  Congressional  districts.  The  other  400 
districts  have  been  gerrymandered  to  guarantee  the  reelection 
of  the  incumbent.  The  sad  truth  is  that  millions  of  Americans 
are  being  disenfranchised  by  the  archaic  architecture  of  an 
outmoded  electoral  system.  It's  time  to  fix  it  (page  60). 

In  the  Federalist  Paper  No.  10,  written  in  1787,  James 
Madison  warned  that  "democracies  have  ever  been  spectacles 
of  turbulence  and  contention;  have  ever  been  found 
incompatible  with  personal  security,  or  the  rights  of 
property...."  Madison  was  a  republican,  with  a  small  "r,"  who 
wanted  "the  delegation  of  the  government  ....to  a  small 
number  of  citizens  elected  by  the  rest." 

But  even  the  elitist  Madison  might  be  surprised  at  just  how 
few  votes  count  in  electing  a  President  today.  Look  at  the 
current  campaign.  The  balkanization  of  America's  polity  into 
Red  and  Blue  states,  and  the  winner-take-all  Electoral  College 
mean  that  the  2.4  million  Democrats  in  Texas  and  a  combined 
8.5  million  Republicans  in  New  York  and  California  will  have 
no  political  representation.  All  the  electoral  votes  Texas  casts 
will  probably  go  to  President  Bush,  and  all  the  votes 
California  and  New  York  cast  will  probably  go  to  John  Kerry. 
The  result— dissenting  voices  go  unrepresented. 

Since  the  country  is  evenly  split  between  Red  and  Blue 
states,  Presidential  candidates  focus  more  of  their  time  and 
money  persuading  a  smaller  number  of  voters  in  a  shrinking 
number  of  competitive  swing  states  to  vote  for  them.  In  the 
'70s,  up  to  40  states  were  in  play  in  Presidential  years.  Today, 
it's  down  to  17  or  18.  A  BusinessWeek  analysis  shows  that 
Ohio,  Florida,  and  Missouri  will  have  clout  utterly 
disproportionate  to  their  population. 

Worse,  it  is  possible  that  either  candidate  could  triumph  in 
the  popular  vote  and  lose  in  the  Electoral  College.  A  Florida 
reprise  would  create  a  serious  crisis  of  legitimacy  in  America. 
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No  wonder  people  feel  alienated  from  the  political  system  to 
the  point  where  voter  participation  is  down  to  54.5%— 139th 
among  the  world's  172  democracies. 

There  is  an  obvious  solution:  one  person,  one  vote. 
Americans  indulge  the  Electoral  College  but  do  not  subscribe 
to  the  principles  behind  its  creation.  Madison  and  the 
Founding  Fathers  wanted  an  Electoral  College  to  temper 
majority  rule  and  to  preserve  the  power  of  small  agrarian  and 
slaving-owning  Southern  states.  Today,  Americans  are 
perfectly  capable  of  electing  their  own  President.  Direct 
popular  elections  or  proportional  voting  for  Electoral  College 
representatives  are  long  overdue. 

But  more  is  needed.  An  astonishing  98.2%  of  incumbents 
won  reelection  to  the  House  of  Representatives  in  2002. 
Thanks  to  gerrymandering,  there  is  less  competition  and 
more  polarization  than  ever.  Computers  allow  politicians  to 
sift  through  demographic  data  to  create  convoluted  election 
districts  that  divide,  conquer,  and  bury  opponents. 
Candidates  are  then  chosen  in  primaries  dominated  by  core 

left-wing  Democrats  or  right- 
TUp  VOt"P  wing  Republicans.  It  all  means 

less  competition  and  more 
polarization.  No  wonder  there 
are  so  few  moderates  left  in 
American  politics. 

Gerrymandering  is  an 
electoral  monster  killing  U.S. 
democracy.  Redistricting  should 
be  taken  out  of  the  hands  of 
DclV  2004  politicians  and  given  to 

J  nonpartisan  panels  that  draw 

^^^^^^^^^  reasonable  districts  and  give 

incumbents  no  special  edge. 
Iowa  has  done  this  since  1981  and  has  the  country's  most 
competitive  House  districts.  Low  turnout  may  be  fine  for  the 
pols  and  ideologues  who  dominate  the  process,  but  it  isn't  fine 
for  the  rest  of  the  nation.  Special  interests  support  incumbents, 
and  challengers  must  be  rich  to  have  a  chance  of  winning. 

De  Tocqueville,  chronicler  of  all  things  American,  was  never 
more  prescient  than  when  he  characterized  the  collision  of 
egos  and  beliefs  that  is  a  U.S.  election.  What  this  admirer  of  a 
young  nation's  vibrant  institutions  could  not  have  predicted, 
however,  was  that  one  day  the  delicate  machinery  of  the 
Founders'  design  would  break  down,  creating  a  serious 
destabilizing  condition.  Increasingly,  votes  don't  matter  in  the 
U.S.  Fewer  competitive  races,  increased  political  balkanization, 
more  big-money  politics,  and  the  absence  of  a  true  popular 
vote  for  the  President  are  making  a  mockery  of  America's 
democratic  ideals.  We  must  do  better. 
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The  last  bank  only 
understood  our  finances. 
This  one  also  understands 
our  business." 


iny  bank  can  focus  solely  on  finance.  But  we  go  much  further.  We  join  forces  with  you  to  under- 
tand  and  share  your  business  objectives.  By  continually  deepening  our  knowledge  of  the  sectors 
i  which  our  clients  operate,  we  gain  valuable  insights  into  their  industries. 

isight  that  gives  our  clients  a  genuine  edge.  From  identifying  opportunities  in  emerging  markets 
3  facilitating  innovative  joint  ventures.  Always  underpinned  by  a  professionalism  that  ensures 
fficiency.  So  whether  you're  a  pioneering  start-up  or  a  major  multinational,  our  knowledge  can 
telp  power  your  business. 


wvw.abnamro.com 


lis  announcement  appears  as  a  matter  of  record  only.  ABN  AMRO  Bank  N.V.  undertakes  US  securities  business 
the  name  of  its  indirect  wholly  owned  subsidiary,  ABN  AMRO  Incorporated,  an  SIPC,  NYSE  and  NASD  member. 
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HENDRICK'S* 

WON 

THE  GIN  CATEGORY". 
-  THE  WALL  STREET  JOURNAL 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 

"Mendrick  s 

^30/750ml 

MosT^V 
Flavorful) 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 

HENDRICK'S 

<t-     >2> 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 
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BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/tontent/04_25/online.htm 


What  Your  PC  Will 
Look  Like  Tomorrow 

Computer  development  has  been  a  steady,  plodding 
process,  but  a  coming  series  of  innovations  will 
transform  it.  Here's  what  to  expect,  from  sharper, 
thinner  displays  to  bigger,  faster  storage  devices 


Sun,  Sand— and  a  Summer  Rally? 

Investors  seem  to  be  rotating  out  of  defensive  sectors,  and 
technical  signs  look  positive.  Sam  Stovall  of  Standard  &  Poor's 
thinks  the  market  may  soon  be  heating  up 


Getting  from  Taipei  to 
Shanghai,  the  Long  Way 

It  takes  all  day  to  make  what  should  be  a 
short  journey  across  the  Taiwan  Strait.  Why? 
Despite  the  close  economic  ties,  politics 
insists  on  rerouting  reality 


The  G5:  Finally  Ready  for  Prime  Time 

Hurt  by  glitch-prone  machines  and  a  slump  in  advertising  and 
publishing— Apple's  key  users— sales  of  the  high-end  desktop  have 
been  disappointing.  As  these  businesses  turn  around,  faster  and 
better-built  models  are  ready  to  pick  up  the  slack 


Memo  to  the  Fed:  Hurt 
My  Fund,  Please 

In  a  Q&A  with  BWs  Christopher  Palmeri,  PIMCO's 
Bill  Gross  makes  an  unusual  call  for  higher  rates, 
and  soon.  Says  the  bonds  guru:  "It's  time  for 
Greenspan  to  call  a  cab  for  all  the  speculators" 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw50/ 


Tune  in  This  Weekend  for: 

I  News,  analysis,  and  commentary  from  the  experts  at  BusinessWeek 

Find  program  dates  and  times  in  your  area  at  www.  businessweektvxni 
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The  Iron/Tones    undercounter 
kitchen  sinks   Mix  shapes  and 

-olors 
Right  foot  -  Cobalt  Blue 
Left  hand  -  Roussillon     Red 


THE  BOLD  LOOK 

KOHLER 


BEWARE  OF  HARDWARE  TRAPS 

VERITAS  software  works  with  all  storage  hardware.  You  can  take  advantage  of  tumbling  disk  prices,  and  make  your  IT 
staff  more  productive.  That's  why  99%  of  the  FORTUNE  500®  rely  on  VERITAS.  Software  for  Utility  Computing,  veritas.com 


©  "Jimm  \  l  i;l  l  \s  Software  Corporation.  Ml  ri^lu-  reserved.  \  ERITAS  and  Ibe  \  I  HI  I  \n  Logo  are  Oademarks  or  logfatered  trademarks  ol  \  Mil  I  \s  Software  <  erporati— 
nr  ii»  affiliates  in  the  I  >.  and  oiIht  countries.  Other  name*  DM]  be  trademarks  of  their  respective  owners. 


"Presidential  memoir! 
they  say,  are  dull  and 
seli-serving.  I  hope 
mine  is  interesting  an 
self-serving." 


DITED  BY  IRA  SAGER 
INVESTIGATIONS 

rHEEU'S 
1ARD  LOOK 
NSIDE  INTEL 

DORMANT,  three-year-old 
uropean  Union  investiga- 
on  into  potential  anticom- 
etitive  practices  at  chip- 
laker  Intel  is  suddenly 
eating  up  again.  Business- 
Seek  has  learned  that,  over 
le  past  two  weeks,  regu- 
itors  sent  letters  of  inquiry 
)  three  dozen  PC  and  server 
lakers,  including  Dell, 
ewlett-Packard,  and  IBM. 
Regulators  are  trying  to 
Dnfirm  allegations  made  by 
val  Advanced  Micro  Devices 
VMD)  that  Intel  threatened 
C  makers  with  retaliation  if 
ley  supported  the  April, 
003,  launch  of  its  new  64- 
it  Opteron  server  chip  and 
le  follow-on  introduction  of 
s  64-bit  Athlon  64  desktop 
rocessor.  Both  launches 


featured  relatively  small 
players,  although  IBM,  Sun, 
and  HP  have  since  agreed  to 
use  AMD's  new  chips. 

EU  officials  note  that  the 
inquiry  doesn't  necessarily 
signal  it's  launching  a  case 
against  Intel.  "This  is  a  new 
fact-finding  phase,"  says  a 
spokeswoman. 

Intel,  which  says  if  s  co- 
operating with  the  investiga- 
tion, hasn't  received  any 
recent  inquiries  from 
regulators.  "We  believe  that 
our  business  practices  are 
both  fair  and  lawful,"  says 
spokesman  Chuck  Mulloy. 

AMD  declined  to  identify 
the  basis  of  its  complaints. 
Privately,  company  officials 
say  that  they  have  new 
information  supporting  their 
claims  and  have  passed  it  to 
regulators. 

AMD  has  alleged  that  the 
"Intel  Inside"  branding 
campaign  makes  it  more 
difficult  to  compete.  The  chip 
giant  gives  hundreds  of 
millions  of  marketing  dollars 
annually  to  PC  makers  such 
as  Dell,  Sony,  HP,  and 
Gateway.  The  money,  which  is 
determined  by  the  number  of 
notebook  and  desktop  PCs 
they  sell  with  the  Intel  Inside 
logo,  supports  their  ad 
campaigns.  (HP  sells 
machines  with  AMD 
processors  as  well.)  Intel 
chips  power  more  than  83% 
of  the  world's  PCs. 

The  investigation  could 
go  on  for  months,  and 
while  nothing  may  come 
of  it,  the  bitter  rivalry 
between  AMD  and  Intel  is 
sure  to  last  much  longer 
than  that.  -Cliff Edwards, 
with  Andy  Reinhardt 


OUTSOURCING 

Now  It's  Bombay 
Calling  the  US. 

WESTERN  COMPANIES  ARE  RUSHING  to  hire  Indian  outsourcers, 
but  now  if  s  the  Indians'  turn.  In  the  past  two  years,  a  dozen 
U.S.  call  centers  and  tech-services  companies  have  been 
snapped  up  by  Indian  outsourcers  looking  to  boost  their 
industry  expertise  and  customer  bases.  In  March.  Indecomm 
Global  Services,  a  health-care  outsourcer  in  Bangalore,  paid 
$5  million  for  San  Francisco's  Simpata  Group,  which  manages 
human-resources  software  for  Blue  Cross/Blue  Shield  insurers. 

U.S.  call  centers  are  cheap.  They  can't  match  the  costs  of  the 
Indians,  so  they  can  be  had  for  less  than  half  of  sales,  compared 
with  1.5  to  2.5  times  for  Indian  outfits.  Bombay's  Essar  Group 
and  Deutsche  Bank  invested  $28  million  and  received  warrants 
to  buy  80%  of  Texas  call-center  operator  Aegis  Communications 
Group,  which  last  year  generated  sales  of  $140  million. 

Will  the  Indians  simply  shift  operations  overseas?  Aegis'  new 
owners  say  they  won't  cut  U.S.  jobs,  but  they  plan  to  relocate 
back-office  functions  such  as  human  resources  and  accounting 
to  India.  And  Bombay's  Godrej  Group  has  added  100  U.S.  work- 
ers to  Upstream,  a  call  center  it  bought  in  November.  If  all  India's 
buyouts  work  out  so  well,  it  might  calm  the  uproar  over  those 
jobs  moving  to  Bangalore.  -Manjeet  Kripalani 
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PRECIOUS  FLUIDS 

GUZZLERS! 
WE'VE  GOT 
GUZZLERS 

SKYROCKETING  gasoline  prices 
are  pushing  some  consumers 
to  dump  their  big  gas- 
guzzling  sport-utility  vehicles. 
Auto  retail  Web  site  Cars.com 
says  it  noticed  a  10%  increase 
in  the  number  of  used  SUVs 
for  sale  in  May.  In  fact,  SUV 


owners  have  been  selling  their 
vehicles  on  the  site  at  an 
increasing  rate  since  January, 
says  Chris  Long  ofCars.com. 
Another  car-selling  Web  site, 
Autobytel.com,  says  that  since 

HOME  TRUTH 

LESS  HEAT 
ON  U.S. 
INSURERS 

HOMEOWNERS  INSURANCE  in 

2004  will  see  its  smallest 
jump  in  five  years,  just  2.8%, 
to  an  average  $608,  projects 
the  Insurance  Information 
Institute.  That's  down  from 
last  year's  74%  increase. 
One  big  factor:  A  May 
study  found  that  "toxic" 
mold,  which  led  to  total 
payouts  of  $3  billion  in  2002, 
is  less  of  a  health  risk  than 
had  been  thought.  And  46 
states  have  ruled  insurers  are 
not  liable  for  mold  claims. 
Also,  fears  that  inspired 
homeowners  to  buy  terrorism 
riders  have  subsided.  Insurers 
and  homeowners  can  breathe 
a  sigh  of  relief.    -Jessi  Hempel 


January  it  has  seen  a  20% 
drop  in  consumers  looking  to 
buy  large  SUVs. 

One  of  the  most  heated 
debates  raging  in  Detroit 
these  days  is  whether  rising 
gas  prices  are  scaring  con- 
sumers away  from  big  SUVs. 
Even  though  prices  at  the 
pump  have  soared  on  average 
12(|;  per  gallon  over  the  past 
month,  to  $2.03,  carmakers 
insist  sales  are  healthy. 
General  Motors  points  out  that 
sales  of  its  largest  SUVs,  like 
the  Chevy  Suburban, 
were  up  8.5%  in  May. 
Still,  there  are  other 
signs  that  gas  prices  are  a 
concern:  Incentives  on 
new  SUVs  are  rising. 
Edmunds.com,  which 
tracks  incentives,  says  the 
average  discount  on  large 
*""    SUVs  in  April  was  19%, 
compared  with  13%  for  more- 
efficient  compact  SUVs.  There 
is  some  good  news  for 
carmakers:  Luxury  SUVs  were 
discounted  only  6.5%  in  April. 
-David  Welch 


TAKE-OUT  NATION 

CEREAL  TO  GO?  That's  the  idea  behind  a  new 
food  outlet,  Cereality,  where  for  about  $3, 
customers  can  get  a  32-oz.  bowl  of  any 
combination  of  cereals  with  toppings  and  milk. : 
Cereal  makers  are  stoked,  as  they've  tried  for 
years  to  market  beyond  the  breakfast  table  and 
are  currently  battling  the  low-carb  buzzsaw. 
Quaker  has  invested  an  undisclosed  amount  in 
Cereality,  and  General  Mills  and  Kellogg  have 
offered  business  advice.  The  pilot  store-at 
Arizona  State  University  in  Tempe-has  yielded 
some  surprises,  such  as  a  strongyearning 
among  collegians  for  Cinnamon lioast  Crunch. 
Also,  old-fashioned  Life  is  the  top  seller.  Maybe 
Mikey  can  do  the  commercials?    -Brian  Hindo 
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SUPPLY  CHAINS.  SYNCHRONIZED. 


IPS  can  help  you  shorten  your 
upply  chain.  For  a  technical 
xplanation,  see  figures  A.  and  B 
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At  UPS  Supply  Chain  Solutions, 
we  have  the  full  range  of  expertise 
to  help  you  turn  your  supply  chain 
into  a  strategic  asset. 

Supply  Chain  Design  and 
Planning 

We'll  help  you  take  a  critical 
look  at  your  current  supply  chain. 
Then  work  with  you  to  design  a 
more  effective  model.  One  that 
makes  better  use  of  your 
resources,  and  ultimately  gets 
your  inventory  to  market  faster. 

Logistics  and  Distribution 
Services 

We  can  help  improve  your 
global  distribution  process  by 
finding  better  ways  to  handle 
materials  sourcing,  order  fulfill- 
ment, and  even  final  delivery 
compliance.  We'll  also  make 
sure  your  reverse  logistics  are 
working  just  as  efficiently. 

Transportation  and  Freight 

Whether  you're  shipping  ocean, 
air,  road  or  rail,  our  network 
can  handle  it  all.  We  combine 
freight  services  with  customs 
brokerage  and  warehousing. 
And  we  have  the  technology  to 
give  you  visibility  of  your  goods 
all  along  the  way. 

International  Trade 
Management 

UPS  has  been  helping 
customers  trade  internationally 
for  over  70  years,  with  customs 
brokerage  services  that  span 
the  world.  All  of  which  means 
faster  customs  clearance,  fewer 
cargo  delays,  and  reduced  non- 
compliance fees. 


UPS-SCS.com   1-866-822-5336 
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DON'T  GIVE 
ME  THE 
SIMPLE  LIFE 

Larry  Bossidy  is  that  rare 
thing:  a  former  top  exec  who 
has  made  a  seamless 
transition  into  a  new 
profession.  On  June  4,  the  ex- 
CEO  of  Honeywell  and  Allied- 
Signal  schmoozed  with  book- 
sellers at  BookExpo,  the 
industry's  huge  trade  show, 
promoting  the  October  debut 
of  Confronting  Reality:  Master 
the  New  Model  for  Success. 
This  is  his  second  book 
written  with  management 
consultant  Ram  Charan.  The 
first,  the  popular  Execution: 
The  Discipline  of  Getting 
Things  Done,  has  sold 
600,000  copies  in  the  U.S., 
his  publisher  says. 

The  new  volume  is  not  a 
sequel.  Bossidy,  69,  says  it 
focuses  on  determining  if 
your  business  model  needs 
radical  reinvention  or  minor 
tweaks.  Adds  Bossidy,  who 
serves  on  three  boards  and 
finds  a  little  time  for  hitting 
golf  balls:  "There  are  a  lot  of 
businesses  that,  with  their 
current  strategy,  can't  go  on 
existing."  He  cites  Wal-Mart's 
rivals  in  the  food  business  as 
facing  big  challenges.  As  he 
sees  it,  the  storm  clouds  roll 
in  with  surprising  speed. 

-Hardy  Green 
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HIGH  TECH 

SOME  REALLY 

WIZARD 

GIZMOS 

BRAVED  THE  LINES  to  see  Harry 
Potter  and  the  Prisoner  of 
Azkaban  yet?  The  popular 
series'  third  film,  which 
opened  on  June  4,  delivers  as 
many  magical  gizmos  as  ever. 
But  it  may  surprise  you  to 
learn  that  Harry's  world, 
where  flying  cars  and  invisi- 
bility cloaks  are  the  norm, 
isn't  that  far  from  our  own. 
Need  an  invisibility  cloak 
to  escape  from  work?  Scien- 
tists at  the  University  of  Tokyo 
have  invented  an  ingenious 
camouflage  material  that 
makes  the  wearer  seem 
transparent  by  displaying  the 
scene  behind  the  wearer  on 
the  front  of  the  material.  A 
camera  records  the  image, 
then  sends  it  in  real  time  to  a 
projector  that  displays  the 
image  on  the  front.  Although 
it  works  from  only  one  side, 
the  invention  could  help 
pilots  see  through  the 
bottom  of  their  planes  to 


SILICON  CULTURE 

WHACKING 
AWAY  AT 
HACKERS 

IS  CYBERSPACE  ANY  SAFER? 

For  the  third  year  in  a  row, 
attacks  on  computer 
networks  have  fallen.  On 
June  10,  the  annual  study  of 
corporate  security 
trends  by  the  FBI 
and  the  Computer 
Security  Institute 
found  that  53%  of 
494  companies 
surveyed  had 
unauthorized  use 
of  their  systems  £%&& 
in  the  past  12     ^      m 


help  improve  landings. 

More  Potter-type  tech- 
nology is  on  the  way.  Making 
its  film  debut  in  the  movie  is 
Harry's  Marauder's  Map,  a 
magical  parchment  that 
shows  him  where  people  are 
in  his  school.  Polymer  vision,  a 
unit  of  Royal  Philips  Electronics, 
is  perfecting  a  screen  that  can 
receive  up-to-the-minute 
locational  info  and  be  rolled 
up  to  fit  in  your  pocket. 

Even  Potter's  frying  car  has 
a  rival— sort  of.  The  M400 
Skycar  from  Moller  Internat- 
ional in  Davis,  Calif.,  can 
travel  on  roads  at  35  miles 


months.  That's  down  from 
nearly  60%  last  year,  and  the 
lowest  since  1999.  Likewise, 
losses  from  attacks  were  $142 
million,  way  below  last  year's 
$202  million. 

Why  the  drop?  No  one  can 
say  for  certain.  But  Lawrence 
Gordon,  a  professor  at  the 
University  of  Maryland's  Smith 
School  of  Business,  says 
companies  spend  more 

wisely  on  security 
than  they  have  in 
the  past.  "A  lot  of 
organizations  are 
becoming  sawier 
about  security,"  he 
says.  Maybe  the 
good  guys  are 
?V  winning. 
||p      -Jim  Kerstetter 


INVISIBILITY 

What's 
behind  you 
is  projected 
in  front 


per  hour,  but  its  real  purpo> 
is  to  take  off  vertically  from 
small  spaces  like  parking  lc 
then  cruise  the  skies  at  350 
mph.  The  company  is  hopii 
for  approval  from  the  Fedei 
Aviation  Administration. 

Books,  of  course,  are 
cheaper  than  frying  cars- 
even  in  Harry's  world,  whe: 
pictures  have  a  way  of  talki 
and  moving.  New  Zealand 
researchers  have  found  a  w 
to  put  3-D  images  into  booi 
that  talk  and  move.  The 
name?  Magic  Book.  Should 
be  required  reading  at 
Hogwarts.      -Rachel  Tiph 


THE  STAT 


The  percentage  of 
senior  executives 
who  believe  the 
situation  in  Iraq  will 
have  a  greater 
impactthan  the 
economy  on  the 
Presidential  election 


Data:  i  Timbers  sirvey  of  131 

^s  May  13-20 
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YOUR  OWN  105.6-CUBIC-F00T  RESORT. 
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A  V  ALU  N.  Spacious,  well-appointed  accommodations.  Breathtaking  views.  Luxurious  amenities.  Just  don't  try  and  order  room  service. 
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Housing  is  the  largest 
single  cost  item  for 
working  families,  and  the 
cost . . .  continues  to  rise 
faster  than  their  incomes." 


-Robert  J.  Reid 
Washington 


WHAT  CAN  BE  DONE 
FOR  THE  WORKING  POOR 

JUST  LAST  WEEK,  I  told  my  husband  I 
was  disappointed  with  the  lack  of  press 
coverage  of  the  working  poor  in  America. 
It's  not  a  pleasant  story  to  tell,  and  there- 
fore I  appreciate  BusinessWeek 's  candid 
addressing  of  the  issue  ("Working . . .  and 
poor,"  Cover  Story,  May  31).  I've  been 
aware  of  the  problem  since  I  started 
working  at  my  church's  food  pantry  a 
year  and  a  half  ago.  With  a  congregation 
of  500,  the  church  serves  50  to  60  families 
a  week.  The  recipients  are  regular  people 
who  work  hard  and  play  by  the  rules  but 
just  can't  make  ends  meet.  The  working 
poor  are  a  silent  but  significant  group. 
Thanks  for  making  their  voice  heard. 

-Jen  Putins 
Romeoville,  III. 

AS  A  MEMBER  of  the  working  poor  my- 
self, I  have  some  advice:  If  you  want  to 
improve  your  standard  of  living,  don't  ex- 
pect your  job  to  change.  Instead,  change 
your  job!  Go  back  to  school,  and  earn 
marketable  skills.  As  a  $200-a-week  part- 
time  supermarket  cashier,  I  took  one  look 
at  the  $l,600-a-week  paycheck  our  retail 
pharmacists  were  making  and  said  to  my- 


self: "I  am  getting  the  hell  out  of  here  and 
going  to  pharmacy  school!" 

The  good  news  is  that  my  employer.] 
Publix  Super  Markets  Inc.,  pays  tuition! 
reimbursement  for  my  pre-pharmac)i 
courses  at  our  local  community  college] 
It  also  offers  $1,500  a  year  in  tuition  as- 
sistance for  the  doctor  of  pharmacy  proi 
gram  itself  and  a  chance  for  high-wage 
employment  when  I  graduate.  As  long  as 
I  continue  to  work  20  hours  a  week,  they 
will  pay  my  health  insurance  and  con- 
tribute to  my  401(k)  and  retirement 
stock  accounts. 

-Karen  M.  Lini 
Dunedin,  Fla 

YOUR  ARTICLE  WAS  very  good  but  lef 
out  one  important  element:  housing 
More  than  10  million  families  are  paying 
in  excess  of  50%  of  their  incomes  fo 
housing.  Housing  is  the  largest  single 
cost  item  for  working  families,  and  th«. 
cost  of  housing  available  to  them  contin 
ues  to  rise  faster  than  their  incomes. 

Due  to  NIMBYism  (Not  in  My  Bacl 
Yard),  exclusionary  zoning  practices,  anc 
outdated  building  codes,  there  is  little  in 
centive  to  provide  affordable  housing. 

I  would  strongly  urge  the  authors  tc 
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ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 


Ariba  Impacts: 
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and  more... 
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add  affordable  housing  to  their  "what 
can  be  done"  list. 

-Robert  J.  Reid 

President  and  CEO 

Center  for  Housing  Policy 

Washington 

"WORKING . . .  AND  POOR"  makes  sweep- 
ing generalizations  about  Wal-Mart 
Stores'  effect  on  jobs.  Our  wages  compare 
favorably  with  union  and  nonunion  re- 
tailers. We  also  offer  a  401(k)  plan,  profit 
sharing,  store  discount  cards,  perform- 
ance-based bonuses,  and  company-paid 
life  insurance.  More  than  half  of  our  as- 
sociates own  stock  through  our  discount- 
ed-purchase  program. 

More  than  90%  of  our  associates  have 
medical  coverage;  approximately  half  of 
these  are  covered  by  the  Wal-Mart  plan. 
Since  more  than  two-thirds  of  our  associ- 
ates are  college  students,  senior  citizens, 
or  second-income  providers  in  their  fam- 
ilies, an  additional  40%  already  have  cov- 
erage from  another  source. 

"The  Wal-Mart  effect"  you  reference 
also  included  promoting  9,000  hourly  as- 
sociates into  salaried  management  posi- 
tions every  year,  and  most  of  these  jobs  do 
not  require  a  college  degree.  Two-thirds 
of  our  managers  started  this  way. 

-Mona  Williams 

Vice-President  for  Communications 

Wal-Mart  Stores  Inc. 

Bentonville,  Ark. 

YOU  ATTRIBUTE  lack  of  education  and 
opportunity  as  the  major  factors  that  hold 
people  back  from  entering  the  middle 
class.  I  would  like  to  know  how  you  can 
explain  the  many  success  stories  of  first- 
generation  immigrants  from  all  over  the 
world  who  come  to  this  land  with  nothing 
but  the  shirts  on  their  backs.  Countless 
first-generation  immigrants  who  do  not 
speak  a  word  of  English,  many  without 
the  support  of  friends  and  relatives, 
transform  themselves  into  business  own- 
ers and  top  professionals. 

Success  requires  hard  work  and  perse- 
verance, not  largesse  from  taxpayers. 

-Johnny  W  Ng 
Long  Beach,  Calif. 

TWENTY-SIX  YEARS  AGO,  as  a  newlywed 
college  graduate,  I  supported  my  hus- 
band—barely—through graduate  school 
on  a  lab  technician's  salary  that  was 
slightly  above  minimum  wage.  My  pay 
just  covered  rent,  utilities,  my  own  HMO 
costs,  groceries,  car  insurance,  and  gas.  If 
we  had  to  repeat  this  strategy  today,  we 
couldn't  make  it.  Until  our  country  focus- 
es attention  and  resources  on  affordable 


CORRECTIONS  &  CLARIFICATIONS 

Because  of  an  editing  error,  "The  other  U.S. 
military"  (Defense,  May  31)  erroneously 
described  one  of  the  civilians  cited  in  a 
military  report  on  conditions  atAbu  Ghraib 
prison  in  Iraq  as  an  "interrogator-for-hire" 
employed  by  Titan  Corp.  Titan  says  the 
person  in  question,  whom  the  report  by 
Major  General  Antonio  M.  Taguba  listed  as 
"a  civilian  interpreter"  but  identified  as  an 
employee  of  CACI  International  Inc.,  in  fact 
worked  for  a  Titan  subcontractor.  Titan 
maintains  that  the  only  service  it  provides 
in  Iraq  is  translating  or  transcribing. 

"Can  Nokia  get  the  wow  back?"  (Interna- 
tional Business,  May  31),  incorrectly 
identified  an  analyst  at  Dresdner  Kleinwort 
Wasserstein  in  London.  His  name  is  Per 
Lindberg. 


housing  and  health  care,  the  plight  of  the 
Katrina  Gills,  Joseph  Schiraldis,  and 
Columbus  Harrises  will  only  multiply. 

-Jennifer  Grant  Prileson 
Tucson 

WOULD  IT  NOT  be  a  better  idea  to  make 
the  Earned  Income  Tax  Credit  more  gen- 
erous than  to  raise  the  minimum  wage? 
Increasing  the  latter  could  send  addition- 
al jobs  overseas,  would  put  upward  pres- 
sure on  the  consumer  price  index,  and 
might  cause  some  small  business  owners 
to  offer  less  employment,  possibly  by 
working  harder  themselves  or  pressing 
other  family  members  to  help  out  more. 
-Jetson  E.  Lincoln 
Montclair,  NJ. 

THE  MINIMUM  WAGE  needs  to  be  raised 
so  the  poor  can  have  health  care.  Howev- 
er, this  needs  to  be  done  carefully  so  that 
the  extra  "raise"  is  invested  properly.  The 
30%  correction  for  inflation  since  1968 
would  amount  to  about  $1.55  per  hour. 
This  increase,  or  a  somewhat  larger  one, 
would  not  be  paid  directly  to  workers.  In- 
stead, employers  would  remit  directly 
into  a  single,  government-controlled 
fund  to  provide  health  insurance,  essen- 
tially eliminating  the  "emergency  room" 
approach  currently  used  by  the  poor. 

-Bruno  Morosin 
Albuquerque 

IT  WAS  INTERESTING  to  compare  the  lot 
of  poorer  workers  in  the  U.S.  and  Britain: 
The  British  minimum  wage  is  $8.10,  ris- 
ing to  $8.80  this  October  (vs.  $5.15  in 
U.S.).  All  workers  receive  paid  overtime  at 
premium  rates.  All  workers  receive  a  min- 


imum of  20  days  paid  vacation— typical;  j 
closer  to  30  days.  All  workers  must  by  la  1 1 
receive  up  to  28  weeks  paid  sick  leave- ,' 
the  minimum  sick  pay  by  law  is  $25  p<  i' 
day,  but  typically  it  is  much  higher.  Af, 
workers  (and  their  families)  are  entitle  i 
to  free  health  care— even  if  the  system  • 
not  perfect!  All  children  3  to  5  recei\|( 
over  $2,000  per  year  in  child-care  vouct 
ers  (good  for  five  half-days  per  week 
Thus  we  go  some  way  to  alleviate  many  < 
the  problems  described  in  your  article. 
-Keith  Appleyard,  CE 
Fiveways  Playgroih 
Brighton,  Englar.u 

THE  COVER  featured  the  line,  "One  i 
four  workers  earns  $18,800  a  year  c 

less What  can  be  done?"  Simple:  T» 

executives'  pay  to  a  multiple  of  the  salaj  ij 
of  the  lowest-paid  worker  in  the  company, 

-Israeljacoi 
New  Yorl( 
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"Citrix  gives  us  an  extremely 
secure,  highly  efficient  access 
infrastructure  for  the  5,000 
employees — including  1,000 
mobile  users — at  our  head 
quarters  and  branch  offices. 
The  technology  has  really 
changed  the  way  the  company 
works — for  the  better." 


Noriaki  Shimazaki,  Member  of  the  Board 
Senior  Managing  Executive  Officer 
Sumitomo  Corporation 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

At  Sumitomo  Corporation,  security  is  top  priority. 
So  when  this  member  of  Japan's  elite  integrated 
trading  companies  needed  an  IT  infrastructure  that 
would  give  its  employees  secure  access  to  critical 
applications  and  information  on-demand,  they 
chose  Citrix.  Perhaps  Sumitomo  knew  that  99%  of 
the  Fortune  500  uses  Citrix®  software  to  deploy 
applications  centrally  for  secure,  easy,  and  instant 
access  to  business-critical  information — anywhere, 
anytime,  from  any  device.  We  call  it  the  on-demand 
enterprise.  And  it's  helping  more  than  120,000  of 
our  customers  save  money  and  reduce  IT  complexity. 
To  learn  what  we  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


Who's  the  Real  Mr.  Chips? 


WILLIAM  BRADFORD  SHOCKLEY  put  the 

silicon  in  Silicon  Valley.  He  led  the  team  at 
Bell  Telephone  Laboratories  in  Murray 
Hill,  N.J.,  that  came  up  with  the  first 
working  transistor  in  1947  But  when  the 
group  disbanded  in  the  1950s  in  a  colossal 
clash  of  egos,  Shockley  decamped  New 
Jersey  for  Mountain  View,  Calif.,  to  com- 
mercialize the  discovery,  setting  up  Shockley  Semiconductor 
Laboratories— the  startup  that  spawned  the  chip  industry. 

Ironically,  Shockley  wasn't  present  at  the  birth  of  the  tran- 
sistor—his name  isn't  on  the  original  patent— and  his  startup 
never  produced  a  commercial  device.  But  it  was  Shockley  who 
figured  out  that  solid-state  physics  held  the  answer  to  the 
reliability  problems  plaguing  the  electronics  industry,  which  at 
the  time  relied  on  fragile  glass  vacuum  tubes.  This  was  one  of 
the  seminal  developments  of  the  century. 

At  Bell  Labs,  Shockley  put  together  a  team  that  included 
the  brilliant  theorist  John  Bardeen  and  Walter  H.  Brattain, 
who  designed  and  conducted  the  experiments.  Shockley, 
busy  with  his  own  investigations,  merely  set  the  direction 
for  the  project  and  occasionally  contributed  suggestions. 


The  breakthrough  came  in  December,  1947,  when  Brattain 
was  able  to  coax  a  sliver  of  germanium  to  amplify  an  electrical  I 
signal.  (Transistors  made  from  silicon,  which  is  more  difficult 
to  purify,  followed  in  1954.)  Shockley,  whose  own  earlier 
efforts  to  design  a  working  transistor  had  failed,  was  envious 
of  his  colleagues'  success.  Within  weeks,  he  designed  a 
version  that  was  more  robust  and  easier  to  manufacture.  The 
three  would  share  the  1956  Nobel  prize  for  physics. 

Shockley  increasingly  isolated  Bardeen  and  Brattain  from 
the  most  advanced  research.  Refusing  to  work  for  Shockley, 
Brattain  demanded  a  transfer  elsewhere  in  Bell  Labs.  Bardeen 
simply  left,  moving  to  the  University  of  Illinois  in  1951.  There, 
he  and  two  students  came  up  with  an  explanation  for 
superconductivity,  the  absence  of  electrical  resistance  in 

extremely  cold  metals.  The  work 
earned  a  Nobel  prize  in  1972. 
He's  the  only  person  to  have 
won  two  Nobels  in  physics. 
Shockley  left  Bell  Labs  in 
1955,  returning  to  his  boyhood 
home  in  California  to  start  a 
company  to  manufacture  silicon 
cLtlCL  TO  transistors.  He  proved  such  an 

abrasive  manager  that  eight  of 
his  brightest  researchers  left  in 
1957  to  form  Fairchild  Semicon- 
ductor, the  mother  company  for 
scores  of  spin-offs  in  the  area. 

In  1963,  his  company  in  tatters, 
Shockley  became  an  engineering 
professor  at  Stanford  University. 
Almost  immediately,  he  was  embroiled 
in  controversy  over  his  beliefs  that 
blacks  were  inferior  to  Caucasians. 
His  scientific  achievements  now 
undercut  by  his  rants  on  the  need  for 
selective  breeding,  Shockley  retreated 
to  his  home  on  the  Stanford  campus. 
He  died  of  cancer  in  1989— two  years 
after  Brattain.  Bardeen  died  in  1991.  By 
then,  though,  their  legacy  had  been 
established:  The  transistor  ushered  in 
the  Information  Age.  And  Shockley, 
unwittingly,  created  the  phenomenon 
known  as  Silicon  Valley.  ■ 

-By  Larry  Armstrong 


The  work  of 
three  scientists 
gave  birth  to 
transistors— 

to 
Silicon  Valley 
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Franco  Sarto's  footwear  designs  stop  women  in  their  tracks,  while 

CIT  financing  solutions  help  the  company  keep  making  one  great  stride  after 

another.  Care  to  try  us  on  for  size?  Visit  CIT.com.  We  see  what  you  see! 
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Heeding  the  Herd  Instinct 

THE  WISDOM  OF  CROWDS  Why  the  Many  Are  Smarter  than  the  Few  and  How 
Collective  Wisdom  Shapes  Business,  Economies,  Societies,  and  Nations 

By  James  Surowiecki;  Doubleday;  296pp;  $24.95 


Crowd  behavior  is  usually  considered  an 
ugly  phenomenon.  Think  lynchings, 
riots,  Nazism,  China's  cultural  revolution 
—or  even  financial  bubbles  and  panics. 
Unreason  and  prejudice  seem  to  rule. 
Chances  are  most  people  would  agree 
with  the  Frenchman  Gustave  Le  Bon, 
who  wrote  in  1895:  "In  crowds,  it  is 

stupidity  and  not  mother-wit  that  is  accumulated." 

Financial  journalist  James  Surowiecki  begs  to  differ.  In  The 
Wisdom  of  Crowds,  the  New  Yorker  staff  writer  provocatively 
argues  that,  in  many  circumstances,  the  group  collectively 
reaches  better  decisions— and  solves  problems 
more  efficiendy— than  the  smartest  man  or 
woman  alone.  In  this,  the  author  is  supported  by 
social  scientists  who  salute  "decentralized  self- 
organizing  systems,"  such  as  Adam  Smith's 
invisible  hand.  Crowd  wisdom  can  be  seen  in  the 
superiority  of  American  market  capitalism  over 
Soviet  central  planning.  Surowiecki  provides 
numerous  examples  of  how  the  many  are  often 
smarter  than  the  few,  and  he  explores  the 
implications  of  the  phenomenon.  He  discusses 
when  tapping  into  the  crowd  pays  off  big  and 
why  the  group  can  go  wrong.  He  makes  a  stronj 
case  that  society  should  take  advantage  of  crow 
insights  rather  than  depending  on  experts.  In 
essence,  he  suggests,  Le  Bon  got  it  backwards. 

The  capital  markets  provide  the  classic  example  of 
Surowiecki's  thesis:  Even  if  they  are  sometimes  prone  to 
bouts  of  enthusiasm  or  depression,  they're  an  amazing  social 
and  economic  institution  for  communicating  all  kinds  of  data 
and  knowledge  through  price  changes.  The  more  pervasive 
the  financial  markets,  the  more  investors  will  find  and  fund 
profitable  ideas  and,  at  the  same  time,  flee  from  failed 
management  strategies.  Sound  collective  judgment  shows  up 
elsewhere  in  the  economy,  too.  Linux,  the  open-source 
operating  system  created  by  Finnish  programmer  Linus 
Torvalds  in  1991  but  effectively  owned  by  no  one,  is  now  the 
major  rival  to  Microsoft  Corp.'s  Windows.  Independent 
computer  programmers  from  around  the  world  contribute  to 
improving  the  operating  system,  and  solving  the  problems 
that  intrigue  them,  although  Torvalds  and  his  peers  keep  a 
tight  rein  on  what  changes  are  acceptable. 

The  collective  beats  the  individual  expert  in  smaller  groups, 
too.  Surowiecki  offers  a  number  of  examples,  including  the 
fascinating  case  of  the  May,  1968,  disappearance  of  the 
submarine  USS  Scorpion  on  its  way  to  Newport  News,  Va. 
The  U.S.  Navy  had  a  general  idea  where  the  sub  sank,  but  it 
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was  an  area  20  miles  wide  and  many  thousands  of  feet  deep 
Naval  officer  John  Craven  hit  upon  a  solution.  He  gathered ; 
group  of  diverse  experts  and  asked  for  their  best  guesses  on 
why  the  sub  ran  into  trouble,  its  speed  as  it  fell  to  the  ocean 
floor,  the  slant  of  its  descent,  and  so  on.  Craven  took  all  the 
speculations,  ran  them  through  a  sophisticated  mathematic; 
formula,  and  ended  up  with  the  team's  overall  guesstimate. 
The  Navy  found  the  ship  220  yards  from  where  Craven's 
group  had  predicted  it  would  be,  yet  not  one  individual  had 
picked  that  spot.  "The  final  estimate  was  a  genuinely 
collective  judgment  that  the  group  as  a  whole  had  made," 
says  Surowiecki.  "It  was  also  a  genuinely  brilliant  judgment 
Of  course,  the  crowd  can  go  spectacularly  wrong,  as  some 
of  the  best  parts  of  this  book  reveal.  For  instance,  the  stock 
market  works  well  most  of  the  time.  It  is  a  decentralized  mix 
of  enthusiasm  and  skepticism,  longs  and  shorts— a  global 
conflict  of  opinion  and  judgment  that  keeps 
prices  within  a  reasonable  approximation  of 
value.  Yet  speculation  at  times  spirals  out  of 
control,  and  the  market  becomes  a  single- 
minded  mob.  Witness  the  latter  days  of  the 
1990s,  when  a  critical  mass  of  dazzled  investors 
began  thinking  that  a  price-earnings  ratio  of  10< 
was  conservative  and  a  price-earnings  ratio  of 
infinity  alluring. 

Among  the  necessary  conditions  for  wise 
counsel  from  the  many  are  diversity  and 
independence,  as  well  as  mechanisms  for 
aggregating  and  producing  collective  judgment. 
Certain  "decision  markets"  fit  that  bill,  including 
the  Iowa  Electronic  Market  for  betting  on 
election  results,  which  has 
proved  superior  to  polling,  and 
the  Hollywood  Stock  Exchange 
for  popular  wagering  on  box- 
office  returns,  which  beats  othei 
Tinseltown  forecasting  tools.  So 
Surowiecki  wonders,  why  do 
companies  rely  so  much  on  the 
judgment  of  one  person— 

namely  the  CEO?  Despite 

^^^^^^^^™  genuflections  to 

decentralization,  most  fail  to  tap 
the  insights  of  their  employees,  suppliers,  and  others  by  using 
well- designed  decision  markets  for  everything  from 
forecasting  demand  to  deciding  which  products  to  create. 
One  reason:  Such  an  approach  might  limit  CEOs'  ability  to 
justify  their  gargantuan  compensation  packages. 

Surowiecki  isn't  an  ideologue,  doesn't  shy  from  evidence 
that  counters  his  theory— and  isn't  always  persuasive.  Still,  he 
musters  ample  proof  that  the  payoff  from  heeding  collective 
intelligence  is  greater  than  many  of  us  imagine.  ■ 

-By  Christopher  Farrell 
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The  insights 
of  a  group  are 
often  superior 
to  a  CEO's 
judgment 


Make  breakthrough  decisions. 
And  make  an  impact. 

Go  beyond  business  intelligence  with  SAS®,  the  one  software  that  delivers  accurate  information  to 
everyone.  So  you  can  drive  profits,  reduce  costs,  manage  risk  and  transform  the  way  you  do  business. 
Now  that  SAS*9  has  arrived,  you  can  take  advantage  of  our  proven  predictive  analytics  through  a  single, 
scalable  platform  that  spans  the  enterprise.  And  interact  with  SAS  by  choosing  the  custom-tailored 
interface  that  fits  the  way  you  work.  Give  us  a  call  at  1  866  270  5739  for  a  free  demonstration  of  today's 
SAS.  Or  visit  our  Web  site  for  a  quick  interactive  tour. 

www.sas.com/breakthrough 


SAS9 


The  Power  to  Know, 


ssas 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries  ®  indicates  USA  registration. 
Other  brand  and  product  names  are  trademarks  of  their  respective  companies.  ©  2004  SAS  Institute  Inc.  All  rights  reserved.  276706US.0404 
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BY  STEPHEN  H.  WILDSTROM 


Desktops:  Get  the  Most 
Bang  for  Your  Buck 


Desktop  PCs  are  the  wallflowers  of  the  high-tech  world.  But  while  the 
sexier  laptops  get  all  the  attention,  a  desktop  may  actually  be  a  better 
choice  for  many  buyers.  They  offer  more  power  for  the  money  and,  perhaps 
more  important,  much  greater  flexibility,  especially  in  the  critical  choice  of 
a  monitor.  Here's  how  to  get  the  most  for  your  money. 


Desktop  PCs  have  truly  become 
commodities,  all  built  from  the  same  off-the- 
shelf  components.  This  means  that  choice  of 
brand  is  important  only  for  service  and 
support,  and— given  the  razor-thin  margins 
in  the  consumer  PC  business— it's  best  to 
keep  your  expectations  of  support  modest. 
Instead  of  the  brand,  your  focus  should  be  on 
features  and  price,  which  can  be  as  low  as 
$500  for  a  more-than-adequate  system 
without  a  monitor. 

The  key  components  of  a  PC  are  the 
processor,  memory,  the  graphics  system, 
disk  drives,  and  the  display.  For  most  people, 
the  processor  is  the  least  important 
consideration  because  anything  on  the 
market  will  suit  their  needs.  That  typically  means  an  Intel 
Pentium  4  or  Celeron  at  2.8  gigahertz  (the  Pentium  offers 
higher  performance)  or  an  AMD  Athlon  XP  3000+ .  Avoid 
paying  more  for  faster  chips,  unless  you  plan  on  heavy  photo 
or  video  editing  or  other  processor-intensive  work.  And  only 
dedicated  gamers  need  consider  the  top-of-the-line  Pentium 
4  Extreme  Edition  and  Athlon  64  fx. 

THE  CHEAPEST  WAY  to  boost  performance  is  with  memory. 
Most  systems  come  with  256  megabytes  of  random-access 
memory  (RAM),  but  doubling  that,  to  512  MB,  is  more  than 
worth  the  $50  or  so  that  it  will  cost.  Most  inexpensive  PCs  use 
what  is  called  integrated  graphics,  which  shares  your  main 
memory.  That's  perfectly  fine,  as  long  as  your  system  has 
adequate  RAM.  And  one  advantage  of  a  desktop  over  a  laptop 
is  that  if  you  need  higher  performance,  you  can  always  add  a 
separate  graphics  adapter  (about  $100  and  up). 

Most  desktops  come  with  at  least  a  40-gigabyte  hard  drive. 
Unless  you  are  planning  to  store  a  lot  of  photos,  video,  or 
music,  that  is  probably  more  than  enough.  But  adding  extra 
storage  is  cheap,  less  than  $1  per  gigabyte.  The  choice  of  a 
CD/DVD  drive  is  a  key  decision.  Most  low-priced  systems 
come  with  a  standard  read-only  drive  for  both  types  of  disks. 
Spending  $50  or  so  to  upgrade  to  a  drive  that  can  play  DVDs 
and  write  CDs  is  worthwhile,  and  if  you  want  to  play  with 


video,  $100  or  so  for  the  ability  to  write 
DVDs  is  a  good  addition. 

One  point  of  real  differentiation  for 
desktops  is  the  display,  and  there  are  many 
attractive  options  in  a  wide  price  range.  But 
think  about  whether  you  need  a  new 
monitor  at  all.  Displays  usually  last  longer 
than  PCs,  and  if  you  are  happy  with  the 
monitor  you  have,  you  can  stick  with  it  If 
you  are  buying  a  new  display,  a  flat  panel  is 
the  way  to  go.  I'll  address  that  in  detail  in 
my  next  column. 

There  are  two  areas  where  desktop 
buyers  could  use  more  choices.  The  first  is 
paid  support.  Most  manufacturers  offer 
extended  warranties,  but  what 
consumers  really  need  is 
t  premium  software  support  for 

both  Windows  and  applications. 
The  second  is  case  design— the 
box  itself.  The  only  case  available 
for  most  consumer  desktops  is  an 
ugly,  bulky  "minitower" 
T^PffotTTl  H  Tl  C*f*  designed  to  stand  on  the  floor.  PC 
pel  1U1 1 1  Lai  ICC  makers  offer  attractive  designs, 
■■^■^^™  some  not  much  bigger  than 

laptops,  to  corporate  customers, 
but  claim  there  is  little  demand  for  them  in  retail  markets.  So 
consumers  at  best  have  to  settle  for  a  case  like  Dell's 
Dimension  4600c  (photo),  which  is  about  half  the  size  of  the 
standard  system.  Unfortunately,  acquiring  these  small  cases 
often  require  buying  a  fairly  high-end  system. 

Laptops  get  all  the  attention,  but  desktops  still  account  for 
the  bulk  of  sales— for  a  good  reason:  They  offer  great  value 
and  lots  of  flexibility  in  the  choice  of  components— and  are  the 
best  choice  for  many  consumers.  ■ 

E-mail:  techandyou@businessweek.com 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


Adding 
memory  is 
a  cheap  way 
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YOUR  REPORTS  ARE 
THE  "I  WANT  ANSWERS 
AND  I  WANT 'EM  NOW" 
KIND. 


They  say  you  can't  get  the  reports  you  need. 

Now  you  can. 

With  Cognos  reporting  and  analysis  software. 

Get  timely,  customized  information. 

In  a  user-friendly  format  that  behaves  like  a  Web  page. 

Let  your  entire  team 

drill  down  to  answer  questions. 

Share  reports  in  real  time. 

And  make  better  decisions. 

This  is  the  beginning  of  corporate  performance  management. 


Copyright  ©  2004  Cognos  Incorporated.  All  rights  reserved. 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


Offshoring:  You 
Ain't  Seen  Nothin5  Yet 


Only  a  few  months  ago,  the  transfer  of  American  jobs  to  India,  China,  and 
elsewhere— frequently  called  offshoring— was  politically  white  hot.  Now  it 
is  dying  as  a  focus  of  the  Presidential  campaign.  The  headlines  from  Iraq 
have  crowded  out  most  other  news,  but  perhaps  more  fundamentally,  in 
the  past  three  months  a  strong  economy  has  created  nearly  1  million  jobs, 


heralding  the  end  of  a  jobless  recovery.  President  Bush  has 
proclaimed  economic  victory,  and  Senator  Kerry  has  backed 
away  from  his  focus  on  "Benedict  Arnold  CEOs."  We  should 
cheer  the  good  news,  of  course,  but  the  downgrading  of 
offshoring  as  a  national  issue  is  a  big  mistake. 

TRUE,  THE  NUMBER  of  workers  generally  associated  with 
offshoring— somewhere  between  1  million  and  2  million, 
according  to  most  projections— isn't  huge  compared  with  a 
U.S.  workforce  of  140  million.  However,  I  believe  the  recent 
news  obscures  the  longer-term  reality:  that  the  transfer  of 
jobs  abroad,  particularly  service  jobs,  will  gradually  accelerate 
for  generations  to  come.  The  U.S.  will  not  be  prepared  to  deal 
with  that  unless  more  deliberate  policies  are  put  in  place. 

Forrester  Research  Inc.,  the  most  widely  quoted  company 
on  offshoring  statistics,  estimates  that  3  million  to  5  million 
more  jobs  will  be  transferred  in  the  next  5  to  10  years.  But 
that  projection  and  others  like  it  may  vastly  underestimate  the 
future  challenge.  The  combination  of  rising  productivity 
made  possible  by  widespread  use  of  information  technology, 
plus  the  unrelenting  pressure  on  U.S.  companies  to  continue 
to  cut  labor  costs,  guarantees  that  more  work  will  be  done  in 
America  by  fewer  people.  In  addition,  from  China  to  the 
Czech  Republic,  there  is  virtually  an  unlimited  supply  of 
industrious  and  educated  labor  working  at  a  fraction  of  U.S. 
wages.  And  these  workers'  skills  will  be  enhanced  by  the 
expansion  abroad  of  the  research  operations  of  companies 
such  as  IBM  and  Intel  employing  local  talent. 

Moreover,  as  U.S.-based  employers  consider  the  cost  of 
adding  either  one  American  or,  say,  one  Indian  to  the  payroll, 
the  alternative  of  offshoring  will  put  downward  pressure  on 
middle-class  wages  throughout  the  U.S.  And  in  a  broadband 
world  that  allows  overseas  work  to  be  supervised  in  real  time, 
the  sheer  speed  at  which  large  swaths  of  the  service  sector  can 
be  moved  to  another  country  will  create  far  more  disruption 
for  workers  and  communities  than  we've  seen  so  far  in  the 
slower- movi  i  g  manufacturing  sector. 

For  all  these  reasons,  offshoring  is  the  canary  in  the  mine 
shaft,  signaling  wrenching  adjustments  for  the  American 
workforce.  What  is  needed  in  the  U.S.  is  a  broad  package  of 
policies  that  do  not  endeavor  to  preserve  today's  jobs 
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artificially  but  to  create  the  best  possible  environment  for  the 
jobs  of  the  future. 

As  workers  seek  new  employment,  they  need  the  following: 
affordable  health  insurance  that  they  can  take  from  job  to  job, 
pensions  that  are  equally  portable;  extended  unemployment 
benefits;  insurance  to  guarantee  rninimum  income  for  periods 
between  jobs;  and  tax  credits  or  loans  for  education  and 
training.  These  policies  aren't  luxuries.  They  are  a 
prerequisite  for  the  viability  of  a  robust  American  workforce. 

Second,  Washington  should  press  other  nations  to  open 
their  markets  faster  and  to  comply  scrupulously  with  trade 
rules.  It  should  also  push  them  to  rely  less  on  exporting  to  us 
than  on  generating  their  own  internal  growth,  thereby 

creating  many  new  American  jobs 
related  to  exports  of  sophisticated 
services,  from  medical  advice  to 
architectural  design.  And  the  U.S. 
should  get  behind  minimum 
international  labor  and 
environmental  standards  to  level 
the  global  playing  field. 

A  third  imperative  is  educating 
more  scientists  and  engineers  and 
establishing  an  immigration  policy 
that  allows  foreign  talent  to  work 
more  easily  in  the  U.S.  A  study 
released  in  May  by  the  National 
Science  Board  paints  a  picture  of  dwindling  American 
prowess  in  new  patents,  path-breaking  research,  and 
innovation.  Policies  to  reverse  these  trends,  starting  with  less 
reftrictive  visa  requirements  for  the  best  and  brightest  foreign 
students,  are  sorely  needed. 

Long  after  the  American  occupation  of  Iraq,  and  years  after 
the  current  upswing  in  the  business  cycle,  the  issues  raised  by 
offshoring  will  be  a  central  American  concern.  In  giving  them  | 
short  shrift,  both  George  Bush  and  John  Kerry  are  not  only 
letting  Americans  down  today  but  also  ensuring  bigger 
problems  down  the  road.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management, 
(jejfrey.garten  @yale.edu) 
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Profits  Will  Be  Under 
Pressure,  Not  Under  Water 

Rising  sales  will  help  offset  slower  productivity  gains  and  higher  costs 


U.S.  ECONOMY 


Given  the  news  of  sizzling  job  growth  for  three 
straight  months,  the  stock  market  welcomed  the  May  employment 
report  with  open  arms.  But  take  another  look.  Wages  and  other  costs 
are  accelerating  at  a  time  when  productivity  is  slowing  down,  and  the 
Federal  Reserve  is  ready  to  start  tightening  monetary  policy.  In  the 


past,  that  combination  has  been  a  surefire  recipe  for  a 
squeeze  on  profit  margins  and  slower  earnings  growth. 
Should  investors  show  more  concern  that  future  earnings 
will  fall  short  of  expectations? 

Relax.  Corporate  America  is  in  a  solid  position  to 
generate  profits  in  the  coming  year,  although  not  at  the 
same  spectacular  pace  of  recent  quarters.  Time  and 
again,  this  recovery  has  proved  itself  to  be  far  different 
from  those  in  the  past.  And  that  will  certainly  be  the  case 
for  earnings  in  coming  quarters.  True,  many  of  the  recent 
pluses  for  profits— rising  productivity,  easy  monetary 
policy,  and  falling  labor  costs— are  set  to  change 
direction.  But  none  of  the  reversals  will  be  so  sharp  as  to 
trigger  a  collapse  in  profits. 

FIRST,  TAKE  PRODUCTIVITY  GROWTH.  Output  per 
hour  worked  is  slowing,  but  it's  coming  down  from  a 
torrid  5.4%  pace  of  the  past  year,  which  matches  a  21-year 
high.  The  annual  rate  during  the  past  two  quarters  has 
averaged  3.1%,  and  based  on  normal  business- cycle 
patterns,  a  further  slowdown  is  likely.  However, 
productivity  won't  implode:  Competition  remains  fierce 
in  the  new  global  economy,  and  businesses  will  be  forced 
to  maintain  their  past  productivity  gains. 

The  1960s  offer  a  key  example,  since  that  period  of 
high  productivity  and  low  inflation  is  the  most 
comparable  to  the  current  economic  climate.  During  the 
first  10  quarters  of  the  recovery  from  the  1960-61 
recession,  productivity  grew  at  an  annual  rate  of  4.9%, 
compared  with  4.3%  in  the  current  recovery.  By  the  third 
year  of  that  upturn,  unit  labor  costs  were  still  under 
control,  even  while  job  growth  was  picking  up  strongly 
and  wages  were  growing  at  a  healthy  clip. 

A  similar  pattern  will  help  to  limit  the  cost  squeeze  on 
businesses  in  the  coming  year.  Unit  labor  costs  have 
already  begun  rising,  as  productivity  has  slowed  and  as 
workers'  pay  and  benefits  have  increased  at  an  annual 
rate  of  4.4%  during  the  past  two  quarters.  However, 
even  with  unit  costs  rising  at  an  annual  rate  of  1.2% 
over  the  same  period,  prices  are  growing  at  about  the 
same  pace,  and  that  has  allowed  profit  margins  to 
remain  about  stable. 

Moreover,  the  pickup  in  job  growth  doesn't  mean 


companies  have  suddenly  decided  to  sacrifice  past 
efficiency  gains.  Instead,  businesses  are  adding  workers 
because  they  cannot  satisfy  booming  demand  with  their 
existing  workforces.  That's  suggested  by  the  extremely 
lean  level  of  inventories  and  the  fact  that  delivery  times 
are  the  slowest  in  decades. 

As  a  result,  businesses  added  a  hefty  248,000  jobs  to 

their  payrolls  in  May, 


THE  JOB  MARKET 
COMES  ROARING  BACK 
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bringing  the  total  gains 
over  the  past  three 
months  to  nearly  1 
million  (chart).  Overall 
hiring  was  the  broadest 
in  six  years,  and  the 
number  of  higher-paying 
jobs  increased. 
Manufacturers  alone 
added  84,000  slots  over 
the  past  three  months, 
the  largest  such  rise  since 
1998. 
The  gain  in  higher-paying  jobs  means  average  wages 
are  starting  to  pick  up.  So  far  this  year,  hourly  earnings  of 
production  workers,  about  two-thirds  of  all  payroll  jobs, 
have  grown  at  an  annual  rate  of  3%,  compared  with  the 
1.8%  pace  for  all  of  last  year.  That's  comfortably  faster 
than  inflation,  giving  a  boost  to  workers'  buying  power. 

ONE  REASON  THE  RISE  IN  PAY,  along  with  the  recent 
surge  in  hiring,  will  not  crimp  profits  much  is  because 
employers  are  benefiting  from  the  new  flexibility  of  the 
U.S.  labor  markets.  Businesses  are  increasingly  adjusting 
their  workforces  to  meet  fluctuations  in  demand  while 
maintaining  past  productivity  gains. 

For  example,  temporary  workers,  which  are  less  than 
2%  of  total  employment,  accounted  for  20%  of  the  layoffs 
posted  during  the  recession.  And  since  jobs  turned  up  last 
autumn,  additions  of  temps  have  accounted  for  12%  of 
the  overall  payroll  gains.  Labor's  flexibility  will  allow 
businesses  to  keep  their  costs  better  aligned  with  their 
sales  growth,  and  that's  always  a  plus  for  profits. 

Another  new  trend  that  is  also  favorable  to  the  profits 
outlook  is  the  return  of  better  pricing  power,  thanks  to 
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the  continued  surge  in  demand.  That  was  a  point  made 
by  Fed  Chairman  Alan  Greenspan  in  a  speech  on  June  8. 
Greenspan  noted  that  the  sharp  recovery  in  profits  over 
the  past  couple  of  years  reflected  a  swing  from  steep 
business  discounting  to  "a  significant  degree  of  pricing 
power."  He  pointed  out  that  in  May  consumer  prices, 
excluding  food  and  energy,  were  rising  at  a  1.4%  yearly 
pace,  up  from  a  0.8%  rate  in  December. 

More  pricing  power  is  on  the  way.  A  survey  of  chief 
executives  done  by  TEC  International  Inc.  found  that  54% 
of  companies  expect  to  increase  the  prices  of  their 
products  over  the  next  12  months.  And  the  National 
Federation  of  Independent  Business  reports  that  among 
small-business  owners,  25%  noted  higher  selling  prices 
in  May,  the  highest  reading  since  1989  (chart).  Plans  to 
raise  prices  are  double  what  they  were  a  year  ago. 

BUT  DESPITE  SIGNS  OF  more  pricing  power,  any  rise  in 
inflation  will  most  likely  be  limited.  Global  competition, 
productivity  gains,  and  continued  slack  in  the  labor 
markets  will  contain  inflation  at  a  low  level.  Moreover, 
Greenspan  served  notice  in  his  June  8  speech  that,  if  the 
policymakers'  current  sanguine  view  of  inflation  is 
wrong,  then  the  Fed  "is  prepared  to  do  what  is  required 
to  fulfill  our  obligations  to  achieve  the  maintenance  of 
price  stability."  That  means  the  Fed  is  not  locking  itself 
into  rate  hikes  in  increments  of  only  a  quarter-point. 

More  than  likely,  though,  dramatic  Fed  action  won't  be 
needed.  Policymakers  believe  that  pricing  patterns  are 
simply  returning  to  normal  cyclical  trends  after 


abnormally  weak  conditions  in  recent  years.  They  also 
think  the  spring  jumps  in  the  price  indexes  were  the 
temporary  result  of  higher  commodity  prices,  which  have 
now  turned  down.  If  so,  that  will  allow  the  Fed  to  keep  its 
pledge  to  tighten  policy  at  a  "measured"  pace,  including 
a  probable  quarter-point  hike  at  its  June  29-30  meeting. 

A  gradual  pace  of 


PRICING  POWER 
IS  ON  THE  RISE 
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tightening  means  that 
demand  will  not  be 
hobbled  by  sharply  rising 
interest  rates.  That  offers 
a  final  plus  for  the  profit 
outlook.  Corporate 
revenues  will  remain 
sturdy.  Rising  sales  will 
help  to  offset  the  squeeze 
on  profit  margins  as 
productivity  slows  and 
costs  pick  up.  But  even  if 
margins  have  topped  out 
after  rising  for  more  than  two  years,  they  will  remain  at  a 
high  level.  As  a  result,  a  sizable  chunk  of  those  revenues 
will  fall  to  the  bottom  line. 

The  positive  trends  for  profits  are  coming  at  the  same 
time  that  the  renewed  vigor  in  the  job  markets  means 
faster  income  growth  for  consumers.  That's  because 
economic  growth  is  now  better  balanced  between 
productivity  and  labor.  And  for  the  next  few  quarters,  at 
least,  investors,  businesses,  and  consumers  all  will  be 
reaping  the  financial  benefits  of  a  strong  recovery.  ■ 
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EURO  ZONE 


Germany  Could  Drag  France  Down 


WHEN  THE  EURO  was  launched  in 
1999,  European  policymakers  said  it 
would  drive  the  Continent's  leading 
economies  closer  together.  But  the 
news  from  Germany  and  France, 
which  account  for  51.3%  of  euro  zone 
real  gross  domestic  product,  suggests 
the  opposite  is  happening. 

According  to  Deutsche  Bank,  the 
German  economy  will  be  lucky  to 
expand  by  1%  this  year,  while 
France's  should  grow 
twice  as  fast.  Already, 
first-quarter  GDP 
growth  in  Germany 
was  0.4%,  compared 
with  0.8%  in  France. 

France's  superior 
performance  is  being 
driven  by  strong 
private  consumption 
and  heavy  corporate 
investment.  In 
Germany,  growth  is 
primarily  the  result  of 


A  GROWING  GAP  FOR 
TWO  LABOR  MARKETS 
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buoyant  exports.  Faced  with  rising 
unemployment,  German  consumers 
are  reluctant  to  spend.  And  German 
businesses,  frustrated  by  their 
government's  inability  to  deliver 
structural  reforms,  are  more  inclined 
to  invest  abroad  than  at  home.  That 
means  the  recovery  in  Germany  has 
less  fuel  to  keep  it  going. 

In  France,  meanwhile,  joblessness 
is  declining,  so  consumers  are  more 
willing  to  buy.  Plus, 
French  businesses  are 
more  confident  about 
the  economy  and 
government  policy,  so 
they  are  willing  to 
invest  more  in  new 
plants  and  equipment. 

The  imbalance 
between  Germany 
and  France  could 
even  undermine  the 
Continent's  nascent 
economic  recovery. 
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Germany,  the  euro  zone's  largest 
economy,  could  drag  France  down  if 
growth  doesn't  pick  up  soon. 

The  divergence  also  makes  policy- 
making more  difficult  for  the 
European  Central  Bank  Its  key 
interest  rate,  which  has  been  kept 
unchanged  at  2%  for  the  past  12 
months,  is  probably  too  high  for 
Germany  and  too  low  for  France.  But 
under  the  terms  of  the  Maastricht 
Treaty,  the  ECB  has  to  base  its 
monetary  policy  decisions  on  the 
economic  conditions  of  the  euro  zone 
as  a  whole,  so  it  can't  give  Germany 
the  kick  it  needs. 

The  solution,  say  economists,  is  for 
Germany  to  reform  its  inflexible  labor 
markets.  But  there  is  little  chance  of 
that  happening  before  the  next 
general  election,  not  due  until  2006. 
Given  that,  the  gap  between  Europe's 
two  biggest  economies  is  unlikely  to 
narrow  anytime  soon.  ■ 

-By  David  Fairlamb  in  Frankfurt 
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Why  is  Big  Oil  being 
so  cautious? 


The  high  cost  ot 
new  cancer  drugs 


is  misdirected 
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REAGAN'S 


LEGACY 


His  policies  helped  spur  the  1980s  boom 
and  were  integral  to  the  high-tech 
revolution.  But  the  poor  paid  a  price 


DN  AUG.  13,  1981,  PRESI- 
dent  Ronald  Reagan 
signed  the  legislation 
that  defined  his  vision  for 
the  U.S.  economy.  The 
Economic  Recovery  Tax 
Act,  also  known  as  the 
Kemp-Roth  bill,  slashed  taxes  for  many  in- 
dividuals and  corporations  and  ushered  in 
i  new  era.  From  that  date  on,  government 
would  play  a  far  smaller  role  in  the  econo- 
my, and  markets  would  reign  supreme. 

Just  the  previous  day,  with  far  less  at- 
:ention  and  fanfare,  IBM  announced  the 
Jitroduction  of  its  first  personal  comput- 
er, the  IBM  PC.  Powered  by  a  micro- 
Drocessor  from  Intel  Corp.,  which  then 
lad  revenues  of  less  than  $1  billion,  and 
sporting  an  operating  system  by  a  virtu- 
ally unknown  company  called  Microsoft 


Corp.,  the  IBM  PC,  and  the  machines  that 
followed,  took  the  country  by  storm. 

In  a  way  that  few  have  realized,  Rea- 
gan's economic  legacy  is  inextricably  in- 
terwoven with  the  Information  Revolu- 
tion that  the  IBM  PC  helped  kick  off.  His 
message  of  competitive  markets,  entre- 
preneurial vigor,  and  minimal  regulation 
found  a  willing  audience  in  an  era  of  rap- 
id technological  change,  where  innova- 
tion was  opening  new  opportunities 
seemingly  every  day.  Reagan's  first  term 
saw  the  creation  of  such  future  giants  as 
Sun  Microsystems,  Compaq  Computer, 
Dell,  and  Cisco  Systems— the  greatest  en- 
trepreneurial burst  of  new  companies 
since  the  early  20th  century. 

It's  likely  that  those  companies  would 
still  have  been  founded,  and  would  have 
prospered,  even  if  Reagan  hadn't  been 


elected.  Moreover,  some  of  his  policies, 
such  as  reduced  support  for  nondefense 
research  and  development,  were  nega- 
tives for  a  tech-driven  economy. 

TAX  CUTTER 

BUT  THE  CALIFORNIAN'S  program  of 
slashing  taxes  was  perfectly  suited  to— 
and  helped  foster— the  new  environment, 
with  its  emphasis  on  investment  in  hu- 
man capital  and  ideas  rather  than  heavy 
equipment.  His  tax  bills— including  the 
1981  legislation  and  the  major  1986  tax 
reform  act— whacked  the  marginal  tax 
rates  on  top  earners  from  70%  to  about 
30%  and  made  it  far  more  attractive  for 
people  to  raise  their  incomes  by  getting 
more  education  or  taking  the  risks  of 
starting  a  company. 

In  addition,  Reagan's  1986  tax-reform 
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bill  had  another  major  impact.  The  new- 
law  helped  support  "idea-based"  indus- 
tries such  as  software  and  financial  sen- 
ices.  It  lowered  corporate  tax  rates  for 
those  companies  while  cutting  or  elimi- 
nating provisions  in  the  tax  code,  such  as 
the  investment  tax  credit,  that  had  prima- 
rily benefited  old-line  industries  like  util- 
ities and  railroads.  The  effect 
on  corporate  tax  bills  was 
immediate:  Oracle  Corp.'s 
average  tax  rate  fell  from 
44%  in  1986  to  32%  once  the 
law  took  effect.  Microsoft's 
taxes  saw  a  similar  decline. 

Taken  together,  the 
changes  Reagan  champi- 
oned in  the  tax  system  fos- 
tered innovation  and  entre- 
preneurialism  even  as  they 
encouraged  the  develop- 
ment of  venture  capital  and 
investment  in  human  capital. 
And  Reagan's  willingness  to 
push  for  more  flexible  labor 
markets  and  less  regulation 
helped  companies  react 
faster  to  economic  changes, 
including  new  technologies. 

As  a  result,  the  impact  of 
the  policies  Reagan  set  out  in 
the  1980s,  which  slowly 
worked  their  way  through 
the  economy,  helped  lay  the 
groundwork  for  the  Informa- 
tion Revolution  of  the  1990s. 
That's  nothing  to  sneeze  at, 
especially  since  technology 
has  been  the  major  factor 
driving  the  U.S.'s  rapid  pro- 
ductivity growth  since  1996. 


been  much  harder  for  companies  to  fund 
their  spending  on  info  tech  in  the  1990s. 
Instead,  these  economists  believe  far 
greater  kudos  go  to  President  Bill  Clinton 
for  raising  taxes  and  bringing  down  the 
budget  deficit  (page  38).  "As  for  Reagan 
being  responsible  [for  the  1990s  boom], 
that's  far-fetched,"  says  another  Nobel 
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FIERCE  DEBATE 

STILL,  THERE'S  heated  dis- 
pute about  just  how  impor- 
tant Reaganomics  was  to  the 
tech  boom.  To  Milton  Fried- 
man, the  Nobel  prize-win- 
ning economist,  Reagan's 
tax  cuts— especially  the  1986 
bill— were  "one  of  the  most  important 
factors  in  the  boom  of  the  1990s."  Adds 
Robert  A.  Mundell,  another  Nobel  laure- 
ate: "[They]  made  the  U.S.  economy  the 
motor  for  the  world  economy  in  the 
1990s,  on  which  the  great  revolution  in 
information  technology  was  able  to 
feed." 

Other  economists,  however,  are  far  less 
willing  to  give  Reagan  credit  for  the 
boom.  They  argue  that  the  big  deficits 
generated  by  the  drop  in  tax  revenues 
were  detrimental  to  business  investment; 
had  the  red  ink  continued,  it  would  have 
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prize  winner,  Robert  Solow  of  Massachu- 
setts Institute  of  Technology.  "What  we 
got  in  the  Reagan  years  was  a  deep  reces- 
sion and  then  half  a  dozen  years  of  fine 
growth  as  we  climbed  out  of  the  reces- 
sion, but  nothing  beyond  that." 

Whichever  side  you  take,  the  right  way 
to  assess  Reaganomics,  like  any  revolu- 
tion, is  not  by  looking  at  the  immediate 
effect.  Instead,  it's  the  long-term  impact- 
on  productivity,  on  the  growth  of  gross 
domestic  product,  on  technology— that 
matters.  After  all,  making  changes  to  the 
tax  system  and  regulatory  policies  of  a 


HISTORIC  DAY 

Reagan  signs  his 
first  tax  package 
in  1981 


mammoth  economy  like  the  U.S.  is  liki 
turning  the  rudder  slightly  on  a  super 
tanker:  The  initial  effects  are  small,  but  i 
leads  to  a  big  shift  in  course  over  time. 

Indeed,  the  positive  incentives  create 
by  lower  tax  rates— as  well  as  the  negativefc 
effects  of  high  budget  deficits  on  invest-  E 
ment— show  up  over  a  period  of  decades  fe 
not  months  or  even  years.  Certainh  ( 
some  sober-minded  economists  were  U 
aware  of  that  when  Reagan's  changes  to  r 
the  tax  system  were  being  discussed.  Ir.  !a 
1985,  Edgar  R.  Fiedler,  then  chief  econo-  ft 
mist  at  the  New  York-based  Conference  h 
Board,  noted  that  "it  will  take  somem 
time— maybe  10  years  or  so— before  the  i 
full  impact  of  Rea-  a 
gan's  proposals  be-  y 
comes  evident."  At  t 
the  same  time,  Alan 
Greenspan,  then! 
^^^™  running     his     own  1 1 

consulting  firm,  told  BusinessWeek  that* 
"more  efficient  allocation  of  capital  in-  n 
vestment,  which  may  occur  in  the  years  a 
ahead,  is  irrelevant  in  the  short  run." 

This  lag  helps  explain  why  Reagan's  le 
tax  changes  in  the  1980s  may  have_ 
helped  stimulate  growth  in  the  1990s.  For 
example,  a  lower  tax  rate  for  high-income  |, 
taxpayers  substantially  increases  the  re- *■ 
turn  from  going  to  college  or  graduate 
school.  This  would  eventually  boost  tin 
education  level  of  the  workforce,  but  th 
process  would  take  years  before  enough 
people  moved  through  the  education  sys- 
tem to  make  a  real  difference. 

Similarly,  some  economic  studies  sug 
gest  that  lower  tax  rates  can  encourage| 
business  startups.  "There  is  a  positive  ef- 
fect of  lower  taxes  on  work  effort  and  on 
entrepreneurship,"  says  James  M.  Poter- 
ba,  an  MIT  economist.  "The  Reagan  tax 
cuts  surely  contributed  some  of  the  eco- 
nomic growth  that  we  have  seen  in  the 
last  two  decades." 

DELAYED  REACTION 

EVEN  FAST-GROWING  new  companies 
take  time  to  reach  an  economically  signif- 
icant size.  Cisco  Systems  Inc.,  founded  in 
1984,  didn't  reach  $1  billion  in  sales  until 
1994.  Thus  the  Reagan  tax  changes,  even 
as  they  eased  the  way  for  the  formation  of 
new  companies,  may  not  have  had  their 
full  economic  impact  until  the  1990s.  Just 
as  clearly,  inculcating  the  willingness  to 
take  risks  is  not  a  process  that  happens 
overnight.  According  to  some  econo- 
mists, "it  may  take  a  generation  to 
change  behavior,"  says  Joel  A.  Slemrod,  a 
tax  economist  at  the  University  of  Michi- 
gan at  Ann  Arbor. 

But  if  Reaganomics  set  the  stage  for 


sme  long-term  gains,  there  were  plenty 
f  places  where  it  fell  down  as  well.  For 
ne,  nondefense  research  and  develop- 
lent  spending  by  the  federal  govern- 
lent— a  critical  component  for  long- 
:rm  growth— averaged  roughly  0.4%  of 
DP  under  Reagan,  a  sharp  drop  from 
le  roughly  0.6%  spent  by  President  Jim- 
ry  Carter.  Instead,  spending  on  defense 
&D  rose  sharply.  Much  of  those  billions 
rent  into  funding  the  Strategic  Defense 
litiative— the  anti-missile  shield  that 
till  isn't  functional  and  produced  little  in 
le  way  of  private-sector  spin-offs.  "The 
loral  of  the  Reagan  era  is  that  it  is  pos- 
ible  to  throw  big  bucks  and  throw  them 
adly,"  says  Kenneth  Flamm,  a  technolo- 
y  expert  in  Clinton's  Defense  Dept.  and 
ow  a  professor  at  the  University  of 
exas  at  Austin.  "Very  little  stuck." 

i  BLIND  EYE  TO  WORKERS 

IOREOVER,  DESPITE  Reagan's  rhetoric 
l  favor  of  competitive  markets,  deregu- 
ition  and  trade  were  the  low-priority 
ems  on  Reagan's  economic  agenda.  In- 
eed,  Carter  and  Clinton  were  arguably 


Together, 

his  changes 

fostered 

innovation 

and 

risk-taking 


more  active  deregulators 
than  Reagan:  Airlines  and 
trucking  were  deregulated 
under  Carter,  while  elec- 
tricity and  telecom  deregu- 
lation came  under  Clinton. 
And  the  Reagan  Adminis- 
tration was  quick  to  sup- 
port trade  limits  on  autos, 
steel,  and  semiconductors. 

Yet  another  long-term 
legacy  of  the  Reagan  years 
was  the  damage  done  to 
the  living  standards  of  less 
educated  workers.  Hit  hard  by  the  dou- 
ble whammy  of  globalization  and  tech- 
nology, many  saw  their  real  wages  sink 
as  the  income  gap  between  rich  and  poor 
widened  sharply.  Today,  real  earnings  for 
production  and  nonsupervisory  workers 
are  barely  above  where  they  were  in  1981 
despite  the  gains  of  the  '90s  boom. 

True,  the  percentage  of  families  below 
the  poverty  line  fell  under  Reagan,  going 
from  11.2%  in  1981  to  10.3%  when  he  left 
office  in  early  1989.  But  under  Clinton, 
that    poverty    rate    dropped    a    full 


three   percentage   points. 
While   Reagan  can't  be 
blamed  for  globalization  or 
other  big  economic  shifts, 
he  did  little  to  ease  the  tran- 
sition for  workers.  He  re- 
fused to  raise  the  minimum 
wage  and  was  hostile  to- 
ward unions— as  shown  by 
his  1981  firing  of  striking 
air-traffic  controllers.  And 
the  real  value  of  the  mini- 
mum wage  sank  27%  dur- 
ing his  Administration.  "He 
helped  global  forces  along"  rather  than 
cushioning  them,  says  MIT  economist 
Frank  S.  Levy. 

In  the  end,  there  may  be  no  way  to  tell 
just  how  much  Reaganomics  helped  create 
and  foster  the  environment  that  has  led  to 
today's  tech-driven,  high-productivity 
economy.  But  ultimately,  his  economic 
policies— and  more  important,  his  mes- 
sage of  optimism  about  the  future— were 
the  right  way  to  go  in  an  increasingly  glob- 
al and  tech-driven  world.  II 

-By  Michael  J.  Mandel  in  New  York 
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ECONOMIC  POLICY 

Reaganomics 
Vs.  Rubinomics 


The  heavyweight  economy  policy 
debate  over  the  past  two 
decades  has  been  Reaganomics 
vs.  Rubinomics.  Reaganomics- 
as  practiced  by  Reagan  and  by 
President  George  W.  Bush-emphasized 
that  in  order  to  spur  growth  and  jobs,  tax 
rates  need  to  be  lowered  to  encourage 
people  to  save,  invest,  and  take  risks. 
Rubinomics— named  after  Robert  E.  Rubin, 
President  Bill  Clinton's  Treasury  Secretary- 
focuses  instead  on  cutting  the  budget 
deficit.  Its  proponents  argue  that  reducing 
long-term  interest  rates  is  the  best  way  to 
foster  growth  and  the  creation  of  new  jobs, 
since  that  frees  up  resources  for  private 
investment.  Clinton  and,  to  a  lesser  degree, 
George  H.W.  Bush  followed  this  policy. 

After  two  decades  of  back  and  forth,  with 
partisans  on  both  sides  hurling  invective  at 
one  another,  the  best  that  can  be  said  is  that 
the  two  philosophies  seem  to  have  fought 
each  other  to  a  draw.  Measured  by  growth 
and  jobs,  both  have  worked  much  better 
than  their  opponents  predicted— but  not  the 
way  their  supporters  expected. 

Consider,  for  example,  the  public  debate 
over  the  short-run  effects  of  Reagan's  first 
set  of  tax  cuts.  Supply-siders  predicted  that 
tax  cuts  would  generate  enough  additional 
growth  that  they  would  quickly  pay  for 
themselves  with  new  tax  revenues— the  so- 
called  Latter  curve.  Conversely,  opponents- 
a  group  that  included  most  mainstream 
economists-argued  that  big  tax  cuts  would 
create  an  inflationary  surge,  boost  interest 
rates,  and  squeeze  out  private  investment, 
leading  to  sluggish  growth. 

Neither  the  Pollyanna  nor  the  Doomsday 
short-run  scenarios  turned  out  to  be  true. 
Soon  after  taking  office,  economists  in  the 
Reagan  Administration  abandoned  the  idea 
that  the  immediate  growth  dividend  from  tax 
cuts  would  be  big  enough  to  hold  down  the 
budget  deficit.  Indeed,  as  the  economy  went 
into  a  deep  recession  from  July,  1981, 
through  the  end  of  1982,  the  deficit 
skyrocketed,  hitting  6%  of  gross  domestic 
product  in  1983. 

Still,  Reagan's  growth  record  looks  pretty 
good  in  retrospect,  averaging  3.4%  annually 
from  the  time  he  took  office  to  the  time  he 
left.  That's  just  below  the  3.6%  average 
growth  rate  during  Clinton's  term,  and  right 


around  the  post-war  average.  And  while 
unemployment  stayed  high,  private-sector 
jobs  grew  at  a  2.3%  annual  rate,  again  just 
below  Clinton's  2.6%  rate. 

What's  more,  many  of  the  negative 
consequences  predicted  from  big  deficits 
didn't  happen.  Inflation,  rather  than  soaring, 
fell  sharply.  The  interest  rate  on  10-year 
government  bonds  plummeted,  from  over 
12%  in  1984  to  less  than  8%  in  1986,  despite 
deficits  that  still  exceeded  5% 
of  GDP.  And  business 
investment  during  the  Reagan 
years  averaged  12%  of  GDP, 
higher  than  during  Clinton's 
term,  as  foreign  money  flowed 
in  to  help  fund  the  deficit. 
"Most  of  us  were  surprised  at 
how  open  the  U.S.  economy 
turned  out  to  be,"  said 
Benjamin  M.  Friedman,  a 
Harvard  University  economist 
who  wrote  a  skeptical  book  in 
1988  about  Reaganomics 
called  Day  of  Reckoning. 

Similarly,  when  the  debate  over  taxes  vs. 
the  budget  deficit  was  replayed  in  the  early 
1990s,  all  the  short-term  forecasts,  both 
positive  and  negative,  were  once  again  off 
the  mark.  When  Clinton  raised  taxes  in 
1993  to  stem  the  yawning  deficit,  Newt 
Gingrich,  then  a  leading  Republican 


Two  decades 
of  economic 
results  favor 
neither 
approach- 
its  a  draw 


member  of  the  House  of  Representatives, 
famously  argued:  "The  tax  increase  will  kill 
jobs  and  lead  to  a  recession,  and  the 
recession  will  force  people  off  of  work  and 
onto  unemployment  and  will  actually 
increase  the  deficit." 

That  didn't  happen,  of  course.  The 
economy  went  on  to  experience  the  longest 
expansion  on  record,  unemployment 
eventually  fell  below  4%,  and  the  deficit  not 
-only  fell,  by  1998  it  had  turned  into  a 
surplus.  The  stock  market,  adjusted  for 
inflation,  went  up  at  an  11.2%  average  yearly 
rate  during  the  Clinton  years,  compared  with 
an  average  gain  of  6%  for  Reagan. 

The  economy  did  not  follow  the  course 
predicted  by  the  deficit-cutters,  however. 
Although  the  deficit  did  fall  sharply,  long-term 
interest  rates  rose,  going  from  under  6%  in 
1993  to  almost  8%  by  the  end  of  1994.  It 
wasn't  until  1998  that  rates  fell  conclusively 
below  their  1993  levels.  And  even  during  the 
so-called  investment  boom  from  1995  to 
2000,  business  capital  spending  averaged 
only  11.8%  of  GDP,  below  the  Reagan 
average.  Rubin  acknowledges  the  problem  in 
his  2003  book,  In  an  Uncertain  World:  "In 
retrospect,  the  effect  of  the  Clinton  economic 
plan  on  business  and  consumer  confidence 
may  have  been  even  more  important  than  the 
effect  on  interest  rates." 

In  fact,  the  real  story  of  the  Clinton  years 
is  something  the  supporters  of  Rubinomics 
never  expected-the  technology  boom  of 
the  late  1990s.  Although  average  business 
investment  during  the  boom  years  was  not 
exceptional,  the  Information  Revolution 
helped  trigger  big  gains  in  productivity  and 
growth  as  early  as  1996.  That's  not 
something  Clinton's  economists  saw 
coming  or  even  expected  to  continue:  the 
1997  Economic  Report  of  the 
President,  released  in 
February  of  that  year, 
predicted  that  growth  would 
average  a  meager  2.2%  over 
the  next  four  years.  The 
actual  growth  rate  turned 
out  to  be  3.9%. 

Given  today's  intensely 
partisan  political 
atmosphere,  it's  ironic  that 
the  economic  record  of  the 
past  two  decades  favors 
neither  Reaganomics  nor 
Rubinomics.  History  shows  that  it's  possible 
to  have  a  sustainable  boom  with  high 
deficits,  as  Reagan  did,  just  as  it's  possible 
to  have  a  sustainable  boom  with  higher 
taxes,  as  Clinton  did.  Taxes  and  deficits  do 
matter-they  just  don't  matter  as  much  as 
the  ideologues  would  have  us  believe.  ■ 

-By  Michael  J.  Mandel  in  New  York 
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rhe  Cowboy  Who  Roped  In  Russia 

teagan  repeatedly  upped  the  ante-and  convinced  Moscow  he  meant  business 


ONALD  REAGAN  really  got  un- 
der the  Soviets'  skin.  When  he 
took  on  the  "Evil  Empire"  dur- 
ing his  first  term,  his  rhetoric 
ade  even  the  Russians'  florid 
>ropaganda  look  wimpy.  As  a  reporter  in 
Moscow  during  the  1980s,  I  could  see  the 
Dathing— and  the  fear— that  Reagan  pro- 
oked.  After  years  of  detente,  the  arduous 
Joviet-American  effort  to  find  common 

round,  along  came  this  new 
resident  ordering  up  space 
capons,  arming  anti-Soviet 
;bels  in  Afghanistan,  and  launch- 
lg  a  blistering  new  phase  of  the 
old  War.  The  Soviets  blustered 
ack,  but  their  sclerotic  system 
wasn't  up  for  another  fight.  The 
nage  that  sticks  in  my  mind  is 
ne  elderly  guard  at  a  lonely  train 
ration  deep  in  Ukraine.  "Why  is 
3ur  President  Reagan  creating 
lis  Star  Wars?"  he  asked  plain- 
very.  "Pochemur  -Why? 

It  was  always  fascinating  to 
atch  Ronald  Reagan  work  his 
ronders  on  the  Soviets,  hectoring 
lem  as  "the  focus  of  evil  in  the 
lodern  world"  in  his  first  term, 
len  pushing  for  arms  control 
ad  befriending  Mikhail  Gor- 
achev  in  his  second.  Some  argue 
lat  Reagan  made  Gorbachev  possible:  The  renewed  resolve  in 
/ashington  convinced  the  Politburo  that  the  country  needed  a 
^former  to  revive  the  system.  But  the  Soviets  didn't  need  Rea- 
an  to  show  them  the  spreading  rot  in  their  own  backyard.  In 
le  end,  of  course,  Gorbachev's  insistence  on  genuine  reform 
nded  up  destroying  the  system  from  within— while  Reagan 
tniled  and  winked  his  encouragement  from  Gorbachev's  side. 

In  the  U.S.,  Reagan's  talk  of  the  sinister  nature  of  Commu- 
ism  was  often  dismissed  as  the  rhetoric  of  a  right-wing  ideo- 
)gue.  In  Moscow,  policymakers  believed  he  meant  business, 
he  Communist  Party  newspapers  (of  course,  back  then  all  of 
lem  were  party  newspapers)  whipped  themselves  into  a  fren- 
/  with  invective  about  the  40th  U.S.  President.  He  was  por- 


TAKING  CHARGE 

Reagan  and  Gorbachev 
in  Geneva  in  1985 


trayed  as  a  wild  "cowboy,"  a  "shameless  liar,"  and  "a  rabid  mil- 
itarist" who  employed  the  "slogans  and  methods  of  Hitler." 
Cartoons  depicted  him  waving  a  Stetson  as  he  gleefully  sat  atop 
a  ballistic  missile.  He  may  have  called  them  the  Evil  Empire, 
but  in  the  Soviet  view,  Reagan  was  evil  incarnate. 

The  Russians  watched  the  budget  for  the  U.S.  military  in- 
crease, culminating  in  Reagan's  grand  promise  to  create  the 
Strategic  Defense  Initiative— better  known  as  Star  Wars.  While 
many  U.S.  experts  doubted  whether  such  a  missile  shield  was 
even  feasible— and  it  never  was  built— the  Soviets  were  not 
among  the  skeptics.  They  pulled  out  the  generals  to  give  end- 
less press  conferences  on  the  insanity  of  such  an  "aggressive" 
move,  and  the  papers  were  apoplectic  with  criticism. 

But  Reagan  repeatedly  upped  the  ante— and  the  Soviets  re- 
alized that  the  costs  of  matching 
him  militarily  were  beyond  their 
means.  The  Soviet  economy  was 
languishing:  Military  spending 
ate  up  14%  of  the  budget,  while 
growth  slowed  to  2.2%— too  weak 
to  meet  the  nation's  economic 
goals.  One  visit  to  a  Soviet  shop 
would  explain  it  all:  There  was 
nothing  on  the  shelves.  My  family 
once  waited  more  than  an  hour  in 
a  store  to  buy  the  one  item  for  sale: 
cabbage.  We  usually  steered  clear 
of  ordinary  shops  and  headed  for 
hard- currency  stores,  but  the  pick- 
ings were  still  slim:  sausage  that 
was  more  fat  than  meat;  jarred, 
yellowed  tomatoes  from  Bulgaria; 
and,  of  course,  more  cabbage.  The  bottom  line:  There  were  no 
more  resources  the  Soviet  military  could  eke  from  the  civilian 
economy  to  match  Reagan's  buildup. 

Gorbachev  got  the  job  of  overhauling  the  engine.  In  the  So- 
viet context,  he  considered  himself  the  Great  Communicator. 
He  often  veered  from  the  official  script— something  his  prede- 
cessors never  did— to  make  an  emphatic  point.  He  broke  with 
protocol  by  sharing  the  limelight  with  his  attractive  wife,  Raisa. 
He  ushered  in  new  policies— glasnost  (or  greater  openness)  and 
perestroika  (restructuring)  to  help  resuscitate  Communism.  But 
at  every  encounter  with  Ronald  Reagan,  Gorbachev  was  hard- 
ly a  match.  Insiders  told  me  how  Gorbachev  was  amazed  at  how 
Reagan  could  appear  sleepy  during  some  negotiations  but 
snapped  to  life  when  the  cameras  appeared. 

The  truly  Great  Communicator  knew  that  summits  with  Gor- 
bachev were  the  one  way  he  could  direcdy  telegraph  a  message  to 
the  walled-off  Soviet  public.  After  all,  even  Soviet  TV  was  obliged 
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to  cover  these  events.  The  partners'  first 
handshake  took  place  outside  a  120-year- 
old  Geneva  chateau.  Reagan  arrived  first 
and  burst  out  the  door,  bounding  down 
the  steps  without  his  coat  on  a  cold  day, 
as  Gorbachev's  limo  pulled  up.  Gor- 
bachev, bundled  in  a  gray  overcoat,  look- 
ing very  much  like  the  guest,  was  greeted 
by  a  dapper  Reagan,  20  years  his  senior. 
To  top  it  off,  Reagan  put  his  arm  under 
Gorbachev's,  as  if  he  were  aiding  him  up 
the  stairs.  All  this  was  captured  five  on 
Soviet  TV,  and  it  was  the  first  step  in  re- 
shaping the  view  of  Reagan  in  the  eyes  of 
the  Soviet  public. 

Reagan  met  Gorbachev  four  times  in 
2/2  years.  The  two  men  never  came  to 
terms  on  Star  Wars,  though  they  did 
conclude  a  historic  treaty  elirninating 
intermediate-range  nuclear  forces. 
Whether  there  were  substantial  pacts  or 
not,  Reagan  used  every  encounter  to 
help  lift  the  Iron  Curtain. 

Man  on  a  Mission 

REAGAN'S  1988  VISIT  to  MOSCOW 
(though  it  accomplished  "peanuts"  in 
the  minds  of  U.S.  officials)  presented  to 
the  Soviet  public  a  man  on  a  mission, 
even  on  his  opponent's  turf.  He  gave  a 
moving  speech  to  students  at  Moscow 
State  University,  filling  their  heads  with 
possibilities.  "Your  generation  is  living 
in  one  of  the  most  exciting  times,  hope- 
ful times  in  Soviet  history,"  Reagan  said. 
"It  is  a  time  when  the  first  breath  of  free- 
dom stirs  the  air  and  the  heart  beats  to 
the  accelerated  rhythm  of  hope."  He  ex- 
tolled Western  freedoms  at  a  monastery, 
praising  "the  irresistible  power  of  un- 
armed truth." 

Suddenly,  the  man  reviled  in  Soviet 
media  was  on  TV  before  millions  of  Sovi- 
et viewers,  pressing  flesh  alongside  Gor- 
bachev on  a  stroll  through  Red  Square. 
(Gorbachev  did  try  to  put  him  in  his 
place  once,  when  he  took  a  boy  from  his 
mother's  arms  and  asked  him  to  shake 
hands  with  "Grandfather  Reagan.") 

Reagan  did  forge  a  close  relationship 
with  Gorbachev  as  he  set  the  stage  for 
the  historic  end  of  an  era.  After  the 
summit,  Reagan  had  an  inkling  that  the 
ground  was  shifting.  "Quite  possibly,  we 
are  entering  a  new  era  in  history— a 
time  of  lasting  change  in  the  Soviet 
Union,"  he  said  in  London  after  leaving 
Moscow.  That  perhaps  was  the  only 
time  Reagan  could  be  accused  of  an  un- 
derstatement on  the  subject  of  Commu- 
nism's future.  But  give  him  credit  for 
seeing  the  big  picture  better  than  any- 
one else.  He  got  it  just  right.  ■ 
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WHY  ISN'T  BIG  OIL 
DRILLING  MORE? 

Despite  the  recent  runup  in  prices, 
the  industry  is  slow  to  pick  up  the  pace 


ITS  EASY  TO  UNDERSTAND  WHY 
many  Americans  are  angry  with 
Big  Oil.  Crude  oil  that  peaked  at 
$42  a  barrel  and  $2-a-gallon 
gasoline  have  given  the  oil  compa- 
nies a  Mississippi  River  of  cash 
flow.  And  even  though  crude  has 
dropped  11%  in  recent  days,  the  forces 
that  have  stoked  prices,  including  boom- 
ing energy  demand  from  China  and  fears 
of  attacks  on  oil  personnel  and  facilities 
in  Saudi  Arabia  and  Iraq  aren't  going 
away  anytime  soon. 

You  would  expect  oil  companies  to  be 
pumping  more  oil  from  existing  wells, 
drilling  new  wells  in  current  fields,  and 


n 


boosting  exploration  budgets.  After  all 
basic  rule  of  economics  is  that  higher 
prices  bring  forth  more  supply.  More ' 
output  by  the  supermajors  would  loosen 
OPEC's  grip  on  world  markets  and  lower  j 
prices.  Yet  this  year,  worldwide  explo 
ration  and  production  (E&P)  spending 
will  grow  only  9%,  up  from  the  4%  first 
planned,  according  to  Lehman  Brothers 
Inc.  That's  a  relatively  weak  response  to 
a  2004  surge  that  sent  oil  prices  up  30% 
over  the  2000-03  average.  Ten  years  ago. 
a  similar  runup  would  have  boosted  E&P 
budgets  by  over  20%,  says  Lehman  ana 
lyst  James  D.  Crandell. 

Why  isn't  Big  Oil  doing  more?  The 


tmpanies  say  it  takes  years  to  find  and 
.'velop  "elephant"  fields  that  will  pro- 
ice  meaningful  amounts  of  oil.  They 
so  say  they  couldn't  possibly  have  pre- 
cted  the  spike  in  prices  this  year; 
oreover,  oil  could  fall  again  to  $15  a 
irrel  or  so.  All  true.  But  there  seems  to 
!  another  factor  as  well:  an  extreme 
ersion  to  risk  on  the  part  of  oil  compa- 
r  executives  and  their  shareholders, 
hen  oil  prices  plunged  in  the  late  '90s, 
jcimaring  profits,  risk  aversion  drove 
1  companies  into  megamergers  aimed 
cutting  costs.  Now,  even  as  prices  have 
>en  considerably  and  look  likely  to  stay 
gh,  oil  companies  remain  cautious 
>out  investing.  Moreover,  by  cutting  the 
number  of  rivals, 
mergers  have  made  it 
easier  for  them  to  get 
away  with  that  reluc- 
tance to  spend. 

Whether  mergers 
are  mainly  an  effect  of 
Big  Oil's  conservatism 
or  an  enabler,  they're 
under  more  scrutiny 
now  that  oil  prices  are 
sky-high.  The  merger 
wave  of  1998-2001 
united  Exxon  with 
Mobil,  Chevron  with 
Texaco,  BP  with  Amo- 
co and  Arco,  Conoco 
with  Phillips,  and 
France's  Total  with 
PetroFina  and  Elf.  Jon 
Meade  Huntsman, 
founder  of  chemicals 
maker  Huntsman  LLC 
in  Salt  Lake  City,  re- 
calls warning  people 
that  mergers  would 
lead  to  high  oil  prices. 
He  says  cosdy  oil  is 
damaging  the  chemi- 
cal, airline,  and  truck- 
ing industries  while 
enriching  a  handful  of 
giant  companies.  Says 

Huntsman:       "We've 

^m  got  a  monopoly  that's 

effect  more  dangerous  than  during  the 
ackefeller  era"  of  a  century  ago. 
That  oil  companies  have  played  it  safe 
\  investment  is  hard  to  dispute.  While 
ices  have  been  super-high  for  only  a 
lort  while,  the  challenge  of  rising  oil 
;mand  from  China  and  elsewhere  has 
;en  obvious  for  years.  Oil  has  been  over 
20  a  barrel  almost  continuously  since 
id-1999.  That  should  have  been  ample 
icentive  for  companies  to  open  new 
:lds,  since  new  projects  are  designed  to 
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be  profitable  with  prices  as  low  as  the 
mid-teens.  Nevertheless,  drilling  has 
lagged.  To  meet  growing  demand,  oil 
companies  need  to  develop  new  fields 
faster  than  they  deplete  old  ones— a 
process  known  as  "reserve  replace- 
ment." Yet  the  three-year-average  ratio 
of  reserve  replacement  for  five  superma- 
jors  fell  from  134%  in  1999  to  113%  last 
year,  according  to  Norwalk  (Conn.)  re- 
searcher John  S.  Herold  Inc.  And  experi- 
ence shows  that  some  of  those  new  bar- 
rels will  turn  out  to  be  unrecoverable. 

"DRILLING  ON  WALL  STREET" 

OIL  EXECS  ARGUE  that  bigger  means 
stronger.  "Consolidation  has  given 
companies  the  financial  strength  and 
technological  capabilities  to  take  on 
bigger  risks,"  says  John  Browne,  CEO  of 
BP,  the  former  British  Petroleum.  Trou- 
ble is,  there's  little  evidence  that  they're 
doing  so.  Far  from  raising  money  to 
pursue  opportunities,  oil  companies 
are  paying  down  debt,  buying  back 
shares,  and  hoarding  cash.  Exxon  Mobil 
Corp.,  for  instance,  earned  record  profits 
in  2003  and  ended  the  year  with  nearly 
$11  billion  in  cash.  It  then  piled  on  an  ad- 
ditional $5  billion  in  cash  in  the  first  three 
months  of  2004. 

The  conservatism  of  the  supermajors  is 
possible  only  because  all  of  them  behave 
pretty  much  the  same.  Mergers,  by  reduc- 
ing the  number  of 
companies,  helped 
stamp  out  diversity  of 
opinion.  No  major  has 
broken  ranks  by  trying 
to  snag  a  big  share  of 
the  available  deals.  If 
one  did,  others  might 
have  to  follow  suit— or 
be  shut  out  of  oppor- 
tunities and  even- 
tually run  out  of  oil. 
Rather  than  develop- 
ing new  fields,  oil  gi- 
ants have  preferred  to 
buy  rivals— "drilling 
for  oil  on  Wall  Street." 
While  that  makes  fi- 
nancial sense,  if  s  no 
substitute  for  new  oil. 

If  megamergers  are 
part  of  the  problem, 
why  did  the  govern- 
ment O.K.  them?  In 
part  because  standard 
antitrust  doctrine 
doesn't  address  the 
problems  they  pose. 
Trustbusters  at  the 
Federal  Trade  Com- 
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Crude  prices  are  up. 
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mission  focused  on  "downstream" 
problems,  forcing  the  merging  compa- 
nies to  spin  off  refineries  and  gas  sta- 
tions where  they  overlapped.  But  except 
for  Arco's  Alaska  fields,  they  left  their 
"upstream"  operations  of  oil  E&P  intact 
on  the  grounds  that  the  companies  were 
too  small  to  affect  the  world  price  of  oil. 
Says  former  FTC  Chairman  Robert  Pitof- 
sky,  who  signed  off  on  several  mergers: 
"Exxon  and  Mobil  accounted  worldwide 
for  4%  of  reserves.  No  one  has  brought 
a  successful  antitrust  case  where  the 
combined  share  was  4%. ...  It  wasn't  a 
close  call." 

But  the  oil  industry  is  more  compli- 
cated than  the  government  understood. 
Contrary  to  antitrust  theory,  the  big  oil 
companies  have  strong  institutional  in- 
centives to  hold  back  somewhat  on  de- 
velopment of  new  oil  wells,  even  if  that 
limits  their  profit  potential.  Their  risk- 
averse  shareholders  reward  them  for 
consistent  results  and  big  dividends. 
"CEOs  are  listening  to  what  institutional 
shareholders  want,"  says  Lehman's 
Crandell.  "Production  growth  is  a  sec- 
ondary goal,  if  it's  a  goal  at  all." 

Mergers  may  have  also  hurt  competi- 
tion in  refining  and  marketing.  When 
capacity  is  tight,  like  now,  refiners  can 
hike  prices  and  boost  profits  by  taking 
part  of  their  capacity  offline,  says  Severin 
Borenstein,  director  of  the  University  of 
California  Energy  In- 
stitute in  Berkeley. 
Although  there's  no 
proof  they've  done  so, 
the  risk  is  greater 
with  fewer  players  in 
the  market.  With 
joint  ventures  domi- 
nating downstream 
operations  such  as  re- 
fining and  storage, 
the  competition's  in- 
ventories are  no  se- 
cret, critics  charge. 
"You  don't  need  a 
smoky  back  room.  All 
you  have  to  do  is  go  to 
a  computer,"  says 
Jamie  Court,  presi- 
dent of  the  nonprofit 
Foundation  for  Tax- 
payer &  Consumer 
Rights. 

Even  the  closure  of 
a  single  refinery  can 
cause  trouble.  When 
Shell  Oil  Co.  said  that 
it  planned  to  shut 
rather  than  sell  a  re- 
finery in  Bakersfield, 
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Calif.,  critics  charged  it  with  trying  to 
boost  prices  by  reducing  supply.  Under 
pressure,  Shell  agreed  to  put  the  refinery 
up  for  sale.  It  says  it  has  received  22  in- 
quiries—but still  plans  to  shut  it  down 
by  Sept.  30  "based  on  economic  viabili- 
ty" if  there's  no  deal. 

To  be  sure,  there's  more  to  high 
prices  than  the  behavior  of  Big  Oil.  Oth- 


er factors  include  the  big  jump  in  oil  de- 
mand, the  weak  dollar,  and  fears  of  ter- 
rorism. Regardless  of  the  cause, 
though,  the  best  solution  is  genuine 
competition.  And  it  may  emerge  from 
surprising  sources— like  China.  For  in- 
stance, Sinopec,  China's  largest  oil  pro- 
ducer, recently  won  a  share  of  the 
rights  to  explore  for  natural  gas  in  Sau- 


di Arabia's  Empty  Quarter.  An  influx  of 
companies  vying  to  increase  energy 
production  may  displease  Big  Oil,  but  it 
would  be  great  for  consumers.  ■ 

-By  Peter  Coy  in  New  York,  with 

Stephanie  Anderson  Forest  in  Dallas, 

Christopher  Palmeri  in  Los  Angeles, 

Lorraine  Woellert  in  Washington, 

and  Stanley  Reed  in  London 


IRAQ 


Waiting  for  the  Oil 
To  Flow  Again 


Iraq's  oil  prospects  looked  remarkably 
good  following  the  ouster  of  Saddam 
Hussein  in  April,  2003.  After  all,  the 
Iraqi  oil  fields  suffered  surprisingly 
little  damage  through  the  fighting. 
Suddenly  the  Bush  Administration's  vision  of 
fashioning  Iraq  into  a  pro-American  oil 
power  didn't  seem  like  idle  fantasy. 

The  ensuing  year  has  thrown  a  lot  of  cold 
water  on  such  dreams.  Not  only  is  Iraq  years 
from  achieving  its  potential  of  producing  6 
million  barrels  a  day,  but  it  is  also  still 
struggling  to  achieve  its  prewar  output  of  2.5 
million-let  alone  the  3.5  million  or  so  it 
produced  before  the  1979  war  with  iran. 
The  reason  is  clear:  Saboteurs  have 
attacked  Iraqi  pipelines  and  other 
installations  on  an  almost  daily  basis.  The 
attacks,  the  latest  of  which  came  June  9,  are 
crimping  exports  and  slowing  rehabilitation 
work.  But  U.S.  policy  has  contributed  to  the 
problem  as  well.  Occupation  authorities 
have  opted  to  leave 
major  investment 
decisions  for  a  future 
Iraqi  government.  Asa 
result,  they  have  barely 
spent  what's  needed  just 
to  get  the  industry  going 
again.  "Time  has  been 
wasted,"  says  Vera  de 
Ladoucette,  senior 
director  for  Middle  East 
research  at  Cambridge 
Energy  Research 
Associates  in  Paris. 

Still.  Iraq's  oil  fortunes  could  brighten 
now  that  the  country  has  an  interim 
government.  Thamer  al  Ghadban,  the  new 
Oil  Minister,  is  an  experienced  technocrat 
who  is  expected  to  pursue  several  oil  field 
development  projects  that  have  been 
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languishing  and  could  quickly  add  400,000 
barrels  a  day  to  production.  "We  are 
confident  that  by  yearend  we  will  be 
producing  around  3  million  barrels  per  day," 
he  said  on  June  6. 

Reaching  such  levels  isn't  out  of  the 
question,  but  it  would  require  a  simmering- 
down  of  the  turmoil  in  Iraq.  Blown-up 

pipelines,  deteriorating 
wells,  and  internal  battles 
in  the  Iraqi  government 
could  all  block  progress. 
"There  are  so  many 
problems  that  something 
invariably  goes  wrong," 
saysJamalQureshi,  an 
analyst  at  consultant  PFC 
Energy  in  Washington. 

First,  of  course,  comes 
security.  Until  the  U.S., 
together  with  the  nascent 
Iraqi  government,  restore  some  semblance 
of  calm  and  order  to  the  country,  little  will  be 
possible.  Were  that  to  happen,  oil  services 
companies  such  as  Schlumberger  and 
Halliburton  could  probably  take  Iraqi 
produc .  on  back  up  to  3.5  million-barrels-a- 
day.  But      . . f  ney 're  convinced  that  Iraq  is 
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safe,  oil  companies  won't  want  to  put  their 
employees  in  harm's  way. 

There's  little  doubt,  though,  that  Iraq  is 
sitting  on  a  huge  pool  of  oil.  With  an 
estimated  110  billion  barrels  of  reserves, 
production  of  6  million  barrels  a  day  or  more 
would  surely  be  possible.  But  hitting  such 
heights  would  require  investment  of  at  least 
$25  billion  to  develop  new 
fields,  estimates  Muhammad- 
Ali  Zainy,  senior  analyst  at  the 
Center  for  Global  Energy 
studies,  a  think  tank  in  London. 
The  major  international  oil 
companies-a  likely  source  of 
such  financing— are  unlikely  to 
sign  big  contracts  until  a 
legitimate  government  is  in 
place.  And  that  won't  happen 
before  2006  under  the  existing 
blueprint.  Oil  from  such  new 
fields  would  not  come 
onstream  until  2008  at  the 
earliest,  experts  say. 

Ghadban's  first  priority  is  to  overcome 
the  setbacks  of  the  past  two  months.  Until 
recently,  the  fields  in  southern  Iraq,  which 
produce  about  80%  of  its  output,  had  been 
mostly  immune  to  the  sabotage  that  has 
halted  flows  from  Kirkuk  in  the  north  to 
Ceyhan  in  Turkey  for  much  of  the  time  since 
the  war.  But  in  late  April,  insurgents  in  small 
boats  detonated  explosives  near  the  main 
Basra  Oil  Terminal  in  the  South,  briefly 
shutting  it  down.  Then,  in  early  May, 
saboteurs  managed  to  knock  out  one  of  the 
terminal's  two  feeder  pipelines,  slashing  its 
exports  from  1.6  million  to  1  million  barrels 
per  day  for  about  10  days. 

The  decrepitude  of  Iraq's  fields  is  also 
starting  to  exact  a  toll.  Ladoucette  says 
rising  water  content,  a  sign  of  geriatric  wells, 
is  now  crimping  production  in  the  Kirkuk 
fields.  Despite  such  serious  problems, 
there's  little  doubt  that,  given  enough  care 
and  money,  Iraq's  oil  industry  could  become 
a  world  leader.  But  as  with  so  many  other 
aspects  of  that  country,  realizing  Iraq's  oil 
potential  will  require  a  long,  tough  march 
with  unforeseen  twists  along  the  way. 

-By  Stanley  Reed  in  London 
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BY  CATHERINE  ARNST 


Cancer  Superdrugs,  Costly  Side  Effects 

New  therapies  are  extending  lives,  but  the  prices  could  weigh  down  the  nation 


A  REVOLUTION  IS  COMING  IN 
cancer  treatment,  and  Charles 
G.  Gibson  is  on  the  front 
lines.  By  rights,  the  51-year- 
old  Houston  truck  driver 
shouldn't  be  alive  today.  He  was  diag- 
nosed with  advanced  lung  cancer  in  July, 
2001;  only  a  fraction  of  such  patients  live 
more  than  a  year.  After  undergoing  a  year 
of  debilitating  chemotherapy,  Gibson  was 

told  to  prepare  for  the  end.  Instead,  he 
enrolled  in  an  unusual  clinical  trial. 

It  proved  a  very  smart  move.  Dr.  Roy 
S.  Herbst,  a  lung  cancer  specialist  at 
M.D.  Anderson  Cancer  Center  in 
Houston,  put  Gibson  on  a  combination 
of  Avastin,  a  new  colon  cancer  drug, 
and  Tarceva,  an  experimental  lung 
cancer  treatment.  The  two  drugs,  both 
from  Genentech  Inc.,  are  part  of  a  new 
generation  of  targeted  therapies  de- 
signed to  block  a  tumor's  growth  and 
tame  cancer  into  a  chronic  yet  manage- 
able illness.  After  just  a  few  months 
Gibson's  tumors  had  shrunk  by  an  al- 
most unheard-of  90%.  "I  consider  myself  an  optimist,"  says 
Gibson.  "But  I  found  that  hard  to  believe."  The  plan  now  is  to 
stay  on  the  two  drugs  for  as  long  as  the  disease  is  held  at  bay. 
While  not  a  cure,  that's  a  far  sight  better  than  the  alternative. 

$20,000-a-Year  Drugs 

FREAK  RECOVERY?  Not  at  all,  say  oncologists  who  believe  Gib- 
son's experience  could  become  commonplace  in  a  few  years. 
But  one  aspect  of  his  treatment  could  remain  a  major  obstacle: 
the  enormous  price.  Standard  chemotherapy  costs  a  few  hun- 
dred dollars  a  month,  but  Avastin,  a  drug  taken  intravenously, 
lists  for  $4,400  per  month.  Tarceva,  a  pill  likely  to  be  approved 
by  the  Food  &  Drug  Administration  later  this  year,  is  expected 
to  cost  close  to  $2,000  a  month. 

Those  sorts  of  prices,  typical  for  the  growing  array  of  thera- 
pies that  target  specific  cellular  mutations,  threaten  to  put  an 
enormous  burden  on  an  already  strained  health-care  system. 
An  estimated  174,000  people  will  be  diagi  ised  with  lung  can- 
cer in  the  U.S.  this  year.  If  even  a  small  fracti  m  of  those  patients 
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receive  just  one  of  these  targeted  therapies,  the  cost  would  b« 
huge.  And  as  the  acceptance  and  usage  of  such  drugs  spreads 
those  costs  could  grow  exponentially,  blowing  the  nation" 
health-care  bill  into  the  stratosphere.  Already,  national  cance 
care  totals  $64  billion  a  year  in  direct  costs  and  $125  billioi 
more  in  lost  productivity,  according  to  the  National  Cancer  In 
stitute.  And  because  cancer  is  the  most  prevalent  in  those  ove 
65,  those  costs  are  sure  to  rise  as  the  population  ages.  "How  cai 
we  afford  to  pile  $20,000-a-year  drugs  on  top  of  $20,000-a 
year  drugs?"  asks  Dr.  Michael  A.  Friedman,  CEO  of  City  o 
Hope  National  Medical  Center  in  Los  Angeles.  "This  coul* 
completely  exhaust  the  national  health-care  budget." 

With  all  the  rapid  advances,  the  U.S.  will  soon  face  har 
choices  about  how  much  it  wants  to  spend  on  cancer  treat 
ments— and  who  will  get  them.  Yet  th 
looming  cost  conundrum  receive 
scant  attention  at  the  country's  premie 
cancer  meeting  on  June  5-8.  Thoug 
the  27,000  attendees  at  the  America 
Society  of  Clinical  Oncology  gatherin 
in  New  Orleans  were  presented  with  a 
array  of  breakthrough  results,  thei 
were  no  sessions  devoted  to  costs. 

No  doubt,  there's  plenty  to  get  exci 
ed  about.  Most  satisfying  for  the  onco 
ogists:  progress  fighting  the  four  mo 
intractable  cancer  killers— lung,  coloi 
breast,  and  prostate.  Study  after  stuc 
demonstrated  that  both  the  new  gene 
ation  of  targeted  therapies  and  betti 
uses  of  older  chemotherapy  drugs  we: 
able  to  extend  the  median  survival  ft 
patients  with  late-stage  cancer,  whic 
until  now  has  usually  been  a  death  sei 
tence.  "The  very  notion  that  you  can  take  a  couple  of  pills  ar 
shrink  a  solid  tumor  like  colon  or  lung  cancer  is  a  mind-bo; 
gling  event,"  says  Dr.  Robert  J.  Mayer,  director  of  gastrointesi 
nal  oncology  at  Dana-Farber  Cancer  Institute  in  Boston.  "It's 
t  rave,  wonderful  new  world." 

Yet  something  has  to  give.  New  drugs  have  enabled  docto 
to  almost  double  the  median  length  of  survival  for  advanc 
colon  cancer  over  the  past  five  years,  to  22  months.  During  th 
time,  notes  Dr.  Leonard  Saltz  of  Memorial  Sloan-Kettering  Ca 
cer  Center  in  New  York,  the  wholesale  cost  of  the  drugs  used 
treat  a  single  colon  cancer  patient  has  shot  up  from  $500 
1999  to  $250,000  today.  Insurers  have  been  willing  to  pay  so  1 
because  drugs  are  still  cheaper  than  surgery.  And  until  now,  p 
tients  haven't  lived  long  enough  to  become  a  huge  cost  burde 
But  as  survival  rates  creep  up,  price  will  become  a  much  bigg 
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IT  MIGHT  BE  EASIER  TO  TELL  YOU  WHERE  OUR  IP  NETWORK  DOESN'T  GO. 

At  Global  Crossing,  we  built  an  IP  network  that  provides  service  to  more  than  500  commercial 
centers  in  50  countries  on  5  continents.  Not  surprising  from  a  company  that  first  offered  VoIP  technology 
to  enterprises  and  wholesale  carriers  four  years  ago.  Today  our  network  carries  more  than  2  billion  VoIP 
minutes  per  month.  And  our  groundbreaking  iVideoconferencing"  technology  promises  to  become  the 
standard  in  how  companies  communicate.  When  it  comes  to  how  we  communicate,  it's  always  with  a 
single  contact  point  for  customers.  We  believe  there's  no  better  way  to  make  sure  they  remain  satisfied 
customers.  To  look  into  becoming  one  yourself,  visit  us  at  globalcrossing.com. 


One  planet.   One  network!"   Infinite  possibilities. 
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issue.  "There  is  not  enough  money  in 
the  till  to  treat  everyone,"  Saltz  warns. 

Drug  companies  insist  they  must 
price  drugs  high  to  recoup  development 
costs,  which  run  as  much  as  $800  mil- 
lion per  drug.  Yet  as  doctors  figure  out 
new  uses,  prices  should  come  down. 
Drugs  like  Avastin  and  ImClone  Sys- 
tems Inc.'s  Erbitux,  though  approved 

One  Big  Bill 

Avastin  is  one  of  several 
promising  yet  expensive  new 
cancer  drugs 

APPROVED  For  treatment  of 
metastatic  colon  cancer 

COST  $42,800  to  $55,000  per  patient 
for  40  weeks  of  therapy 

POTENTIAL  U.S.  PATIENTS  30,000  to 
40,000  per  year 

TOTAL  COST  Over  $1.5  billion  per  year 

Data:Dr  RoOert  J.  Mayer 


for  colon  cancer,  take  aim  at  mutations 
found  in  a  wide  range  of  tumors.  Er- 
bitux, for  example,  which  costs  $12,000 
per  month,  got  a  lot  of  attention  at  the 
ASCO  meeting  for  a  clinical  trial  which 
found  that  the  drug  can  extend  the  me- 
dian survival  for  patients  with  head  and 
neck  cancer  to  54  months  from  28.  Im- 
Clone CEO  Daniel  S.  Lynch  says  that  as 
a  drug  is  approved  for  more  types  of 
cancer  "we'll  have  to  make  an  assess- 
ment of  the  pricing." 

Better  diagnostic  tests  would  help. 
Most  therapies  have  notoriously  low  re- 
sponse rates:  AstraZeneca  PLC's  Iressa, 
which  goes  for  $1,700  a  month,  works 
on  just  10%  of  lung  cancer  patients.  Re- 
searchers are  working  on  methods  to 
correlate  specific  mutations  with  a 
drug's  effectiveness  so  they  can  avoid 
giving  the  treatment  to  that  other  90%. 
But  such  tests  are  difficult  to  develop. 
Moreover,  patients  want  to  try  any  drug 
they  think  might  help. 

Oncologists,  pharmaceutical  compa- 
nies, and  the  government  will  have  to 
focus  on  the  best  way  to  lower  prices 
for  these  drugs.  More  work  on  diag- 
nostics and  a  streamlined  approval 
process  would  be  a  good  place  to  start. 
Meanwhile,  society  must  face  a  difficult 
dilemma:  Is  treatment,  no  matter  how 
low  the  chance  of  success,  always 
worth  the  price?  And  if  not,  how  will 
we  decide  who  gets  a  drug  and  who 
will  be  denied?  ■ 


SPACE 


PRIVATE  SPACE  TRAVEL: 
WE  MAY  HAVE  LIFTOFF 

If  a  June  launch  comes  off,  a  new  plane  may 
herald  a  commercial  era  in  the  heavens 


Y  THE  TIME  THE  SUN 
begins  to  bake  Califor- 
nia's Mojave  Desert  on 
the  morning  of  June  21, 
a  new  Space  Age  may 
have  dawned.  If  all  goes 
well,  the  world's  first 
private  space  plane,  dubbed  Space- 
ShipOne,  will  have  shot  62  miles  up  into 
the  inky  blackness  of  space  before  glid- 
ing back  to  land  at  the  Mojave  (Calif.) 
airport  95  miles  north  of  Los  Angeles. 

Scores  of  aerospace  entrepreneurs  and 
astronauts-turned-executives  have  been 
waiting  for  the  day  when  space  is  no 
longer  dominated  by  costly  government 
programs.  Cheap  access  to  space,  they 
believe,  is  the  key  to  unlocking  its  com- 
mercial potential.  And  this  could  be  the 
"historic  year,"  says  Rick  N.  Tumlinson, 
president  of  Space  Frontier  Foundation, 
which  promotes  free  enterprise  in  space. 

THE  MOTHER  PLANE 

ELBERT  L.  "BURT"  RUTAN,  president  of 
Mojave's  Scaled  Composites  LLC,  has 
proved  that  small  is  viable.  He  created 
SpaceShipOne  with  the  help  of  just  a  few 
modest  companies.  It  took  only  three 
years,  and  about  $25  million  from  bil- 
lionaire Paul  G.  Allen,  one  of  Microsoft 
Corp.'s  founders. 

The  agenda  on  June  21  starts  with  the 
takeoff  of  White  Knight,  a  special  moth- 
er plane  that  will  carry  the  dart-shaped 
SpaceShipOne  to  50,000  feet.  After  being 
released,  the  spacecraft's  pilot  will  then 
fire  a  rocket  motor  and  climb  straight  up 
for  80  seconds,  hitting  Mach  3,  or 
roughly  2,400  mph,  to  bust  out  of 
earth's  atmosphere.  "This  will  launch  a 
revolution  in  space  technology,"  says 
James  W.  Benson,  who  made  a  mint  in 
software  before  founding  SpaceDev  Inc., 
the  Poway  (Calif.)  startup  that  supplies 
SpaceShipOne's  rocket. 

No  one  will  be  more  pumped  up  than 
Rutan.  In  15  years,  he  predicts,  "space 


tourism  will  be  a  multibillion-doll 
business."  By  yearend  he  plans  to  har 
Allen  a  business  plan  and  designs  f< 
commercial  space  ferries  that  could  ho 
6  or  12  tourists  and  whisk  them  in 
space  once  or  even  twice  a  day. 

How  much  would  a  ticket  cost?  We 
Xcor  Aerospace,  another  Moja 
space-plane  developer,  is  selling  advan< 
tickets  for  suborbital  hops— date  u 
specified— at  $98,000.  But  prices  cou 
eventually  drop  to  $15,000,  according 
a  study  by  Aerospace  Corp.,  a  defen 
contractor  that  has  been  promoting  fri 
enterprise  in  space  since  1988.  At  th 
level,  a  million  people  a  year  might  bi 
rides,  predicts  a  NASA  study. 

In  August,  Rutan  plans  to  go  after  tJ 
$10  million  Ansari  X  Prize.  Intended 
spur    development    of  private    spa 
planes,  it  was  created  in  1996  by  Peter 
Diamandis,  CEO  of  Zero  Gravity  Con 


CHEAP  TO  BUILD        and   has   attract. 

Rutan's  26  competing  cor 

SpaceShipOne         panies  and  tean 
^^^™  To  win,  a  priva 

spacecraft  carrying  the  weight  of  thr 
human  beings  must  reach  62  miles— ai 
do  so  twice  within  two  weeks.  That  she 
interval  of  time  is  the  crucial  facte 
Space  planes  don't  earn  revenues  on  t 
ground,  so  space  flight  will  becor 
cheap  and  routine  only  with  freque 
launches.  Next  up  for  Rutan  and  1 
pals:  the  moon,  Mars...  and  beyond.  I 
-By  Otis  Port  in  New  Yc 
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BY  JIM  KERSTETTER 


Trustbusters  Are  On  the  Wrong  Trail 

Why  Justice's  case  against  the  Oracle-PeopleSoft  marriage  is  misdirected 


IT  WAS  EASY  TO  sympathize  with 
Judge  Vaughn  R.  Walker  as  he  lis- 
tened to  lead  Justice  Dept.  prosecutor 
Claude  F.  Scott  Jr.  explain  why  the 
government  wants  to  block  Oracle 
Corp.'s  $7.7  billion  hostile  takeover  of  rival 
software  maker  PeopleSoft  Inc.  As  Scott 
plowed  through  his  opening  remarks  in  a 
windowless  federal  courtroom  in  San 
Francisco  on  June  7,  Walker  peppered  him 

with  questions.  "That  sounds  like  good  old-fashioned  compe- 
tition to  me,"  Walker  said  as  Scott  described  Oracle's  discount- 
ing tactics.  "Why  would  the  government  want  to  stop  that?" 

The  judge's  comments  highlighted  the  squishiness  of  the 
feds'  case  as  Justice  tries  to  define  a  market  that  is  both  broader 
and  faster-changing  than  it  acknowledges.  Oracle  and  People- 
Soft  compete  in  the  $9  billion  enterprise  applications  software 
market:  Both  sell  multimillion-dollar  software  packages  that 
perform  such  tasks  as  balancing  the  books  and  managing  pay- 
rolls for  everyone  from  midsize  companies  to  General  Electric 
Co.  While  it's  true  that  the  pair,  along  with  German  software  gi- 
ant SAP,  dominate  the  market  with  a  combined  40%  share,  it  is 
increasingly  populated  by  hundreds  of  others,  including  out- 
sourcers  like  payroll  giant  Automatic  Data  Processing  Inc. 
(ADP).  Even  Microsoft  Corp.  wants  in.  Just  as  the  trial  was  about 
to  begin,  Microsoft  announced  that  it  had  considered  acquiring 
SAP  earlier  this  year.  Says  Steven  M.  Cohen,  chief  investment  of- 
ficer at  Kellner  DiLeo  Cohen  &  Co.  in  New  York:  "This  is  prob- 
ably one  of  the  most  quickly  changing  marketplaces." 

That's  not  how  the  Justice  Dept.  sees  it.  In  making  its  decision, 
Justice  isn't  looking  at  the  $9  billion  market  overall.  Instead,  it's 
focusing  on  competition  in  a  $400  million  sliver— what  it  calls 
"high-function"  software  used  by  human  resources  and  finance 
execs  at  multinational  corporations  to  manage  far-flung  opera- 
tions. In  that  segment,  Justice  argues,  the  big  three,  which  last 
year  generated  a  combined  $3.7  billion  in  applications  software 


revenues,  are  the  only  viable  alter 
natives,  meaning  customers  coul< 
face  higher  prices  and  fewer  choic 
es  if  Oracle  buys  PeopleSofi 
"High-end  enterprise  softwar 
may  be  very  complex,"  Deputy  As 
sistant  Attorney  General  Thoma 
O.  Barnett  told  BusinessWeek.  "Bu 
the  issue  in  the  case  is  ver 
straightforward." 
Not  so.  The  feds'  pat  view  of  enterprise  software  fails  to  ac 
count  for  its  history  and  likely  future.  Ten  years  ago,  SAP  was  en 
tering  the  U.S.,  while  Oracle  in  Redwood  Shores,  Calif,  and  Pec 
pleSoft  in  Pleasanton,  Calif,  dominated  at  home.  In  the  fir', 
quarter  of  2004,  SAP  sold  $155  million  worth  of  applications  sofi 
ware  in  North  and  South  America,  nearly  double  Oracle's  Ame; 
icas  sales  and  18%  more  than  PeopleSofVs  worldwide  sales. 

In  other  words,  big  competitors  can  develop  quickly.  Justice  a:  ■ 
gues  such  a  rival  is  unlikely  to  rise  since  the  barrier  to  entry  is  s 
high.  But  what  about  Microsoft?  Barnett  says  its  "current  pnx 
ucts  don't  meet  the  needs  of  high-end  customers"  served  by  0 
acle,  PeopleSoft,  and  SAP.  That  could  change  fast  Before  lookir) 
into  buying  SAP,  Microsoft  spent  $2.5  billion  acquiring  tv\ 
smaller  enterprise  software  companies.  Those  outfits  don't  gt 
Microsoft  into  the  high  end,  but  it's  a  start  And  Microsoft  mao 
it  clear,  in  talking  with  SAP,  that  it  wants  to  play  in  that  market 
The  feds  also  are  discounting  second-tier  companies  lil 
Lawson  Software  Inc.  and  Hyperion  Solutions  Corp.  In  com 
the  DOJ  aims  to  use  Oracle  documents  showing  that  it  rare 
competes  with  these  minnows.  Yet  Oracle  has  lost  several  bi 
contracts  to  the  likes  of  Lawson  and  Hyperion.  And  thanks  i 
the  growing  trend  of  offering  software  as  a  service  over  the  N 
companies  like  ADP  and  Fidelity  Information  Services,  a  Floric 
outsourcing  giant,  are  also  providing  outsourced  alternatives 
There  are  plenty  of  reasons  to  dislike  Oracle's  takeover  bi 
Some  investors  think  $7.7  billion  undervalues  PeopleSoft,  whi 
loyalists  are  justifiably  concerned  about  Oracle's  spotty  cu 
tomer  relations.  But  the  notion  that  the  takeover  would  impe 
il  customer  choice  holds  little  water.  ■ 

-With  Lorraine  Woellert  in  Washingtc 


Crowded  Market 

Oracle  argues  that  acquiring 
PeopleSoft  isn't  anticompetitive 
as  new  entrants  muscle  in. 


THE  900-POUND  GORILLA 

Microsoft  has  acquired  two 
business-application  firms, 
considered  buying  SAP,  and 
is  expected  to  invest  $10 
billion  more  in  the  market 


THE  SECOND  TIER 

Smaller  companies  such  as 
Lawson  Software  and  Sage 
Group  already  account  for 
more  than  40%  of  sales  of 
enterprise  software 


THEOUTSOURCERS 

Unlikely  rivals  such  as 
payroll-processing  giant 
ADP  and  Fidelity 
Information  Services  are 
competing  for  corporate 
IT  dollars 
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EVERY  SHIPPING 
COMPANY  HAS 
TRUCKS  AND  PEOPLE 

WE  HAVE  TRUCKS, 
PEOPLE  AND 


SOMETHING  TO  PROVE. 


Finally,  a  shipping  company  that  works  with  you  the  way  you  want  to  work. 
No  more  rigid  schedules.  No  more  treating  small  business  like  small  business. 
Want  proof?  Call  us  at  1-800-CALL  DHL. 


www.dhl.com 


WE  MOVE  THE  WORLD 
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Analysis  &  Commentar 


COMMENTARY 


BY  ROGER  0.  CROCKETT 


Why  African  Americans  Are 
Shying  Away  from  Top  Colleges 

After  blows  to  affirmative  action,  black  applications  are  off.  Here's  why 


A  TROUBLING  TREND  is  emerg- 
ing in  the  halls  of  higher 
learning.  After  nearly  30  years 
of  rising  African-American 
enrollment  at  U.S.  colleges 
and  universities,  blacks  are  turning  their 
backs  on  some  of  the  country's  elite  insti- 
tutions. At  the  University  of  California  at 
Berkeley,  10%  fewer  blacks  sought  entry 
for  the  fall  term  this  year  than  last;  appli- 
cations at  the  University  of  Michigan  have  dropped  25%.  While 
some,  such  as  Northwestern  University,  report  a  rise  in  black 
applicants,  educators  say  numerous  historically  diverse  public 
schools  throughout  the  country  are  seeing  a  drop.  "This  is  of  se- 
rious concern,"  says  William  B.  Harvey,  director  of  the  Center 
for  Advancement  of  Racial  &  Ethnic  Equity. 

But  it  should  surprise  nobody.  After  all,  the  red  flag  came  last 
June  when  the  U.S.  Supreme  Court  declared  the  affirmative-ac- 
tion program  at  the  University  of  Michigan  unconstitutional. 
Public  schools  like  Michigan  can  consider  race  but,  as  they  weigh 
applications,  officials  can't  use  such  mechanical  means  as  award- 
ing extra  points  to  minority  students. 
So  schools  have  restructured  applica- 
tions to  ask  more  questions  about  fam- 
ily income  and  the  sorts  of  cultural  ex- 
periences that  will  enrich  campus 
diversity.  Outreach,  in  many  cases, 
now  focuses  on  income  rather  than 
race.  Still,  schools  are  struggling  to  bat- 
tle the  perception  among  blacks  that 
affirmative  action  has  been  killed.  And 
that  perception,  educators  say,  has 
shrunk  the  pool  of  black  applicants. 

But  the  restructuring  of  affirmative 
action  isn't  the  only  problem.  The 
number  of  school  reps  recruiting  in 
poorer  neighborhoods  has  also  de- 
clined sharply  because  state  budget 
crunches  have  slashed  outreach  and 
funding  programs.  Moreover,  blacks 
have  been  hit  hard  by  steadily  rising 
tuitions  that  are  far  outpacing  increas- 


The  drop  in  African  American 
applications  for  the  fall  2004  class 

-28%  -25%  -10% 

OHIO  STATE         MICHIGAN       UC  BERKELEY 
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es  in  the  college  grants  reserved  for  low-income  students.  All 
this  has  created  a  ''chilling  effect"  on  black  students,  sa 
Richard  W  Black,  assistant  vice-chancellor  for  admissions  ai 
enrollment  at  Berkeley.  Getting  black  admissions  up  is  imper 
tive.  Here's  how: 

HELP  WITH  ADMISSIONS  Universities  such  as  Michigan  ar 
Ohio  State  University  responded  to  the  Supreme  Court  ruling  1 
adding  short  essay  questions  to  their  applications.  Students  a 
asked  to  discuss  how  they  can  add  to  campus  diversity  or  ho 
they  have  overcome  obstacles.  Michigan  is  also  holding  semina 
on  what  makes  a  good  answer  to  the  questions,  educating  hi§ 
school  counselors  on  how  to  help  applicants,  and  recruiting  mo 
students  to  mentor  new  applicants.  More  schools  should  do  that  tc 
BOOST  PUBLIC  FUNDING  California  has  cut  school  funding 
the  bone,  forcing  UC  schools,  for  example,  to  hike  tuition  14%  th 
year.  Reviving  grants  that  cover  enrollment  fees  for  low-incon 
students  is  crucial.  At  the  same  time,  more  money  needs  to  \ 
pumped  into  federally  funded  Pell  Grants,  which  aren't  keepn 
pace  with  tuition  hikes.  Without  access  to  resources  that  he 
them  attend  college,  say  educators,  blacks  simply  won't  apply. 
CREATE  EFFECTIVE  OUTREACH  Much  of  Northwestern's  succe 
stems  from  aggressive  recruiting  at  black  high  schools.  Whi 
thaf  s  harder  for  public  universities  to  do,  schools  should  lean  o 
the  private  sector  to  fund  such  initiatives  as  OSU's  Young  Scho 
ars  Program.  It  puts  120  promising  low-income  sixth  graders  o 
a  college  track  Universities  also  woul 
do  well  to  mimic  a  program  at  Rutgei 
University.  There  the  student  NAAC 
chapter  took  matters  into  its  ow 
hands  by  organizing  a  weekend-Ion 
event  that  allows  30  to  60  high  scho< 
students  to  ask  questions  about  the  f 
nancial  aid  and  admissions  politic 
and  campus  life  at  the  New  Brunswic 
(NJ.)  university.  "We  felt  like  there's 
problem  because  people  aren't  comin 
here,"  says  Lauren  D.  Byrd,  a  19-yea 
old  junior  and  president  of  the  studer 
NAACP  program.  "We  felt  it  was  ot 
duty  to  show  them  what  Rutgers  ca 
do  for  them." 

Actually,  Lauren,  it's  the  respons: 
bility  of  everyone— schools,  student- 
parents,  and  legislators— to  mak 
sure  African  Americans  don't  tur 
their  backs  on  higher  ed.  ■ 
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There  must  be  a  more  intelligent  way 
to  track  your  financials. 


■ 


Business  Intelligence  from  Business  Objects 


When  you  need  financial  information,  you  need  it 
now.  Not  later.  You  simply  can't  afford  to  sniff  around, 
track  down,  and  piece  together  information  that's 
out  of  date  even  before  you  get  to  use  it. 
There  is,  fortunately,  a  more  intelligent  alternative. 
Industry  standard  business  intelligence  software 
from  Business  Objects.  It  mines  all  your  financial  and 
operational  systems  and  presents  a  complete,  detailed, 
and  up  to  date  financial  picture  of  your  business.  You 
can  access  and  create  financial  reports.  Analyze  your 
data.  And  turn  it  into  instant,  actionable  information. 
Whether  you  have  crucial  business  decisions  to 
make,  or  you're  trying  to  ensure  compliance  with 


today's  regulatory  reporting  requirements,  our 
business  intelligence  solutions  will  provide  all  the 
financial  information  you  need.  So  you  can  better 
track,  understand,  and  manage  your  business  to 
maximize  enterprise  performance. 
Every  day,  more  than  24,000  companies  around  the 
world  rely  on  our  software  to  unlock  the  power  of 
information.  Perhaps  you  should,  too. 
For  your  free  copy  of  our  business  paper  "Optimizing 
Enterprise  Performance  through  Financial  Intelligence," 
visit  www.businessobjects.com/track.  Or  call 
Business  Objects  at  1-800-877-2340.  And  we'll  help  get 
you  on  the  right  track. 


Business  Objects 

The  business  intelligence  standard. 


I*1-* 


In  Biz  This  Week 


EDITED  3Y  MONICA  ROMAN 


COKE'S  PREZ 
ISN'T  IT 

The  other  shoe  finally 
dropped  at  Coca-Cola:  On 
June  9,  Coke  said  that 
President  Steven  Heyer-who 
was  passed  over  for  the  CEO's 
job  a  month  ago-would 
depart  "by  mutual 
agreement"  to  pursue 
"opportunities  outside  of  the 
company."  The  move  was  no 
surprise.  When  Heyer,  52,  lost 
the  race  to  succeed  Chief 
Executive  Douglas  Daft,  few 
expected  him  to  stick  around. 
And  when  new  CEO  Neville 
Isdell  quickly  named  a  new 
human  resources  chief  to 
report  directly  to  him,  it  was 
clear  Heyer  wouldn't  enjoy 
the  clout  he  had  under  Daft. 

Analysts  fear  that  the 
departure  of  marketing  whiz 
Heyer  could  slow  progress 
Coke  has  made  in  reviving  its 
lackluster  advertising.  Heyer's 
departure  could  spark  an 
exodus  of  key  marketing  execs 
he  brought  to  Coke. 

Isdell  is  unlikely  to  name  a 
new  president;  instead,  he'll 
probably  divide  the  job  by 
creating  heads  of  North 
America  and  Coke's 
international  operations.  If  so, 
look  for  former  Coke  bottling 
executive  Irial  Finan  to  take 
the  international  job. 

-Dean  Foust 


APPLE'S 
NEW  FRUIT 

Apple  Computer  is  up  to  its 
trendsetting  ways  again.  On 
June  7,  it  announced  AirPort 
Express,  a  7-ounce,  night- 
light-size  wireless  bay 
station.  By  plugging  the  $129 
device  into  an  electric  socket, 
Mac  and  PC  owners  can 
extend  their  wireless  network 
to  any  room.  The  move  is 
aimed  primarily  at  making  it 
easier  for  digital  music  fans 
to  play  songs  wirelessly. 
Using  related  AirTunes 
technology,  anyone  using 
Apple's  ilunes  software  to 
store  music  on  a  computer 
will  be  able  to  play  tunes 
wirelessly  on  their  living 
room  stereo.  While  Microsoft 
struggles  to  create  "media 
center  PCs"  for  the  living 
room,  Apple  is  taking  a 
different  tack.  Says  IDC 
analyst  Roger  Kay:  "Apple 
isn't  trying  to  bring  the  PC 
into  the  living  room,  just 
bring  the  music  into  the 
living  room."  Where  Apple 
leads,  the  industry  usually 
follows. 


PEPSI  GOES 
THIRSTY 


PepsiCo's  hopes  for  a  sweet 
deal  with  Ocean  Spray 
Cranberries  turned  into 
something  closer  to  sour 
grapes  when  the  cranberry- 
and  grapefruit-growing 
cooperative's  900  members 
voted  against  selling  half  the 


company  to  the  beverage  and 
snack  giant  on  June  8.  Ocean 
Spray,  which  had  $1  billion  in 
sales  and  earned  $209  million 
in  net  proceeds  for  its 
members  in  2003,  has  ridden 
a  roller  coaster  of  cranberry 
pricing.  That  instability  fueled 
the  search  for  partners  despite 
recent  successes,  including 
the  introduction  of  a  white 
cranberry  line  rolled  out  in 
2002.  Ocean  Spray  says 
it  will  pursue  marketing, 
distribution,  and 
manufacturing  joint  ventures 
but  no  longer  plans  to  sell  a 
stake  in  the  company. 


RELIEF  FOR 
EURO  DISNEY 

Walt  Disney  received  a  bit  of 
good  news  when  its  39%- 
owned  Euro  Disney  reached 
agreement  with  its  banks  to 
restructure  debt  and  possibly 
get  new  equity.  Weighed 
down  from  $2.7  billion  in 
debt  and  suffering  from  weak 
tourism,  the  French  park 
needs  the  restructuring  to 
meet  its  financial  obligations. 
Disney,  which  last  year 
provided  the  park  with  a  $52 
million  line  of  credit  and 
waived  management  fees  and 
royalties,  said  in  a  regulatory 
filing  that  some  or  all  of  its 
$494  million  in  investments 
and  receivables  "would  likely 
become  impaired"  if  Euro 
Disney  was  unable  to 
restructure  its  debt.  Details  of 
the  deal  weren't  provided. 


CALIFORNIA 
REGULATIN' 

The  California  Air  Resources 
Board  may  require  carmakers 
in  the  state  to  reduce 
emissions  of  carbon  dioxide 
by  30%,  according  to  The  New 
York  Times.  Right  now, 
California  is  the  only  state 
with  a  law  regulating  so- 
called  greenhouse  gas 
emissions  from  autos.  The 


2002  legislation— which  fe 
effect  with  the  2009  mod 
year— charged  state  regul 
with  determining  the  exai 
reduction  of  the  emission 
California's  policy  could  fto 
carmakers  to  develop  moi 
efficient  vehicles.  The 
California  Air  Resources 
Board  declined  comment 


)] 


ETCETERA... 

>>  Accenture  may  lose  a 
$10  billion  contract  undej 
measure  passed  by  a  Hou  c 
Representatives  committt 
»  Schering-Plough  will  p< 
$500,000  to  settle  charge 
that  it  made  improper 
payments  to  a  foreign  offi  i 
»  MGM  Mirage  extended  i 
June  11  its  $7.6  billion  bid  i 
rival  Mandalay/Resort  Grou 


CLOSING  BELL 


DirecTV  dump 
TiVo?  It  says  no,  bt 

investors  worry  it 
will  eventually  go  it 
house  for  digital 
video  recorders.  0 
June  8,  TiVo's  stocl 
fell  12%  on  news 
that  DirecTV  sold  ii 
stake  in  the  DVR 
pioneer.  Still,  TiVo 
recovered  2%  the 
next  day,  to  $6.54, 
thanks  to  price  cut: 
and  new  services. 


DOLLARS 
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Competition  JM**rAR-MSS» 


RELIABILITY 

SCAN2" 


^avt6R  ,nPU7. 


Double  your  productivity  with  Scan2  technology. 


The  best  way  to  stay  ahead  is 
to  double  your  productivity. 
Scan  Introducing  Scan2  technology 
:rom  Sharp.  Sharp's  Digital  Imagers  with 
Bean2  technology  are  designed  to  scan 
:wo-sided  documents  in  a  single  pass. 

Now  all  your  presentations,  marketing 
strategies  and  inventory  statements  can 
oe  scanned,  copied,  emailed  and  digitally 
distributed  quicker  than  ever  before. 


In  fact,  it's  115%  faster  than  any  other 
product  in  its  class.  Not  only  is  it  like  having 
double  the  help,  it  will  also  allow  you 
to  accomplish  more  tasks,  in  dramatically 
less  time.  Together  with  Sharp's  integrated 
network  management  software  and 
security  features,  your  digital  information 
is  safe  and  workflow  is  fully  optimized. 

Visit  sharpusa.com/scan2  or  call  1-800- 
BE-SHARP  for  more  information. 


The  AR-M550,  AR-M620  and  AR-M700: 

•  Operate  at  55, 62  and  70 pages-per-minute 

•  Fully  integrated  network  ready  digital 
copier/printers 

•  Include  network  management  software 
and  document  filing  capability 


be  sharp 


Results  of  Buyers  Laboratory  Inc.  Document  Feeding  Speed  tests  (originals  per  minute)  in  2:2  mode  for  Sharp  AR-M550  vs.  the  following  manufacturers'  competitive  models:  Canon  ifi  5000  and  5020.  HP  9055 
■MFP,  Konica  71 55.  Kyocera  Mita  KM-5530.  Ricoh  Aficio  1055  and  551.  and  Toshiba  e-STUDIO  550  ©2003  Sharp  Corporation 


NeWS  Washington  Outlook 


EDITED  BY  RICHARD  S.  DUNHAM 

Bush:  On  the  Way 
Back  from  Iraq 


FOR  MONTHS,  PRESIDENT  GEORGE  W.  BUSH  has  been  battered  by  bad 
news  from  Iraq.  The  unexpectedly  fierce  resistance  to  U.S.  occu- 
pation sent  his  approval  rating  plummeting— prompting  even 
some  Republicans  to  fret  that  Bush's  democratization  mission 
was  in  danger  of  catastrophic  failure. 

But  as  the  President  welcomed  the      bia,  which  refused  to  attend  the  G-8  sum- 


leaders  of  the  world's  major  economic 
powers  to  Sea  Island,  Ga.,  on  June  8  for 
the  annual  Group  of  Eight  summit,  there 
were  hopeful  signs  that  the  diplomatic 
and  military  turnaround  Bush  has  sought 
for  so  long  is  nearing.  On  the  day  the  lead- 
ers arrived,  the  U.N.  Security  Council 
unanimously  approved  a  resolution 
supporting  the  interim  government 
scheduled  to  take  control  in  Baghdad  on 
July  1.  In  forging  an  international  consen- 
sus on  the  future  of  Iraq— with  France, 
Germany,  and  Russia  all  on  board— Bush 
displayed  the  deft  sense  of  diplomacy  that 
has  eluded  him  for  18  months.  "It  is  a 
major  step  forward,"  Russ- 
ian President  Vladimir 
Putin  declared  after  meet- 
ing with  Bush. 

The  prevailing  optimism 
at  the  G-8  mirrors  a  newly 
positive  mood  in  Baghdad. 
Interim  Iraqi  Prime  Minis- 
ter Ayad  Allawi  negotiated  a 
pact  under  which  nine  mili- 
tias will  disarm.  Delegating 
security  authority  to  Iraqis 
around  such  holy— and 
hostile— cities  as  Fallujah 
and  Najaf  has  dampened  vi- 
olence. Billions  of  dollars  in 
American  aid  are  starting  to 
flow,  which  could  improve 
services  and  take  unemployed  youths— 
and  potential  terror  recruits— off  the 
streets.  All  of  this  could  enable  the  interim 
government  to  assume  real  power  and 
control  in  coming  months  and  set  the 
stage  for  an  elected  government  to  take 
over  in  January. 

Meanwhile,  the  Administration  is  ton- 
ing down  the  blunt  rhetoric  about  democ- 
racy in  the  Middle  East  that  riled  longtime 
U.S.  friends  such  as  autocratic  Saudi  Ara- 
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SEA  ISLAND  LOVE-IN 

Bush  greets  Italian 
Premier  Silvio 
Berlusconi 


mit.  Bush  is  instead  focusing  on  political 
reform  for  "willing"  countries. 

Mission  Progressing 

REESTABLISHMENT  OF  stability  in  Iraq 
and  the  beginnings  of  an  exit  strategy 
would  not  only  boost  the  President's  tar- 
nished image  on  the  world  stage  but  also 
improve  his  reelection  chances.  It  would 
send  a  message  that  the  mission  is  finally 
being  accomplished  and  at  the  same  time 
undercut  Democrat  John  Kerry's  most  po- 
tent issue.  Of  course,  that  outcome  is  no 
slam  dunk.  Kurdish  leaders  are  threatening 
to  withdraw  from  the  new  government  if  it 
limits  their  rights  to  self-rule. 
The  Ramadan  holiday  starts 
in  mid- October  this  year, 
creating  a  ripe  opportunity 
for  an  insurgent  offensive 
just  weeks  before  the  U.S. 
election.  "The  rebels  will 
have  every  reason  to  make 
the  new  government  look 
like  it's  a  puppet  of  the 
American  government,"  says 
Patrick  L.  Clawson,  deputy 
director  of  the  Washington 
Institute  for  Near  East  Policy. 

Nor  is  it  clear  that  Iraq's  elections 
will  come  off  as  scheduled  in  seven 
months.  U.N.  envoy  Lakhdar  Brahi- 
mi  has  estimated  that  it  would  take 
eight  months  to  have  a  vote  after  the  elec- 
toral system  is  chosen.  And  without  provi- 
sions to  protect  the  rights  of  minority  Kurds 
and  Sunnis,  the  entire  process  could  col- 
lapse. Besides,  with  casualties  continuing  to 
mount,  it's  far  from  clear  that  the  U.S.  has 
achieved  the  stability  required  for  fair  elec- 
tions. So  the  U.N.  vote  is  just  a  start.  But  af- 
ter months  of  setbacks,  it's  a  big  step  for 
Iraq— and  Bush.  ■ 

-By  Stan  Crock  in  Savannah,  Ga. 


CAPITAL 
WRAPUP 

A  REAL 
BELL-RINGER 

A  JUNE  9  DECISION  by  the 
Bush  Administration  handed  a 
big  victory  to  the  Bells— and 
could  remake  the  telecom 
industry.  The  Justice  Depth's 
Solicitor  General  passed  up  a 
chance  to  appeal  a  pro-Bell 
ruling  to  the  Supreme  Court, 
leaving  a  key  part  of  the  1996 
Telecommunications  Act  in 
tatters.  The  result:  Long- 
distance companies  and  other 
potential  competitors  may  find 
it  nearly  impossible  to  break 
into  the  Bells' 
local  calling 
business. 

So  while 
the  Bells  can 
offer  one-stop 
shopping  for 
local  and 
long-distance 
services,  the 
likes  of  AT&T 
and  MCI  _____ 

Group  will         ^™™' 
have  little 

ammo  to  fight  for  consumers. 
They  may  be  forced  to  retreat 
into  the  narrower  market 
serving  businesses. 

Today's  big  winners  are 
Verizon,  SBC,  BellSouth,  and 
Qwest  Communications.  But  they, 
too,  may  be  overshadowed 
sooner  than  they  think.  Cable 
companies  hope  to  make 
inroads  into  local  and  long- 
distance services  with  voice- 
over-Internet  service.  Comcast 
and  Time  Warner  Cable  could 
offer  the  Bells  formidable 
competition. 

AT&T  and  state  regulators  are 
fighting  a  rearguard  action: 
They'll  ask  the  Supreme  Court 
to  step  in  without  the  Bushies. 
And  Congress  next  year  may 
take  another  crack  at  shaping 
the  telecom  future.  But  with 
technology  rushing  ahead,  law 
and  politics  may  find  it 
impossible  to  keep  up. 

-By  Catherine  Yang 
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haveloca 
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pretty 

much 

sewn  up 


InfraStruXure  is  perfect  protection 
for  our  high  power  density  blade  servers.' 


Cliff  Rittel.  Director  of  IT  -  ADCS,  Inc. 
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lnfraStru>\ure 


POWER     RACK     COOLING 


On-demand  architecture  for  network- 
critical  physical  infrastructure 


With  its  modular,  scalable  and  open  building  blocks, 

it's  no  wonder  InfraStruXure's  rack-based  architecture  is 
winning  over  editors  and  end-users  alike  -  especially  as 
blade  servers  and  server  consolidation  cause  power 
densities  to  skyrocket. 

If  you're  not  already  dealing  with  such  high  power 
densities,  the  chances  are  you  will  be  soon.  An  on-demand 
architecture  for  NCPI*,  InfraStruXure"  includes  power, 
cooling,  racks  and  physical  structure,  security  and  fire 
protection,  cabling,  and  the  management  and  servicing 
of  these  elements.  It  is  specifically  designed  to  meet 
ever-changing  IT  requirements  through  scalable,  modular 
and  standardized  components. 

For  high  density  applications,  the  InfraStruXure  High  Density 
Configuration  is  a  patent-pending  hot  aisle  containment 
system  that  cools  up  to  20kW  in  a  single  enclosure. 

Flexible  enough  to  be  moved  or  changed  without 
system  reconfiguration,  the  InfraStruXure  High  Density 
Configuration  can  also  be  scaled  to  meet  changing  needs 
and  future  expansion.  This  makes  it  a  perfect  solution 
for  converted  spaces,  as  well  as  high-density  areas. 


"More  computing  power,  but  with  more  heat... 
presents  a  serious  problem  for  companies  unprepared 
to  meet  the  cooling  demands  of  a  data  center... 

APC  plays  the  hero 
with  a  three-component 
environmental  system. ' 


Introducing  InfraStruXure 
High  Density  Configuration 


The  InfraStruXure"  High  Density  Configuration 

is  a  patent-pending  hot  aisle  containment  system 
that  cools  up  to  20kW  of  blade  servers  in 
a  single  enclosure 

The  InfraStruXure  High  Density 
Configuration  is  ideal  for: 


•  Disaster  Recovery  Sites 

•  Blade  Server  Applications 

•  Converted  Spaces 


Hoi  Aisle  Ce.lino  Til 

Seals  in  hot  air.  prevents  mixing  with  room  a 


Chambers  Doonl 
Access  to  hot 
aisle,  locks  for 
security 


NetworkAIR  FM 
In-row  air  conditioner 
cools  hot  chamber  air 


NCPI  On-Demand  Webcast! 

Top  industry  experts  discuss  new 
approaches  to  network-critical  physical 
infrastructure  (NCF 


.itworld.com/apc_bw2 


The  InfraStruXure* 

Build-Out  Tool  lets 

you  design  and 

lecify  InfraStruXure 

solutions  using 

a  Web-based 

configurator. 


Oliver  Rist,  Senior  Contributing  Editor, 

Brian  Chee,  Industry  Expert 

InfoWorld,  3/12/2004 


To  learn  more  about  InfraStruXure, 

call  1-888-ISX-2990  today  or  visit  us  at  irvww.apc.com. 

*  Network-critical  Physical  Infrastructure  INCPI)  is  the  foundation  upon  which  IT  and  telecommunication  netvwxl 


Receive  your  FREE  APC 
White  Paper: 

"Cooling  Audit  for  Identifying 
Potential  Cooling  Problems  in 
Data  Centers" 

Visit  http://promo.apc.com 
Enter  Key  Code  q840y 
Call  888-289-APCCx3141 

Fax  401-788-2797 


Legendary  Reliability' 
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TRADE 


WIELDING  A  HEAVY 
WEAPON  AGAINST  CHINA 

U.S.  industries  have  filed  a  slew  of  antidumping  suits 
aimed  at  mainland  companies.  Victories  are  piling  up 


n 

«i 

ie 

us 

S 
Dt 


IS 


THE  RECENT  HOUSING 
boom  has  meant  brisk 
business  at  Rooms  To  Go 
Inc.'s  70  sprawling  furni- 
ture showrooms  dotting 
six  southern  U.S.  states.  A 
big  lure:  High-quality, 
handcrafted  furnishings  at  affordable 
prices.  For  $2,500,  for  example,  you  can 
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buy  the  six-piece  Island  Treasures  II  solid- 
oak  bedroom  set  that  includes  a  king-size, 
four-poster  bed  in  a  rich  tropical-brown 
finish  with  hand-carved  pineapple  and  to- 
bacco-leaf patterns.  Such  prices  are  possi- 
ble because  Rooms  To  Go,  based  in  Seffh- 
er,  Fla.,  has  the  furniture  made  in  China, 
which  boasts  efficient  production  lines 
and  wages  as  low  as  50<t  an  hour,  com- 


m 

n 

ar 

od 

pared  with  $16  in  North  Carolina.  "This  *t 

kind  of  furniture  couldn't  be  made  here  at  & 

a  price  within  reach  of  average  Ameri-  & 

cans,"  says  CEO  Jeffrey  Seaman. 

But  after  June  17,  bedroom  sets  at  * 
Rooms  To  Go  and  other  U.S.  retailers  may  * 
be  less  of  a  bargain.  That's  when  the  U.S.  * 
Commerce  Dept.  is  expected  to  make  its  fr  * 
nal  ruling  on  an  antidumping  suit  against  *t 


Its  "non- 
market" 
status  is 
making 
China  an 
easy  target 


:ven  Chinese  manufactur- 
es of  wooden  bedroom  fur- 
iture,  including  the  suppli- 
•  of  the  Treasures  II  set. 
.S.  manufacturers  say  Chi- 
2se  rivals,  whose  annual 
.S.-bound  exports  of  bed- 
>om  furniture  tripled  to 
1.4  billion  from  2000  to 
303,  have  led  to  34,000 
.S.  layoffs,  dozens  of  plant 
osings,  and  plummeting 
rices.  The  Commerce  Dept. 
unlikely  to  assess  the  440%  punitive  du- 
2s  demanded  by  the  U.S.  producers,  but 
hefty  levy  appears  likely  since  the  U.S. 
iternational  Trade  Commission  has  al- 
:ady  ruled  that  Chinese  imports  have 
imaged  America's  furniture  industry. 

HANTOM  DISTORTIONS? 

HINA'S  RECORD  SO  FAR  is  abysmal.  In 
rery  Chinese  case  over  the  past  four  years 
here  the  ITC  has  ruled  that  a  U.S.  indus- 
y  has  been  damaged— the  first  step  in  a 
imping  suit— the  U.S.  has  imposed 
malties.  Since  2001,  the  U.S.  has  issued 

2  antidumping  findings  against  a  wide 
iriety  of  Chinese  industries— far  more 
tan  from  any  other  nation— alleging  they 
)ld  goods  in  the  U.S.  at  less  than  their  true 
-oduction  cost.  And  the  average  duties  as- 
;ssed  against  Chinese  producers  are 
iore  than  double  those  for  the  rest  of  the 
orld,  ranging  as  high  as  330%  on  sac- 
larin.  What's  more,  such  petitions  no 
nger  focus  only  on  minor  products  such 
i  paintbrushes  and  candles.  U.S.  compa- 
les  increasingly  are  going  after  major  in- 
lstries  such  as  furniture  and  consumer 
ectronics.  In  May,  Washington  slapped 
ities  of  5.2%  to  78.4%  on  color  TV  man- 
facturers,  a  sector  where  Chinese  exports 
■  the  U.S.  had  leapt  by  150%  in  three 
;ars,  to  $276  million  in  2003. 

Why  is  China  such  a  juicy  target?  Its 
124  billion  annual  trade  surplus  with  the 
.S.  is  one  reason.  But  just  as  important  is 

3  legal  status  under  international  trade 
w.  In  most  countries,  the  U.S.  investi- 
ites  dumping  cases  by  looking  for  gov- 
•nment  subsidies  to  industries  and  deter- 
lining  whether  local  manufacturers  pay 
ir  market  prices  for  raw  materials,  labor, 
id  facilities.  China,  though,  is  classified  as 
"nonmarket  economy."  That  means  the 
.S.  can  simply  ignore  Chinese  data  on 
)sts  on  the  assumption  they  are  distorted 
/  subsidized  loans,  rigged  markets,  and 
ie  controlled  yuan.  Instead,  the  govern- 
ent  uses  data  from  other  developing  na- 
3ns  regarded  as  market  economies.  In 
ie  TV  and  furniture  cases,  the  U.S.  used 
idia— even  though  it  is  not  a  big  exporter 


of  these  goods.  Since  India's 
production  costs  were  higher, 
China  was  ruled  guilty  of 
dumping.  Under  Beijing's  deal 
to  enter  the  World  Trade  Orga- 
nization, its  nonmarket  status 
will  last  until  2016. 

Now,  Beijing  is  stepping  up 
its  lobbying  to  change  the 
rules.  It  already  has  persuaded 
the  European  Union,  New 
Zealand,  and  Singapore  to  ei- 
ther stop  using  or  more-selec- 
tively  use  third  countries  as  benchmarks  in 
dumping  suits.  Following  a  November  vis- 
it to  Washington  by  Prime  Minister  Wen 
Jiabao,  the  U.S.  and  China  set  up  a  team  to 
explore  more  equitable  ways  to  resolve 
dumping  disputes  and  identify  reforms 
needed  for  China  to  qualify  as  a  market 
economy.  Meanwhile,  Chinese  authorities 
are  forming  groups  to  monitor  budding 
trade  fights  and  help  manufacturers  better 
understand  dumping  rules. 

But  no  solution  is  on  the  horizon.  Wash- 
ington wants  China  to  implement  deep  re- 
forms—including a  floating  currency  and 
an  overhaul  of  its  banking  system— before 


Some  complain  the  field  is  so  tilted  it  is 
virtually  impossible  to  win  an  antidump- 
ing suit.  Because  the  U.S.  ignores  Chinese 
data,  U.S.  manufacturers  "never  need  ac- 
tual proof  of  market  distortion,"  argues 
Daniel  J.  Ikenson  of  the  Cato  Institute,  a 
Washington  think  tank.  And  the  U.S.  has 
enormous  discretion  in  making  its  cost  cal- 
culations, so  it's  tough  for  Chinese  manu- 
facturers to  know  whether  they're  obeying 
U.S.  laws,  claims  William  Silverman,  who 
has  represented  Chinese  clients  in  several 
suits.  "If  a  Chinese  company  asks  me  how 
to  comply,  I  don't  know  what  to  tell  them." 

Such  complaints  win  little  sympathy 
among  besieged  U.S.  manufacturers. 
Chinese  companies  hurt  themselves  be- 
cause "they  price  their  goods  so  far  below 
everyone  else  in  the  world  that  they  can 
devastate  American  companies  in  a  mat- 
ter of  months,"  says  attorney  David  A. 
Hartquist,  who  represented  U.S.  industry 
in  the  TV  case.  Declares  Doug  Bassett, 
sales  vice-president  at  Vaughan-Bassett 
Furniture  Co.,  a  plaintiff  in  the  furniture 
suit:  "It's  our  duty  to  make  sure  no  more 
jobs  are  lost  because  of  illegal  dumping." 

Even  if  they  keep  winning  skirmishes, 


SSSt, 

I        Getting  Dumped  On 

China  is  losing  ever-more  antidumping  suits  filed  by  U.S. 
manufacturers.  Some  recent  cases: 

1      PRODUCT 

RULING 
DATE 

ANNUAL  U.S. 
IMPORTS 

ANTIDUMPING 
DUTY 

Bedroom  furniture 

June  2004* 

$1.5  billion 

NA 

Color  TVs 

May  2004 

276  million 

5%  to  78% 

T ~u     1 

Iron  pipe  fittings 

Nov.  2003 

20  million 

7%  to  111% 

1  Saccharin 

June  2003 

3.6  million 

up  to  330% 

1 

1     "Expected                                                                                         Data:  U.S.  Commerce  Dept. 

it  will  agree  to  call  it  a  market  economy. 
"We  can't  rely  on  Chinese  prices  because 
we  know  they  are  distorted,"  says  James  J. 
Jochum,  Commerce  Dept.  assistant  secre- 
tary for  import  administration.  "Until 
China  becomes  a  market  economy,  we 
must  use  the  best  tools  available  to  us." 

The  Chinese  see  it  differently.  They  ar- 
gue China  is  rapidly  evolving  into  a  true 
market  economy  and  that  its  low  costs 
are  the  product  of  massive  scale  and  su- 
perheated domestic  competition— not 
hidden  subsidies.  "The  TV  market  in 
China  is  already  totally  market-driven. 
The  state  doesn't  offer  us  any  special 
policies,"  protests  Tomson  Li,  chairman 
of  Huizhou-based  TV  maker  TCL  Corp., 
which  was  hit  with  a  21%  dumping  duty. 
India's  TV  industry,  he  says,  "is  relative- 
ly backward,  so  its  costs  are  higher." 


the  U.S.  plaintiffs  may  be  fighting  a  losing 
war.  If  Chinese  prices  shoot  up,  furniture 
production  will  merely  shift  to  other  low- 
cost  nations  such  as  Vietnam,  Brazil,  and 
the  Philippines,  contends  Michael  J.  Veit- 
enheimer,  counsel  for  Fort  Worth-based 
retail  chain  Bombay  Co.,  which  imports  all 
of  its  products.  Still,  now  that  U.S.  produc- 
ers have  tasted  easy  victory,  "we  fear  this 
could  be  the  tip  of  the  iceberg,"  he  says. 
"Tomorrow,  it  could  be  dining-room  fur- 
niture and  then  living-room  furniture." 

The  battle  lines  have  been  drawn.  Un- 
less Washington  and  Beijing  can  find  a 
reasonable  middle  ground  for  defining  a 
market  economy,  it  will  be  open  season 
on  Chinese  manufacturers.  And  boom 
times  for  U.S.  trade  attorneys.  ■ 

-By  Pete  Engardio  in  New  York,  with 
Dexter  Roberts  in  Beijing 
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RUSSIA 


MURKY  DEALS 
AT  GAZPROM 

Russia  may  let  foreigners  buy  in.  But 
is  something  amiss  at  the  gas  giant? 


W 


HEN  IT  COMES 
to  lecturing  Big 
Business  on  corpo- 
rate transparency, 
you  don't  get  more 
vocal  than  Russia's 
President  Vladimir 
V.  Putin.  In  recent  months,  Putin  and  his 
ministers  have  been  laying  down  the  law 
to  Russia's  "oligarchs."  Oil  magnate 
Mikhail  B.  Khodorkovsky  is  about  to  go 
on  trial,  charged  with  tax  evasion.  His 
company,  Yukos,  has  been  told  to  pay  a 
$3.4  billion  bill  for  taxes  it  allegedly 
dodged  in  2000  through  transfer-pricing 
schemes.  It's  all  part  of  a  government 
drive  to  encourage  corporate  social  re- 
sponsibility, says  the  Kremlin. 

Russia's  biggest  company,  gas  giant 
Gazprom,  has  managed  to  avoid  being  a 
target  of  Putin's  recent  crackdown.  Yet  a 
June  8  report  by  Hermitage  Capital  Man- 
agement Ltd.— Russia's  largest  equity-in- 
vestment fund,  with  assets  of  $1.5  billion, 
including  shares  of  Gazprom— harshly 
criticizes  the  way  the  company  is  man- 
aged. Hermitage  points  to  financial 
anomalies  at  Gazprom  that  it  says  cost 
shareholders  some  $2  billion  in  lost  prof- 
its last  year.  The  government  itself  is 
Gazprom's  largest  shareholder,  and 
Chairman  Alexei  Miller  is  a  Putin  ally. 

The  quality  of  Gazprom's  governance 
could  soon  come  under  international 
scrutiny.  The  Kremlin  has  hinted  it  in- 
tends to  remove  restrictions  on  foreign 
ownership  of  Gazprom's  domestically 
traded  shares  by  the  end  of  the  year. 
When  that  happens,  Gazprom's  size  ($27 
billion  in  sales)  and  importance  mean  it  is 
set  to  become  one  of  the  biggest  investor 
draws  in  any  emerging  market. 
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That  would  be  good  news,  if  it  weren't 
for  persistent  worries  that  Gazprom  mi- 
nority investors  are  getting  a  raw  deal. 
Hermitage  alleges  that  the  company  un- 
derreported  income  from  joint  ventures 
with  foreign  partners  by  more  than 
$500  million  over  the  past  three  years.  It 
also  says  that  Gazprom's  operating  ex- 
penses rose  by  more  than  23%  last  year, 
and  it  is  not  clear  why. 

PIPELINE  PAYOUT 

WHAT  WORRIES  HERMITAGE  most  is  a 
controversial  deal  to  transport  gas  from 
Turkmenistan  to  Ukraine.  Hermitage  al- 
leges that  last  year  Gazprom  gave  away 
$767  million  in  profits  by  contracting  out 
these  gas  supply  operations  on  highly  fa- 
vorable terms  to  the  Eural  Trans  Gas  trad- 
ing company.  Eural  Trans  Gas  enjoys  an 
exclusive  contract  with  Gazprom  to  send 
gas  from  Turkmenistan  to  Ukraine 
through  pipelines  100%  owned  and 
maintained  by  Gazprom.  "I  can't  under- 
stand why  Gazprom  wouldn't  be  maxi- 
mizing its  own  interests,"  says  William  F. 
Browder,  Hermitage's  CEO.  "Giving 
three-quarters  of  a  billion  dollars  to  an- 
other company  just  doesn't  make  sense." 


Gazprom  rejects  Hermitage's  charges. 
"We  are  thankful  for  the  criticism,  but 
unfortunately  [Hermitage]  made  mis- 
takes in  facts  and  figures  and  wrong  as- 
sumptions," says  Denis  Ignatiev,  head  of 
Gazprom's  foreign  relations  division.  In 
a  statement,  Gazprom  said  a  rise  in  the 
value  of  the  euro  had  added  to  equip- 
ment costs,  and  transit  costs  had  risen  in 
some  export  markets.  It  also  said  the  dis- 
crepancy in  joint-venture  income  was 
due  to  loss-making  joint  ventures. 

The  charges  all  sound  painfully  fa- 
miliar. Back  in  2001,  investors  were  de- 
lighted when  Putin  sacked  the  former 
Gazprom  management  and  installed 
Miller.  They  hoped 
Putin's  new  team 
would  put  an  end  to 
schemes  that  critics  al- 
leged were  draining  £ 
profits  from  the  compa- 
ny. Under  Gazprom's 
old  boss,  Rem  Vya- 
khirev,  a  scandal  broke 
concerning  Gazprom's 
links  with  Itera,  a  Flori- 
da-registered  trading  > 
company.    Itera    mad. 


Many  think 
Gazprom's 
minority 
investors 
are  getting 
a  raw  deal 
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SIBERIA  GAS 

Operating 
costs  are  up 
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rofits  by  buying  gas  from  Gazprom 
heaply  and  selling  it  at  market  prices  to 
Duntries  such  as  Ukraine.  Critical 
biareholders  and  the  media  speculated 
lat  Itera  was  linked  to  the  old  Gazprom 
lanagement,  although  no  ties  were 
ver  proved. 

Gazprom  no  longer  uses  Itera  as  an 
itermediary  for  selling  gas.  The  bad 
ews,  in  the  eyes  of  investors  such  as 
[ermitage,  is  that  Eural  Trans  Gas  ap- 
ears  to  have  stepped  in  to  fill  its  shoes. 

The  origins  of  Eural  Trans  Gas  are 
tirouded  in  mystery.  The  company  was 
igistered  on  Dec.  6,  2002,  in  Hungary, 
he  shareholders  were  three  Romanians 
nd  an  Israeli.  The  day  before  it  was  reg- 
itered,  a  contract  between  Gazprom 
nd  Ukraine's  national  oil-and-gas  com- 
any,  Naftogaz,  had  appointed  Eural 
rans  Gas  the  agent  for  transporting  gas 
•om  Turkmenistan  to  Ukraine.  In  re- 
am for  these  services,  Eural  Trans  Gas 
ets  to  keep  38%  of  that  gas— some  13 
illion  cubic  meters  (bcm)  a  year— with- 
ut  paying  for  it.  By  selling  the  gas,  Fur- 
1  Trans  Gas  has  been  able  to  capture 
7%  of  the  Ukrainian  gas  market  and  a 
rowing  share  of  more  lucrative  markets 


further  west,  where  it  is  emerging  as  a 
major  rival  to  Gazprom. 

Hermitage  estimates  that  in  2003, 
Eural  earned  $510  million  from  selling 
7.7  bcm  of  gas  to  Ukraine  and  an  addi- 
tional $682  million  from  selling  5.2  bcm 
at  higher  prices  to  Germany,  Poland,  and 
Slovakia,  bringing  its  total  2003  revenue 
to  $1.19  billion.  Yet  Eural  Trans  Gas  paid 

Middlemen 

In  the  Way 

Share  of  the  imported  gas  market  in 
former  Soviet  republics 

GAZPROM     INTERMEDIARIES 


1996 


1996 


74% 

2003 

49% 


26% 

2003 

51% 


'Eural  Trans  Gas.  Itera.  others 

Data  Hermitage  Capital.  Russian  State  Customs  Committee 


Gazprom  just  $425  million  for  the  use  of 
its  pipelines,  which  is  the  only  way  to 
transport  gas  from  Turkmenistan  to 
Ukraine.  The  net  profit  to  Eural  Trans 
Gas  was  $767  million,  according  to  Her- 
mitage. Eural's  Web  site  says  the  compa- 
ny made  $220  million  in  gross  profit  last 
year,  still  a  lot  for  a  company  with  no 
hard  assets.  "A  middleman  in  this  type 
of  transaction  doesn't  make  sense,"  says 
Kaha  Kiknavelidze,  an  analyst  at 
Moscow  brokerage  Troika  Dialog. 

"WE  ARE  NOT  RELATED" 

SO  WHO  ARE  the  lucky  beneficiaries?  In 
an  October  interview  with  Ukrainian 
newspaper  Zerkalo  Nedeli,  Eural's  Hun- 
garian managing  director,  Andras 
Knopp,  said  that  the  four  shareholders 
were  temporarily  acting  on  behalf  of 
Gazprom  and  Naftogaz  in  order  to  quali- 
fy for  Hungarian  tax  breaks,  which  the 
two  companies  couldn't  claim.  Gazprom 
denies  this.  "We  are  not  related  to  Eural 
Trans  Gas,"  says  Ignatiev.  He  says  the 
Ukrainians  demanded  that  Gazprom 
ship  gas  from  Turkmenistan  via  the  com- 
pany. Officials  from  Ukraine's  Naftogaz 
were  unavailable  for  comment. 

The  story  doesn't  end  there.  In  March, 
Eural  Trans  Gas  announced  it  had  been 
acquired  by  three  new  shareholders:  At- 
lantic Caspian  Resources,  a  small  British 
oil-exploration  company;  JKX  Gas,  a 
Dutch-registered  company;  and  DEG 
Handels  of  Austria.  The  new  CEO  of  Eur- 
al Trans  Gas  is  Cedric  Brown,  chairman  of 
Atlantic  Caspian  PLC  and  a  former  chair- 
man of  British  Gas.  In  a  statement  to 
BusinessWeek,  Eural  Trans  Gas  said:  "It  is 
not  really  appropriate  for  us  to  be  drawn 
into  any  dialogue  between  Hermitage 
and  Gazprom." 

The  new  shareholder  structure  hardly 
sheds  much  light  on  who  is  really  behind 
the  company.  JKX  was  sold  to  an  undis- 
closed buyer  in  December,  2003.  Atlantic 
Caspian  declared  it  was  technically  in- 
solvent last  November— but  was  rescued 
at  the  last  minute  by  Denby  Holdings,  a 
newly  formed  company  registered  in 
Cyprus.  Its  two  shareholders,  both 
British  citizens,  are  described  as  co-di- 
rectors of  a  hotel  company  with  interests 
in  Russia. 

Confused?  So  are  Gazprom's  minority 
investors.  "Why  would  the  governments 
of  Russia,  Ukraine,  and  Turkmenistan  al- 
low two  guys  from  England  to  take  away 
three-quarters  of  a  billion  dollars  of  eco- 
nomic benefit  from  this?"  asks  Browder. 
That's  a  question  that  no  one  seems  to  be 
in  a  hurry  to  answer.  ■ 

-By  Jason  Bush  in  Moscow 
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AVAyA 


a  higher  plane 
of  communication 


WHEN  TAKING  YOUR  COMPANY  on  the 
IP  telephony  road,  the  right  traveling 
companion  is  essential.  Avaya  Global 
Services  will  not  only  get  you  going  in  the 
right  direction,  but  we'll  guide  you  the 
whole  way.  For  starters,  we  develop  a 
comprehensive  network  plan  that  includes 

IP   Telephony 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  wq  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems5"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
.dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 


Contact   Centers 


Unified    Communication 


With 


AVAYA  GLOBAL  SERVICES 

at  your  ude,  migration  to  IP  telephony  ean  be  a 

SMOOOOTH  RIDE. 
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Will  Iraq's  Allawi 
Use  an  Iron  Fist? 


WAD  ALLAWI'S  FRIENDS  describe  the  Prime  Minister  appointed  on 
une  2  to  head  Iraq's  new  interim  government  in  the  same  way. 
:Ayad  is  a  practical  man,"  they  say.  Strife-torn  Iraq  is  badly  in 
leed  of  pragmatism,  and  Allawi's  supporters  say  he  has  the  po- 
itical  experience  and  sound  judgment  that  could  give  him  a  fair 

hance  at  bringing  an  end  to  the  chaos  that     dam's    regime    received    CIA    support. 

•lagues  much  of  the  country.  Although    trained    as    a    neurologist, 

Allawi  is  expected  to  use  the  new  gov-     Allawi  honed  his  tough-guy  image  through 


rnment/s  most  powerful  position  to  be 
ough— even  ruthless— with  criminals 
nd  organizers  of  political  violence.  He'll 
Jso  try  to  convince  people  who  benefited 
rom  the  ousted  regime  of  Saddam  Hus- 
ein  that  they  can  prosper  in  the  new  Iraq, 
iome  associates  say  Allawi,  a  58-year-old 
ormer  exile  who  chaired  the  security 
ommittee  of  the  now  disbanded  Iraqi 
Governing  Council,  doesn't  think  Iraq  is 
eady  for  anything  close  to 
Vestern  democracy.  He 
dans  to  focus  on  building 
ip  the  Iraqi  military,  police, 
ind  internal  intelligence 
ervices.  "I  think  he  will 
ucceed  in  creating  not  a 
ully  democratic  state  but 
omething  on  the  model  of 
ordan  or  Egypt,"  says 
}hanim  Jawad,  a  human 
ights  campaigner  at  the 
J-Khoei  Foundation,  a  Shi- 
te charitable  organization 
n  London.  In  short,  Iraq 
inder  Allawi  might  come  to 
esemble  other  tightly  po- 
iced  Arab  states. 

To  keep  order  in  the 
rionths  leading  up  to  next 
anuary's  elections,  Allawi 
vill  have  to  appeal  to  disparate  groups.  Un- 
ike  many  other  Iraqi  politicians,  he  has  the 
>otential  to  do  that.  He  hails  from  a  promi- 
lent  family  of  the  majority  Shia  Muslim 
ect.  But  he  was,  unusually  for  a  Shia,  a 
iaathist  student  leader  during  the  coups 
ind  purges  that  brought  the  party  to  power 
n  the  1960s.  Allawi  broke  with  Saddam  in 
he  early  '70s,  after  moving  to  London.  He 
bunded  the  Iraqi  National  Accord  (INA),  an 
sale  group  whose  efforts  to  destabilize  Sad- 


ALLAWI  He's 
already  righting 
what  he  sees  as 
American  wrongs 


brutal  clashes  with  the  Saddam  regime.  In 
1978,  he  was  seriously  wounded  by  an  ax- 
wielding  assailant,  likely  sent  by  Saddam, 
who  broke  into  his  London  home.  In  the 
mid-'90s,  Allawi's  group  worked  with  the 
CIA  to  establish  a  network  of  recruits  inside 
Iraq  who  planned  to  bomb  radio  stations 
and  rail  lines.  But  Saddam  uncovered  and 
executed  dozens  of  the  rebels,  dealing  the 
INA  a  huge  setback. 

Inclusive 

BECAUSE  OF  HIS  CIA  con- 
nection, Allawi  now  risks 
being  branded  an  American 
puppet.  But  he's  not  hesitat- 
ing to  correct  what  he  con- 
siders  to  be   missteps  by 
Washington.  He  thinks  the 
U.S.  decision  to  dissolve  the 
Iraqi  military  and  bar  senior 
Baathists  from  responsible 
positions  was  an  enormous 
error  that  deprived  Iraq  of 
talent  and  unnecessarily  cre- 
ated enemies.  His  govern- 
ment includes  two  former  Baathists 
and  appears  designed  to  appease  the 
Sunni  minority.  Allawi  gave  the  key 
post  of  Interior  Minister  to  Falah  al- 
Naqib,  a  general's  son  who  serves  as  a 
governor  in  the  Sunni  triangle. 

These  efforts  may  not  be  enough  to 
quell  the  violence.  "I  think  the  insurgency 
is  going  to  run  and  run,"  says  Toby 
Dodge,  an  Iraq  specialist  at  Britain's  War- 
wick University  who  doubts  Allawi  can 
build  up  the  military  fast  enough.  Still,  in 
the  Iraqi  context,  drafting  a  leader 
schooled  in  the  art  of  intrigue  to  restore 
order  makes  sense.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

ANOTHER  BLOW  TO  THE 
PALESTINIAN  ECONOMY 

ISRAEL  HAS  decided  to  shut 
down  one  of  the  last  vestiges  of 
economic  cooperation  with  the 
Palestinians.  On  June  8,  Israeli 
Industry  &  Trade  Minister  Ehud 
Olmert  ordered  the  closure  of 
the  Erez  industrial  zone  on  the 
border  with  the  Gaza  Strip. 
More  than  4,000  Palestinians 
provided  cheap  manpower  for 
the  100  or  so  textile  factories  in 
the  zone.  The  move  will  be  a 
further  blow  to  the  devastated 
Gaza  economy,  where 
unemployment  is  running  at 
40%.  Erez  has  been  the  scene  of 
several  recent  terrorist  attacks. 

CAN  IT  GET  MUCH  WORSE 
FOR  GERMANY'S  SPD? 

GERMAN  CHANCELLOR 

Gerhard  Schroder  got  a  brief 
respite  from  domestic  political 
troubles  in  early  June  as  he 
became  the  first  German  leader 
to  attend  D-Day  memorial 
ceremonies  in  Normandy.  There 
was  also  good  news  from  the 
German  Institute  for  Economic 
Research  in  Berlin,  which  on 
June  9  predicted  growth  of 
0.6%  in  the  second  quarter, 
better  than  expected. 

But  Schroder  may  get  a  sharp 
reminder  of  his  unpopularity 
among  voters  in  June  13 
elections  for  the  European 
Parliament.  A  poll  by  Berlin's 
Forsa  research  firm  showed 
Schroder's  Social  Democrats 
likely  to  win  only  28%  of  the 
vote,  vs.  45%  for  the  opposition 
Christian  Democrats.  The  SPD 
was  also  expected  to  get 
clobbered  in  a  state  election  in 
Thuringen  on  the  same  day  and 
in  municipal  elections  in  several 
other  regions.  While  the 
elections  won't  affect  the 
balance  of  power  in  Parliament, 
a  debacle  will  fuel  speculation 
that  Schroder  is  too  unpopular 
to  survive  until  the  next 
national  elections  in  2006. 
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Whether  it's  around  the  office  or  around  the  world,  Ricoh  gives  you  the  latest  technology  to  scan,  send  and  manage 
ideas  every  step  of  the  way.  Turn  your  inspiration  into  a  colorful  reality  with  Ricoh's  document  management  solutions. 
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Napster  is  back.  Over  700.000  songs  strong.  Students 
everywhere  are  downloading  the  music  they  want,  when 
they  want  it.  with  just  a  click.  IBM  is  helping  university 
servers  handle  the  demand.  That's  On  Demand  Business. 

The  newAcura  2005  RL  automatically  downloads  diagnostic 
data,  maintenance  reminders  and  up-to-the-minute  traffic 
conditions.  IBM  business  consultants  helped.  Acura  delivered. 
That's  On  Demand  Business. 


It's  On  Demand  Business.  Ready  to  respond  to  the  pace, 
pressures  and  fluctuations  of  an  on  demand  world. 


On  Demand  Business  is  about  how  you  design  your 
business  to  respond  quickly  to  ever-changing  levels  of 
competition,  customer  expectation  and  market  flux. 

Few  of  today's  business  challenges  are  new:  create 
value,  differentiate,  delight  customers,  increase  your 
productivity,  grow. 

What  is  new  is  the  intense  pressure  to  deliver  it  all  in 
less  time,  with  less  money,  little  warning  and  almost 
no  forgiveness  for  error  -  against  a  constantly  fluid 
background.  All  of  which  creates  two  distinct  types  of 
organizations:  the  quick  and  the  dead. 

Staying  quick  means  rethinking  how  processes, 
people  and  information  are  integrated  across  your 
company.  Identifying  bottlenecks,  blind  spots  and 
inefficiency.  Rethinking  rigid,  costly  or  commodity 
processes.  Replacing  them  with  flexible,  integrated 


designs,  often  newly  enabled  by  technology.  Either 
in-house  or  with  partners.  One  step  at  a  time,  building 
ROI  upon  ROI. 

Why  IBM?  Because  the  best  partner  to  help  you 
integrate  is  the  partner  who  best  understands  all  the 
pieces  that  need  to  be  integrated,  from  people  to 
processes  to  industry  specifics  to  technology. 

That  partner  is  IBM. 

Today.  IBM  is  both  the  world's  largest  business 
consultancy  and  the  world's  largest  technology 
company,  with  deep  experience  in  industries  from 
Financial  Services  to  Government  to  Automotive.  We 
help  clients  thrive.  We  can  help  you,  too. 

It's  an  on  demand  world.  Be  an  On  Demand  Business. 

To  talk  to  us,  visit  ibm.com/ondemand 


ON  DEMAND  BUSINESS 


IBM.  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other 
countries  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ot  others      2004  IBM  Corporation  All  rights  reserved. 
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execs  are  unveiling  a  system  to  compete 
with  the  iPod  that  plays  movies  as  well 
as  music.  And  Cisco  Systems  Inc.  is 
hawking  a  Wi-Fi  boombox  you  can  carry 
out  by  the  pool.  Nearly  everyone,  it 
seems,  is  venturing  far  from  their  spe- 
cialties. And  it's  not  just  tech  companies. 
TV  manufacturers  in  Japan  and  cell- 
phone makers  in  Korea  are  jerry-rigging 
their  products  with  microprocessors  and 
software,  racing  to  turn  them  into  a  new 
generation  of  digit-gobbling,  network- 
ready  contraptions. 

For  nearly  two  decades,  industry  sages 
have  heralded  the  coming  age  of  con- 
verging digital  technology.  But  it  re- 
mained an  empty  slogan.  Now,  thanks  to 
faster  chips,  broader  bandwidth,  and  a 


common  Internet  stan- 
dard, technologies  are 
quickly  merging.  The 
market  for  personal  digi- 
tal assistants,  so  hot  in  the 
late  '90s,  is  vanishing  as 
customers  get  the  same 
functions  in  a  cell  phone— often 
with  a  camera  to  boot.  The  latest  televi- 
sions from  Royal  Philips  Electronics  and 
Sony  Corp.  have  enough  computing  fire- 
power to  grab  streaming  video  off  the 
Net.  "Convergence  is  finally  really  hap- 
pening," says  Gottfried  Dutine,  an  execu- 
tive vice-president  at  Philips.  "Digitaliza- 
tion  is  creating  products  that  can't  be 
categorized  as  tech  or  consumer  electron- 
ics. The  walls  are  coming  down." 

That  sets  up  a  collision  of  three  massive 
industries.  In  one  corner  stands  the  $1.1 
trillion  computer  and  software  biz,  with  its 
American  leaders.  In  another  is  the  $225 
billion  consumer-electronics  sector,  with 
its  strong  Asian  roots  and  a  host  of  ag- 
gressive new  Chinese  players.  The  third 


DIGITAL 
CONVERGENCE 
IS  FINALLY 
HAPPENING-AND 
THAT  MEANS  NEW 
OPPORTUNITIES 
FOR  UPSTARTS 
AND  CHALLENGES 
FOR  TECH  ICONS 
BY  STEPHEN 
BAKER  AND 
HEATHER  GREEN 
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camp  is  the  $2.2  trillion  communications 
industry,  a  behemoth  that  extends  from 
wireless  powerhouses  in  Asia  and  Europe 
to  the  networking  stars  of  Silicon  Valley. 
All  three  groups  will  have  a  hand  in  build- 
ing the  digital  wonders  that  are  headed 
our  way.  But  none  of  these  industries, 
much  less  a  single  company,  can  put  all  the 
pieces  together.  They  all  need  help.  For  this 
they  venture  into  adjoining  territories, 
where  they  forge  new  partnerships  and 
take  on  new  rivals. 

The  result  is  a  Big  Bang  of  conver- 
gence, and  it's  likely  to  produce  the 
biggest  explosion  of  innovation  since  the 
dawn  of  the  Internet.  Flip  through  Busi- 
nessWeek's Information  Technology  100. 
From  global  powerhouses  such  as  Sam- 
sung Group,  IBM,  Microsoft,  and 
Hewlett-Packard  to  lesser-known  players 
such  as  Taiwanese  laptop  king  Quanta 
Computer  and  Hong  Kong  display  maker 
TPV  Technology,  all  are  busy  crafting 
strategies  for  convergence.  Over  the  com- 
ing years,  they'll  turn  today's 
scribblings  on  laboratory  white 
boards  into  thousands  of  new 
computerized  products  and 
network  services.  Most  will 
flop.  But  a  few  breakthroughs 
are  sure  to  take  off,  giving 
birth  to  new  tech  champions 
and  changing  the  way  we  live 
and  work.  Hossein  Eslam- 
bolchi,  president  of  AT&T  Lab- 
oratories, thinks  the  changes 
ahead  will  be  as  significant  as 
the  advent  of  commercial  avia- 
tion in  connecting  people  and 
communities.  "This  is  going  to 
be  the  most  disruptive  period 
in  the  past  50  years,"  he  says. 

Driving  this  long-awaited 
trend  are  two  powerful  factors: 
the  relentless  evolution  of  tech- 
nology and  the  tech  industry's 
hunger  for  growth.  For 
decades,  the  mere  idea  of  a 
computer  company  making 
Brazilian  TVs  or  French  phones 
would  have  been  laughable. 
Those  markets  were  cloistered 
behind  varying  standards  and  a 
maze  of  diverse  technologies. 
But  with  the  spread  of  digital 
technology  and  the  rise  of  In- 
ternet standards,  those  differ- 
ences are  fast  melting  away. 
The  chips  and  software  and 
network  connections  that  have 
defined  the  computer  industry 
are  spreading  quickly  into  other 
domains.  For  tech  companies 
grappling    with    a    maturing 


computer  industry,  these  new  markets 
brim  with  potential  growth.  "As  technolo- 
gy converges,  our  opportunities  expand," 
says  Intel  Corp.  Chief  Executive  Craig  R. 
Barrett.  "This  is  where  we're  putting  all  of 
our  resources." 


Rush  to  Innovate 

THE  ECOSYSTEM  FOR  the  new  net-, 
worked  machines  is  starting  to  take 
shape.  One-third  of  U.S.  households  now 
have  broadband  access  to  the  Internet. 
The  connections  are  still  far  too  poky  for 
TV,  but  they're  always  on— and  thaf  s  a 
start.  In  the  past  three  years,  14  million 
U.S.  families  have  linked  their  computers 
with  wireless  home  networks.  These  set- 
ups are  quirky  and  weak,  but  they  provide 
a  base  to  grow  from.  The  third  leg  is  the 
mobile  phone  and  all  the  goodies  it  can 
deliver.  Some  55%  of  Americans  now  car- 
ry cell  phones,  and  the  first  data  servic- 


es—radio, photos,  and  short  video  clips- 
are  starting  to  take  off  (page  78). 

As  these  technologies  evolve  over  the 
next  decade,  a  new  digital  world  will 
emerge.  Analysts  predict  that  these  nas- 
cent networks  will  speed  up  by  an  average 
of  50%  a  year,  the  historic  norm.  That  will 
help  the  U.S.  catch  up  over  the  next  few 
years  to  where  the  Japanese  and  Koreans 
are  today— with  far  faster  broadband  and 
mobile  systems  that  are  robust  enough  for 
commuters  to  check  for  traffic  jams  and 
watch  soap  operas  on  their  cell  phones 
(page  80).  As  networks  grow  and  chips 
continue  to  strengthen,  companies  will 
work  madly  to  come  up  with  winning 
products  and  services.  Within  the  next  five 
years,  industry  analysts  say,  practically 
every  machine  in  the  wide  realm  of  com- 
munications—every  gadget  that  sings 
talks,  beams  images,  or  messages— will" 
sport  a  powerful  computer  and  a  network 
connection.  And  every  bit  of  digital  infor- 
mation, whether  it's  a  phone  call,  a  song,  a 
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CONVERGENCE: 
WHAT  DOES  IT  MEAN? 


HOW  THE 
PIECES  ARE 
COMING 
INTO  PLACE 


WHAT  THE 
CONVERGED 
WORLD  WILL 
LOOK  LIKE 


BANDWIDTH  EXPLODES  High-speed  lines  are 
now  being  used  by  one-third  of  U.S.  households, 
with  higher  percentages  in  parts  of  Asia.  Some 

lillion  broadband  users  run  wireless  networks 
at  home.  This  is  the  vital  plumbing  for  delivering 
and  video  there. 


CREEN  TVS  ARE  EVERYWHERE 

viassive  investments  in  Asia  should  drive  down 

lat  computerized  TVs  by  50%  within  two 
years       ^e  will  become  the  essential  furniture  of 
the  n<;-i       ed  home.  And  users  will  want  ever 
mort  dth  to  fill  the  high-definition  screens. 

DON'T  BUY.  SUBSCRIBE  New  offerings  such  as 
Rhapsody's  music  service,  Comcast's  Video  on 
Demand,  and  Disney's  MovieBeam  deliver  music 
and  movies  via  the  Web.  Content  collections  sit 
on  the  network,  and  subscribers  click  for  music 
and  prograr  ming. 

SMART  P'    NES  PROLIFERATE  Cell  phones 
:  be     he  hands  of  nearly  2  billion  people 
by     07,  uj.  rr  1 1.3  billion  today.  The  coming 
gizmos  will  cormectto  the  Web  for  e-mail,  music, 
and  video  clips  from  anywhere,  anytime. 


NETWORKS  GALORE  Entertainment  and 
business  move  onto  high-speed  networks, 
within  homes,  offices,  and  throughout  the 
mobile  world.  Most  wires  disappear. 

PROGRAMMING  EXPLODES  Myriad  Web 
sites  compete  with  TV  networks,  and  legion  I 
of  individuals  beam  their  own  video  up  to  th| 
Web  and  become  programming  publishers. 

TIME  FADES  AWAY  TV  and  rad  I 

schedules  virtually  disappear  as) 
programming-on-demand  takes  | 
over  everything  except  major 
sports  and  news  events. 

VOICES  WITH 
FACES  As  phones 
merge  with 
computers,  video 
calls  finally  take  off. 
Far-flung  teams  work 
on  shared  documents 
in  virtual  meetings, 
igniting  offshoring 
and  telecommuting. 
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Web  page,  or  a  movie,  will  flow 
among  these  machines  in  the 
very  same  river  of  data. 

By  the  end  of  this  10-year  cy- 
cle, the  change  could  be  ex- 
treme. Web  pages  will  snap  to 
life.  Hundreds  of  thousands  of 
political  bloggers,  fly  fishermen, 
chefs,  and  Oprah  wannabes  will 
be  uploading  gobs  of  video  pro- 
gramming—creating their  own 
channels.  This  plethora  of  Web 
shows  will  joust  for  attention 
with  television  fare,  Internet  ra- 
dio, video  e-mails,  and  games. 
All  of  it  will  play  on  televisions, 
computers,  and  cell  phones, 
which  will  be  different  flavors  of  the  same 
machine.  "The  concept  of  a  network  or  a 
channel  will  go  away,"  says  Jakob  Nielsen, 
a  partner  at  technology  consultant 
Nielsen  Norman  Group  in  Fremont,  Calif. 
They're  artifacts  of  old  technology." 

The  dramatic  shifts  ahead  are  likely  to 
shake  up  age-old  concepts  at  the  founda- 
tion of  our  economy.  In  the  coming  mar- 
kets of  moving  bits,  who  owns  what?  Will 
people  buy  their  programming  and  ma- 
chines? Or  will  they  rent  and  subscribe? 
Innovative  companies  will  sort  out  these 


MOTOROLA  V80 


29 


Here's  Motorola's 
handset  for  party 
animals.  It  swivels 
open,  revealing  a  bright  color 
screen  and  a  digital  camera 
with  a  4x  zoom.  You  can  watch 
videos  on  it  or  compose  your 
own  ring  tones.  There's  a  light 
show,  too:  Pull  it  out  when  the 
music's  playing  loud,  and  it 
blinks  to  the  rhythm. 


questions,  leading  the  way  in  building 
new  business  models  for  the  coming  age. 
Those  who  figure  out  how  to  reach 
through  the  networks  to  deliver  cus- 
tomized information  and  services  will  be 
the  architects  and  kings  of  the  converged 
economy.  Michael  Moe,  co-founder  of 
ThinkEquity  Partners  LLC,  a  San  Francis- 
co investment  bank,  predicts  that  these 
people  and  companies  will  rise  quickly. 
"Five  years  from  now,  it  will  be  over,"  he 
says.  "The  winners  will  be  determined." 
The  clock  is  ticking— pushing  compa- 


nies to  hurry  into  bruising  and 
unformed  markets  far  from 
their  roots  and  their  expertise. 
The  process,  as  Nokia  Corp.  can 
attest,  is  often  humbling.  A  year 
ago,  the  Finnish  company 
created  N-Gage,  a  handheld 
phone/game-console  designed 
to  beat  the  consumer-electronics 
champs  into  a  new  hybrid  mar- 
ket. But  its  awkward  design 
drew  scorn  from  gamers,  and  to- 
day even  Nokia  admits  the  first 
version  was  a  disappointment. 
Then  there's  Intel,  AT&T,  and 
IBM,  which  together  backed  a 
Wi-Fi  joint  venture  in  2002 
called  Cometa  Networks  Inc.  The  goal  was 
to  link  all  the  Wi-Fi  hot  spots  into  one 
seamless  network.  But  last  month, 
Cometa  said  it  would  shut  down,  the  vic- 
tim of  fierce  competition  and  an  embryon- 
ic business  plan.  Says  Sky  Dayton,  founder 
of  Boingo  Wireless  Inc.,  a  Cometa  rival: 
"It's  hard  to  translate  success  from  one  in- 
dustry into  success  in  another." 

As  the  giants  struggle  to  adjust,  they'll 
face  swarms  of  upstarts  that  enjoy  pow- 
erful advantages.  The  newcomers  carry 
no  baggage  from  the  old  days,  and  they 


(E  COMPANIES 
TTING  BIG  ON 
INVERGENCE 


SUNG  Shaping  up  as  the  titan  of 
vare,  the  Korean  company  is  a 
r  in  TVs,  phones,  and  components 
as  flat  screens  and  chips. 

(OSOFT  Sees  Windows  linking  a 
ora  of  new  music,  phone,  and 
services.  Banking  on  xBox  and 
a  PCs  for  the  living  room. 

s  betting  that  untangling 
urging  technologies  will  be  big 
ess  for  its  services  group.  Big 
also  is  creating  new  chips  with 
for  video  games. 


DANGER  Lacks  entertainment 
programming  to  sell  with  its  machines, 
which  would  distance  it  from  hardware 
price  wars  and  Chinese  manufacturers. 

DANGER  Couch  potatoes  may  resist 
linking  entertainment  systems  to 
software  known  for  complexity, 
crashes,  and  viruses. 


DANGER  Up  and-coming  Chinese 
chip  foundries  eventually  may  succeed 
in  undercutting  IBM  on  price  to  power 
next-generation  game  machines. 


L  Is  spending  $2  billion  to  build 
•for  the  full  gamut  of  coming 
ines,  from  smart  phones  and  flat- 
TVs  to  handheld  video  players. 

CAST  Plans  to  equip  its 

(llion  subscriber  homes  for  Web 
3  service  within  18  months,  and 
teo  on  Demand  could  shake  up 
dustry. 


DANGER  The  chip  giant  is  battling  on 
enemy  turf.  Texas  Instruments  has 
more  savvy  in  communications,  while 
IBM  and  Sony  are  tops  in  games. 

DANGER  Its  cable  connections  are 
slow  by  global  standards.  And 
consumers  could  bypass  cable,  to 
download  programming  directly  from 
studios  and  artists. 


WHAT  MUST 
HAPPEN  FOR 
CONVERGENCE 
TO  PAY  OFF 

SIMPLICITY 

Manufacturers  must 
make  networking  a  house 
and  setting  up  mobile 
services  as  simple  as 
plugging  in  a  TV.  If  they 
fail,  the  promise  of  the 
technology  will  remain 
locked  inside  the  box- 
and  only  geeks  will  buy  it. 

STANDARDS  The  industry  must  settle  on  a 
strong  standard  for  digital-rights  protection. 
Without  it,  studios  and  publishers  will 
withhold  music  and  programming.  Other 
technical  standards  should  allow  all  the 
pieces  to  work  together,  preferably  from  a 
single  remote. 

OPEN  PLATFORMS  Startups  and  individuals 
will  drive  growth  with  an  explosion  of  new 
services,  applications,  and  programming 
-but  only  if  they  can  develop  on  a  free  and  open 
software  platform  not  ruled  by  any  one  group 
or  company. 
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SONVPSP 


Sony's  next-generation  PlayStation,  set 
for  release  late  this  year,  runs  two 
powerful  chips— one  for  games,  the 
other  for  movies  and  music.  Unlike 
Nokia's  N-Gage,  the  PSP  won't  double 
as  a  phone.  But  gamers  who  want  to 
go  head  to  head  can  hook  up  via  a 
Wi-Fi  connection. 


have  the  chance  to  sprint  ahead  on  the 
strength  of  one  breakthrough  idea.  Histo- 
ry, too,  is  on  their  side.  Precious  few  com- 
panies have  made  the  leap  from  one  gen- 
eration of  technology  to  the  next.  Who 
figured  out  the  PC?  Not  minicomputer 
makers,  but  Apple  Computer  Inc.  Who 
mastered  the  Web?  Upstarts  such  as  eBay 
Inc.  and  Yahoo!  Inc.  "Big  companies  can- 
not really  see  beyond  their  current  cus- 
tomer base,"  says  Nicholas  Negroponte, 
chairman  of  Massachusetts  Institute  of 
Technology's  MediaLab.  "This  is  why 
most  new  ideas  come  from  small  compa- 
nies that  have  nothing  to  lose." 


Dogfight 

WHICH  INDUSTRY  is  best  posi- 
tioned for  the  clashes  ahead? 
Each  of  them  eyes  soaring  op- 
portunities while  confronting 
stark  vulnerabilities.  Hardware 
manufacturers  tiptoe  at  the  edge 
of  commodity  markets.  DVD 
players,  for  example,  have  fallen 
in  price  from  $400  to  $49.99  in 
the  past  six  years.  Software  mak- 
ers face  the  specter  of  free  open- 
source  programs,  such  as  Linux. 
Hollywood  confronts  pirates. 

It's  too  early  to  choose  win- 
ners from  losers,  but  a  few 
trends  are  clear.  Chipmakers 
such  as  Intel,  Texas  Instru- 
ments, and  ST  Microelectronics 
start  out  on  top.  Their  micro- 
processors will  be  scooped  up  to 
power  a  widening  galaxy  of 
products.  And  as  their  chips 
grow  stronger,  they  can  etch 
new  services,  such  as  network- 
ing, into  the  silicon.  Korea's 
Samsung  also  seems  to  be  sit- 
ting pretty.  It  has  chips  of  its 
own,  flat  screens,  and  it  drives 
innovation  at  the  high  end  of  the 
hardware  markets,  above  the 
commodity  fray.  At  the  other 
end  of  the  spectrum,  entertain- 


ment studios  and  sports  franchises  pro- 
duce the  much-needed  programming 
that  will  splash  across  high- definition 
screens  and  bring  hundreds  of  new  de- 
vices to  life.  It  is  in  the  vast  center  of  this 
meta-industry  that  the  dogfight  of  con- 
vergence is  likely  to  rage.  "What  you  find 
are  commoditized  low-end  or  a  smaller 
high-end  business,"  says  analyst 
Stephen  Baker  of  NPD  Group  Inc. 
"There  are  lots  of  problems  in  the  mid- 
dle." There,  myriad  distributors  and 
hardware  makers— from  Sony  and  Bell- 
South to  TiVo  and  Blackberry  maker  Re- 
search In  Motion— will  be  scratching 
and  clawing  for  each  customer. 

To  see  how  this  drama  will  play  out 


over  the  next  few  years,  begin  with  t 
key  arena  of  China.  That's  where  the  a 
sembly  lines  for  digital  convergence  . 
ready  are  starting  to  hum.  This  vast  wor 
shop    should    drive   down   prices    t 
important   appliances,   especially   fla 
screen  TVs.  They  now  cost  from  $2,000 
$6,000,  about  10  times  the  price  of  a  sta 
dard  color  TV.  The  hope  is  that  new  pr 
duction  will  slice  the  price  by  half, 
more,  by  2006.  Analysts  predict  that  h 
monitors  will  help  spur  spending  on 
host   of  networked   consumer   good 
Think  of  flat  screens  in  the  kitchen 
cars,  in  stores,  or  in  schools— all  of  thei 
carrying  programming  customized  ft 
that  particular  spot.  Oliver  D.  Curme, 

■  general  partner  at  Battery  Vei 
tures,  thinks  spending  on  coi 
sumer  electronics,  which  gre 
from  1%  of  disposable  income ; 
1980  to  1.5%  in  2000,  could  ri. 
_  to  2%  within  the  next  two  I 
three  years.  "That's  a  really  b 
wave,"  he  says. 

The  Chinese-driven  mark' 
for  hardware  promises  to  dri\ 
down   prices   mercilessly— an 

I  spawn  a  host  of  fleet-foote 
startups.  Using  the  computer  ir 
dustry's  off-the-shelf  compt 
nents,  newcomers  can  piece  tc 
gether  dream  machines  in 
hurry.  Tiger  Telematics  Inc., 
Jacksonville  (Fla.)  maker  c 
global  positioning  systems, 
one  example.  In  the  past  year,  th 
company  has  fashioned  a  poi 
pourri  of  components  from  M 
crosoft,  Samsung,  and  other 
into  a  new  handheld.  The  result 
A  $400  game  machine,  the  Gi2 
mondo,  that  includes  GPS,  fuL1 
motion  video,  a  music  playe 
and  text  and  photo  messaging 
Says  CEO  Michael  W.  Carrendei 
"Suddenly  we  can  compete  wit 

JOBS  He  passed  on  the  cell- 
phone biz  since  the  scale  that's 
needed  is  beyond  Apple's  reach 
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Working-from-Home  Walter  now  gets  more 
done  in  slippers  than  in  wingtips. 


NAME:  Working-from-Home  Walter 

QUOTE:  "Who  says  I  have  to  be  at  work  to  be 
hard  at  work?" 

CHALLENGE:  His  company  needs  him.  His  family  needs  him. 

NOKIA'S  ANSWER  FOR  LI:  Nokia  Secure  Access  System 


MEETS  HIS  NEEDS  by  letting  him  work 

ron  his  home  PC  when  he  needs  to  and 
stiil  have  access  to  business-critical 
applications  like  email,  sales  data,  and 
enterprise  resource  planning  software. 


MEETS  HIS  COMPANY'S  NEEDS  by  creating  a  more 
flexible  yet  cost-effective  and  secure  work 
environment  for  valuable  employees. 

Learn  how  to  mobilize  your  team  and  increase  business 
productivity.  Download  "The  Anytime,  Anyplace  World" 
white  paper  at  »nokiaforbusiness.com 


NOKIA 

Connecting  People 
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the  Sonys  of  the  world  with  a 
best-of-class  product." 

To  escape  what  promises  to  be 
a  brutal  hardware  market,  com- 
panies are  likely  to  embrace  en- 
tirely new  business  models.  The 
first  step,  already  under  way,  is  to 
sell  or  rent  hardware  with  sub- 
scriptions. One  example  is  Walt 
Disney  Co.'s  Movie  Beam,  a 
video-on-demand  service.  The 
box  rents  for  $799  a  month.  Its 
network  connection  keeps  its 
hard  drive  stocked  with  about 
100  new  movies  from  a  range  of 
studios.  Increasingly,  industry 
analysts  expect  hardware  makers 
to  sell  home-entertainment  sys- 
tems bundled  with  similar  sub- 
scription packages.  Juha  Chris- 
tensen,  a  former  Microsoft 
executive  and  president  of 
Macromedia  Inc.'s  Mobile  &  De- 
vices Div,  expects  companies  from  Sony 
to  Best  Buy  to  promote  new  subscription 
services  by  practically  giving  away  the 
hardware.  "We're  within  24  months  of  a 
subsidized  TV,"  says  Christensen. 

While  new  hybrid  machines  will  hog 
much  of  the  limelight,  the  services 
wrapped  around  them  will  create  far 
more  impact.  Consider  a  couple  of  the 
pioneers.  With  the  iPod  music  player, 
Apple  Computer  added  a  tiny  hard  drive 
to  a  music-playing  computer  and— 
voila!— vast  music  collections  suddenly 
fit  into  a  pocket.  But  it  was  the  accompa- 
nying service— the  99<t  downloads 
through  iTunes— that  ultimately  caused 
bigger  waves.  Suddenly  the  music  in- 
dustry was  facing  an  entirely  new  and 
destabilizing  model  for  selling  its  prod- 
uct. Around  the  same  time,  the  founders 
of  TiVo  jerry-rigged  a  computer  with 
vast  storage.  Still,  it  was  TiVo's  service, 
complete  with  an  easy-to-grok  remote, 
that  helped  viewers  design  their  own 

SAMSUNG  HOME  PAD 


viewing  schedule.  This  has  not  only 
shaken  the  advertising  industry  but  pro- 
voked a  rush  toward  on-demand  pro- 
gramming. "It's  changing  the  way  peo- 
ple experience  TV,"  says  Dave  Watson, 
vice-president  for  sales  at  Comcast 
Corp.,  which  is  rolling  out  its  own  video- 
on-demand  service. 


Key  Fixes  Needed 

AS  INNOVATIVE  services  take  root,  the 
very  concept  of  ownership  is  likely  to  fade 
in  much  of  the  tech  industry— as  it  al- 
ready has  in  cars,  with  widespread  leas- 
ing. Paul  Saffo,  director  of  Institute  for  the 
Future  in  Menlo  Park,  Calif.,  sees  a  wide 
array  of  tech  products  turning  into  what 
he  calls  "congealed  services."  Instead  of 
buying  a  device,  he  says,  consumers  will 
rent  or  borrow  it  and  subscribe  to  just 
about  everything  they  want:  music, 
movies,  software,  burglary  protection. 


U  This  summer  some 
480  Korean  families 
are  moving  into  homes 
wired  with  Samsung's  networked 
technology,  homevita.  They'll  be 
able  to  use  the  HomePad— or  a 
cell  phone— to  brew  coffee,  call  up 
a  movie,  or  even  check  for 
prowlers.  The  price?  $4,300  for 
the  network  and  Home  Pad, 
TV  and  stereo  not  included. 


0 


BARRETT  Convergence,  says 
Intel's  CEO,  "is  where  we're 
putting  all  of  our  resources" 


Service  providers  will  handle  u 
stallation  and  maintenance 
mammoth  business  in  a  ne 
worked  world.  And  since  tr 
machines  will  be  defined  it 
creasingly  by  their  softwar 
they'll  be  able  to  add  features  an 
functions  with  upgrades  sei 
through  the  network  into  sul 
scribers'  homes. 

The  home  is  shaping  up  as 
key  battleground  in  conve 
gence.  That's  where  the  compu 
er  industry,  quarantined  in  th 
den,  is  attempting  to  bust 
way  into  the  consumer- elec 
tronics  stronghold,  the  livin 
room.  Both  sides  embrace  th 
sparkling  vision  of  the  net 
worked  home— a  place  where  music  an 
movies  and  Web  pages  all  zip  from  on 
device  to  the  next  at  the  touch  of  a  re 
mote.  Parks  Associates,  a  market-re 
search  firm  that  follows  home  technolc 
gies,  predicts  that  shipments 
media-hub  computers  will  grow  in  th 
U.S.  from  13  million  this  year  to  mor 
than  40  million  in  2008. 

Which  side  will  provide  the  softwar 
for  these  networks?  Microsoft,  naturall; 
lays  claim  to  this  market.  Its  Media  Cer 
ter  software  puts  the  controls  for  all  horn 
appliances,  including  the  TV,  right  int 
the  PC.  But  Samsung,  Sony,  and  others  oil 
fer  the  same  service  through  a  set-to  I 
box.  Says  Kazuo  Hirai,  president  of  Son 
Computer  Entertainment  America  Inc. 
"Innovation  takes  two  forms— one  driver 
by  us,  the  other  driven  by  the  software 
development  community." 

But  unless  these  merging  industrie 
get  a  few  key  things  right,  the  digita 
home  will  remain  the  rarified  realm  o 
milhonaires  and  geeks.  The  first  is  sim 
plicity.  If  appliances  can  find  and  accom 
modate  one  another  on  the  home  net 
work  with  the  touch  of  a  button  on  ; 
single  remote,  the  technology  coulc 
sweep  into  the  consumer  mainstrean 
around  the  world.  But  that's  asking  a  lot 
These  are  the  industries,  after  all,  tha 
among  them  have  brought  us  four  or  fiv< 
separate  remotes  in  a  single  living  room 
not  to  mention  crashes,  pop-ups,  anc 
viruses.  "You  don't  want  to  reboot  you 
whole  computer  just  to  watch  a  half-hou 
of  Friends"  says  Sean  Debow,  Asia  Pacif 
ic  technology  strategist  at  UBS.  So  wha 
will  lead  to  simplicity?  Perhaps  the  all 
too-present  fear  that  if  one  companj 
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SATURDAY: 


10am -12pm: 

Meet  fiancee  to  preview  string 

quartet  for  wedding  reception. 


lpm-3pm: 

Take  fiancee  to  select  silverware 

and  fine  china  pattern. 


4pm-6pm: 

Dinner  with  fiancee  and 

in-laws  to  review  guest  list. 


or 


3m-6pm:  World  Soccer  Finals. 


Life's 


.*#*** 
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MICROSOFT  MEDIA2GO 


M  ^^ThinkofitasaniPod 
XI  v4  that  plays  movies. 
^■1  ^^  The  Portable  Media 
Center  from  Singapore's  Creative 
Technology  runs  on  Microsoft 
software  and  is  due  out  later  this 
year.  It  can  hold  175  hours  of  video 
and  play  for  six  hours  on  a  charge. 
Will  Apple  launch  a  similar  product? 
CEO  Jobs  says  no— at  least  for  now. 


doesn't  get  it  right,  it'll  be  swept  away  by 
others  that  do. 

Just  as  vital  as  simplicity  are  across- 
the-board  standards.  A  maze  of  stand- 
alone technologies  threatens  to  balka- 
nize  the  networked  home  and  sap  its 
potential.  Apple  and  Microsoft,  for  ex- 
ample, are  each  trying  make  its  own  mu- 
sic software  the  industry  norm,  while 
Toshiba  and  Sony  lock  horns  over  next- 
gen  DVD  technologies.  Perhaps  the  most 
important  standard  is  a  strong  and  uni- 
fied system  for  protecting  digital-rights 
management.  Without  such  a  guarantee, 
studios  and  publishers  will  withhold 
their  jewels  from  the  new  networks  for 
fear  of  piracy.  The  challenge  is  to  come 
up  with  a  norm  that  permits  users  to 
shuttle  programming  from  one  TV  to  the 
other,  out  to  the  cell  phone  and  into  the 
car— without  letting  it  escape,  Napster- 
style,  to  hundreds  of  millions  of  other 
customers  on  the  network. 


Who's  in  Charge? 

THE  FUTURE  OF  entire  industries  could 
hinge  on  this  jousting  over  digital  rights. 
Microsoft  and  others  are  busy  building 
their  own  standards.  If  one  emerges,  cus- 
tomers could  buy  their  music  and 
programming  directly  from  the  studios 
or  even  the  artists,  bypassing  the  cable 
and  network  powers  that  dominate  dis- 
tribution today.  Brad  Brooks,  Microsoft's 
director  for  Windows  XP  consumer  mar- 
keting, notes  that  consumers  already  are 
creating  their  own  program  and  music 
mixes  through  services  such  as  TiVo  and 
music  downloads.  He  thinks  similar 
trends  will  thunder  through  the  cable  in- 
dustry within  3  to  10  years.  Others  main- 
tain that  Microsoft's  threat  will  spur  the 
entertainment  industry  into  developing 
its  own  technology.  Says  Philips'  Dutine, 
'a  Microsoft  rival:  "One  thing  that's 
waking  them  up  now  is  the  role  of 
Microsoft.  People  are  saying:  'If  they  con- 


trol [digital  rights],  we're  in  deep  s-t!' " 
As  industries  converge,  the  pressure  to 
offer  every  conceivable  service  is  relent- 
less. Stay  out  of  a  market  and— who 
knows?— someone  might  step  into  it  and 
steal  your  customers.  Apple  Chief  Execu- 
tive Steven  P.  Jobs  says  a  key  to  succeeding 
in  the  converged  economy  is  resisting  the 
temptations  to  enter  certain  markets  and 
to  know  when  to  say  no.  "I'm  as  proud  of 
what  we  don't  do  as  what  we  do  do,"  he 
says.  Jobs,  for  example,  nixed  calls  to  enter 


the  cell-phone  industr 
which  has  1.3  billion  sul 
scribers  today  and  cou! 
reach  an  estimated  2  bi 
lion  by  2007,  according 
In-Stat/MDR.  Jobs  sa; 
the  economies  of  scale  ai 
too  big  for  niche  playe 
such  as  Apple. 

But  for  lots  of  comp 
nies,  the  mobile  market 
just  too  enormous,  am 
too  rich,  to  pass  u 
Hewlett-Packard  Co. 
coming  out  with  a  tel< 
phone  pocket  PC  later  this  year,  targe 
business  users.  And  Huawei  Technologi 
Co.,  China's  networking  leader,  is  prepa 
ing  its  own  line  of  high-speed  sma 
phones.  Why?  To  be  able  to  sell  pho 
companies  a  package  of  networking,  da 
services,  and  handsets,  says  William  X| 
Huawei's  executive  vice-president. 

Putting  together  the  machines  is 
easy  part.  After  the  N-Gage  misstep,  exe 
at  Nokia  are  releasing  the  second  gener; 
tion  of  the  phone-and-game-player  con 
bo  and  stud 


CARRENDER  Now  his 
Tiger  Telematics 
"can  compete 
with  the  Sonys 
of  the  world" 


the  lessons  of  th 
first.  Number  on 
they  say,  is  th; 
while  it's  relativ* 
ly  easy  to  packag 
a  potpourri 
digital  technologies,  it's  an  ordeal  to  bui] 
a  business  around  new  suppliers  an 
sales  channels  and  to  master  difFerei 
marketing  techniques.  Most  importan- 
says  Ilkka  Raiskinen,  Nokia's  senior  via 
president  for  games,  "is  to  convince  pec 
pie  you're  in  it  for  the  long  haul." 

The  fact  is,  it's  hard  to  know.  The  ir 
dustry  teems  with  upstarts,  and  any  on 
of  them  is  capable  of  rocking  industrit 
with  just  one  new  idea.  Newcomers  ha\ 
defined  each  stage  of  the  Informatio 
Era.  And  the  age  of  convergence  offei 
perhaps  the  richest  yet.  Why?  The  ne 
works  now  taking  shape  will  link  togetl 
er  more  than  1  billion  people,  not  ju: 
with  words  or  voices,  but  with  musi 
video,  games,  and  commerce.  A  va: 
chunk  of  the  world  economy  is  going  di§ 
ital— and  for  the  next  few  years  it's  up  fc 
grabs.  This  revolution  won't  quiet  dow 
anytime  soon.  ■ 

-With  Bruce  Einhorn  in  HongKorif 

Moon  Ihlwan  in  Seoul,  Andy  Reinhan 

in  Paris,  Jay  Greene  in  Seattle,  an 

Cliff  Edwards  in  San  Mateo,  Call 


sWn'kioiiliix 


For  Q&As  with  Intel 
CEO  Craig  Barrett  and  other  notables, 
go  to  www.businessweek.com/itl00 
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SUNDAY: 


(11am:  World  Soccer  Finals.) 


Good 


The  LG  TV.  featuring  HD  DVRt 
learns  and  records  your  favorite 
programs  for  delayed  viewing. 


A  76"  plasma  screen  that  does 
more  than  just  bring  it  all  to  life. 
It  makes  it  life-size. 


It's  just  one  way  LG  makes  life  good. 
To  see  more  ways,  visit  www.lge.com 


•High-definition  Digital  Video  Recorder. 


LG 


'<>od 
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Wireless 

FINALLY,  SERIOUS  CELL-PHONE  CAPABILITIES 
AND  SERVICES  ARE  ROLLING  IN.  IMAGINE  YOUR 
NEXT  PHONE  AS  A  TV,  RADIO,  AND  VIDEOCAM 


IT  WAS  MAY  26,  AND  28-YEAR- 
old  Boston  native  Greg  Robin- 
son was  listening  to  his  beloved 
Red  Sox  battle  their  way  back 
from  a  2-1  deficit  against  the 
Oakland  Athletics.  But  he 
wasn't  using  a  conventional  ra- 
dio. He  was  listening  to  the 
game  with  a  headset  attached 
to  a  new  multimedia  phone  from  wireless 
company  Sprint  PCS.  The  next  morning, 
he  used  the  same  pocket-size  phone,  made 
by  Samsung  (No.  11  on  the  Info  Tech  100), 
to  call  up  and  watch  video  highlights  of  the 
game  and  then  a  news  clip  from  cable-TV 
channel  CNBC.  Robinson  pays  $10  a 
month  for  unlimited  video  viewing  and 
another  $10  for  radio.  Now  he  can  enjoy 
the  Sox  anywhere  he  wants,  without  lug- 
ging around  a  radio  or  laptop.  "I'm  sur- 
prised at  how  well  it  works,"  he  says. 


Phone  Power 

A  NEW  WAVE  OF  innovative  services  is 
about  to  turn  the  cell-phone  business  up- 
side down.  During  the  past  few  years,  the 
cell  phone  has  become  standard  issue  for 
many  people.  More  than  160  million 
Americans,  or  55%  of  the  population,  have 
one.  That  huge  market  has  convinced  me- 
dia companies  and  software  developers 
that  it's  time  to  get  serious  about  develop- 
ing new  goodies  for  mobile  phones.  In  one 
early  sign  of  what's  to  come,  ABC  is  of- 
fering video  news  clips  for  Sprint  cell- 
phone subscribers.  National  Public  Ra- 
dio is  delivering  segments  of  Morning 
Edition  and  other  shows  to  AT&T  Wire- 
less customers.  Yahoo!  Inc.  is  working 
on  ways  to  make  as  many  as  100  chan- 
nels of  Internet  radio  service  available  to 
cell-phone  users.  And  within  months, 
Walt  Disney  Co.  plans  to  offer  short,  an- 
imated videos  featuring  Mickey  and  the 
gang.  "We're  about  to  undergo  a  revo- 
lution in  wireless,"  says  Scott  A.  Ellison, 
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head  of  wireless  at  researcher  IDC. 

The  new  services  being  devel- 
oped promise  to  be  more  than  just 
fun  and  games.  Newfangled  capabili- 
ties have  the  potential  to  change  indus- 
tries and  boost  productivity.  The  cell 
phone  will  emerge  as  an  alternative  to 
carrying  cash  or  credit  cards  because 
people  will  be  able  to  make  payments 
from  their  cell  phone  to  scanners  on 
cash   registers   and   vending   ma- 
chines. Tech  developers  are  buzzing 
about  grocery  giant  Kroger  Co.'s 
plan  to  unveil  a  service  later  this 
year  that  lets  shoppers  instantly 
purchase  their  Wheaties  from  a 
store  shelf  by  waving  a  cell 
phone  equipped  with  an  in- 
frared port  over  the  side  of  the 
box.  Instead  of  going  through  a 
checkout  line  with  a  cashier, 
the   customer   could   simply 
pass  the  phone  over  another 
scanner  near  the  store's  exit, 
confirming  the  goods  have 
been  paid  for.  And  by  next 
year,  when  faster  networks 
are  in  place,  cell-phone  com- 
panies   will    offer    four-way 
video  calls  on  phones,  making 
it  easier  for  people  to  work 
while  they're  on  the  go. 

Delivering    these    services 
will  be  a  thorny  task.  Cell- 
phone companies  don't  have  a 
great  record  when  it  comes  to 
providing  basic  voice  service,  let 
alone  rolling  out  new  technology. 
Dropped  calls  and  poor  coverage 
are  still  an  issue  in  many  markets. 
And  due  to  exorbitant  costs,  the  roll- 
out of  high-speed  3G  networks  neces- 
sary to  carry  all  this  new  content  is  tak- 
ing a  lot  longer  than  people  expected. 
T-Mobile's  Nick  Sears,  vice-president  of 
consumer  product  marketing,  says  the  in- 
dustry hasn't  figured  out  how  to  distribute 
anything  except  short  video  highlights  at  a 


ice  people  are  willing  to  pay.  "We  have  a 
ig  way  to  go  before  we  get  to  nirvana, 
lis  won't  happen  overnight,"  says  Craig 
Mathias,  founder  of  wireless  researcher 
upoint  Group. 

The  obstacles  are  hardly  insurmount- 
de,  though.  The  success  of  wireless  TV 
id  music  in  Korea  shows  that  people  are 
Eing  to  spend  money  on  advanced 
xeless  services  when  they're  delivered 
er  phones  with  lots  of  memory  and 
rge,  bright  screens  (Page  80).  And  the 
:hnology  that  has  made  Korean  wire- 
;s  a  success  is  coming  to  the  U.S.  By  the 
d  of  2005,  Verizon  Wireless  plans  to 
ver  most  of  the  U.S.  with  its  new  fast 
twork  that  approaches  the  speed  of 


broadband  connections  at  home.  Rivals 
plan  similar  offerings. 

Wireless  services  are  starting  to  take 
off  in  the  U.S.  for  good  reason.  Cell 
phones,  cheaper  and  more  powerful  than 
just  a  few  years  ago,  are  developing  at 
warp  speed,  just  the  way  PCs  have  been 
for  years.  Already,  cell  phones  have 
screens  that  display  65,000  colors,  up 
from  256  just  a  few  years  ago.  Thanks  to 
speedier  networks,  faster  computer 
chips,  and  better  compression  technolo- 
gy, video  will  flow  over  wireless  networks 
at  20  frames  a  second  by  the  end  of  this 
year,  says  Richard  Siber,  head  of  consult- 
ant Accenture's  wireless  practice.  That's 
near  the  quality  of  standard  TV's  30 
frames  a  second. 


Beyond  Voice 

THE  RENAISSANCE  in  cell-phone  services 
also  reflects  financial  necessity.  After  years 
of  torrid  revenue  growth,  a  withering 
price  war  has  offset  the  financial  benefits 
of  subscriber  growth.  Cell-phone  compa- 
nies pulled  in  $96  billion  from  voice  serv- 
ices in  2003,  up  3.2%  from  2002,  accord- 
ing to  researcher  In-Stat  MDR.  And  the 
market  is  expected  to  grow  just  1%,  to  $97 
billion,  this  year.  Data  is  a  different  story. 
The  same  research  shows  that  revenue 
from  wireless  data  services  is  expected  to 
jump  50%  this  year,  to  $4.2  billion. 

More  powerful  video  capabilities  are 
going  to  open  up  a  new  world  of  commu- 
nications. People  will  shoot  homemade 
movies  in  situations  where  they  never 
would  have  bothered  to  lug  a  camcorder. 
If  someone  isn't  sure  whether  their  hus- 
band or  wife  should  bother  to  take  a  look 
at  the  house  the  realtor  just  showed  them, 
they  can  send  a  video  of  the  property. 
Such  changes  are  coming  fast.  Motorola 
Inc.  (No.  29  on  the  IT  100)  will  unveil  a 
phone  in  the  U.S.  this  fall  that  will  let 
users  record  and  store  up  to  three  min- 
utes of  video,  blowing  past  the  current 
limit  of  about  15  seconds. 

The  cell  phone  will  bring  big  changes 
to  the  world  of  music,  too.  Say  users  are 
out  at  a  restaurant  or  bar  and  hear  an 
unfamiliar  song  that  catches  their  atten- 
tion. Soon,  they'll  be  able  to  use  their 
mobile  phone  to  record  a  brief  sample 
and  send  it  to  a  wireless  service  to  iden- 
tify the  artist  and  song.  BusinessWeek  has 
learned  that  AT&T  Wireless  and  Cingular 
Wireless  are  in  talks  with  New  York  soft- 
ware startup  MusiKube  to  launch  the 
service  this  summer. 

Customer  service  also  may  get  a  boost. 
The  online  travel  agency  Orbitz  automat- 


THE  NEW 

WIRELESS 

REVOLUTION 


A  wave  of  innovation  is  coming  to  the 
cell-phone  world.  Thanks  to  faster 
networks  and  phones  with  more 
memory  and  better  screens,  people 
will  soon  use  their  handsets  to  watch 
TV,  listen  to  music,  and  shop.  Here's 
a  look  at  what's  hot: 


STARS  OF  THE  SMALL  SCREEN  Pioneers 
are  using  their  cell  phones  to  show  video 
clips  from  CNBC  and  College  Sports 
Television.  AT&T  Wireless  and  Sprint 
offer  the  service  to  their  subscribers  for 
$5  to  $20  a  month.  Rivals  are  expected 
to  follow  suit  later  this  year. 


TALK  RADIO  Wireless  phones  are 
doubling  as  radio  receivers.  Sprint 
customers  can  listen  to  Major  League 
Baseball  games  for  $10  a  month,  and 
AT&T  Wireless  subscribers  can  hear 
National  Public  Radio  reports  for  $5  a 
month.  Yahoo!  plans  to  make  at  least 
some  of  its  100-plus  stations  of  Net 
radio  available  to  cell-phone  customers 
later  this  year. 


LOCATION,  LOCATION,  LOCATION  For 

$3  a  month,  AT&T  Wireless  subscribers 
can  have  satellites  track  the  exact 
location  of  their  phone.  That  makes  it 
easier  for  emergency  crews  to  find 
people  who  need  help.  It  also  lets 
customers  in  unfamiliar  locales  get 
directions  to  the  nearest  restaurant  or 
movie  theater. 


ically  shoots  text  messages  or  voice  mails 
to  customers'1  cell  phones  with  up-to-date 
information  on  their  flights.  If  travelers 
want  a  report  on  the  weather  at  their  des- 
tination, Orbitz  will  zap  that,  too.  "It  takes 
the  stress  out  of  the  situation,"  says  Mark 
Wiktor,  an  asset  management  and  invest- 
ment consultant  in  Chicago  who  connects 
to  Orbitz  via  AT&T  Wireless. 

The  most  radical  change  of  all  may  be 
the  rise  of  phones  that  can  be  tracked  by 
the  network.  Satellite  systems  can  pinpoint 
the  location  of  today's  phones  to  within  a 
few  hundred  yards,  opening  up  the  oppor- 
tunity for  subscribers  to  get  new  kinds  of 
services  based  on  where  they  are.  If  a  user 
gets  lost  on  the  way  to  a  movie  theater,  the 
system  will  send  directions  to  the  phone 
and  help  order  tickets.  AT&T  Wireless  al- 
ready offers  such  services  to  subscribers 
for  $3  to  $20  a  month.  Patricia  H.  Char,  a 
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Seattle  attorney,  uses  the  AT&T  Wireless 
service  to  track  her  two  teenage  boys  when 
they  go  rafting  in  the  mountains— or  out 
with  friends  "until  the  wee  hours,"  she 
says.  "It's  great." 

Part  phone,  part  computer,  part  TV, 
and  part  radio,  the  newest  cell  phones 


blur  the  divisions  of  technology.  "It  is  tru- 
ly the  one  device  that  people  will  never 
leave  home  without,"  says  Jason  Few, 
vice-president  of  marketing  for  Motoro- 
la's North  American  cell-phone  unit. 
With  the  ability  to  watch  video,  listen  to 
radio  broadcasts,  and  buv  soft  drinks 


from  their  cell  phone,  people  might  nev 
go  back  home.  ■ 

-By  Roger  O.  Crockett  in  Chica 


For  more  on  cool 
wireless  services  for  business  users,  go  to 
www.businessweek.com/itlOO. 


KOREAN  SENSATION 


TllPickUptheCheck- 
With  My  Cell  Phone' 


Rush  hour  in  Seoul.  Twenty-nine- 
year-old  Han  Jun  Hwan  climbs 
in  his  car  and  pulls  out  his  cell 
phone  for  a  gridlock  check. 
Through  an  SK  Telecom  data 
service  called  June,  he  looks  at  real-time 
images  of  troublesome  intersections  along 
his  route.  This  planning  usually  makes  for  a 
quicker  drive.  Even  when  a  surprise  jam 
bottles  up  traffic,  the  handset  provides  a 
measure  of  comfort.  Han  can  click  to  a 
video-on-demand  service  and  watch  a 
scene  or  two  of  his  favorite  soap  operas  on 
the  phone's  high-definition  screen. 

Glitzy  new  services  by  mobile  carriers  are 
the  rage  in  South  Korea,  which  has  emerged 
as  a  test  bed  for  the  global  wireless  industry. 
Cell  phones  in  Korea  shuttle  data  at  broad- 
band speeds,  up  to  2.4  megabits  per 
second.  Increasingly,  young  commuters  are 
shunning  newspapers  and  books  in  subways 
and  gazing  instead  into  phones  for  TV, 
videos,  and  music  downloads.  And  phone 
execs  are  racing  to  offer  services  that  do 
everything  from  trading  stocks  to  finding 
restaurants.  Why?  In  a  country  where  75%  of 
the  population  already  talks  on  cell  phones, 
new  data  services  are  the  only  path  to 
growth.  "What's  important  is  who  could  be 
more  imaginative  or  creative,"  says  SK 
Telecom  senior  manager  Park  Tae  Jin. 

At  the  forefront  of  the  race  is  SK,  with 
52%  of  the  wireless  market.  Some  2.5 


^%  ^%  Revenues  at  South  Korea's  SK 
J     ^L  Telecom  grew  10%  during  the 
£l  ^J  past  year,  thanks  to  CEO  Kim  Shin 
Bae's  push  into  music  and  TV  for  cell  phones. 


million  SK  customers,  including  Han,  have 
signed  up  for  its  June  phones,  which  cost 
$350  to  $550  and  are  specially  designed  for 
multimedia.  These  handsets,  made  by  local 
manufacturers  as  well  as  Motorola  Inc.,  run 
processors  three  times  faster  than  normal 
phones  and  have  enough  memory  to 
download  nine  hours  of  music  or  two  hours 
of  video.  The  payoff?  June  subscribers 
spend  more  than  twice  the  average  for  data. 
Han's  bill  runs  an  average  of  $135  a  month. 
Customers  like  him  helped  propel  SK  to 
No.  23  on  the  Info  Tech  100.  The  company's 


revenues  are  expected  to  rise  6%  this  year, 
to  $8.56  billion,  as  profits  increase  slightly 
to  $1.69  billion. 

Real-time  TV  access  is  popular-but  only 
for  those  who  can  afford  it.  To  lower  costs, 
SK  is  looking  to  the  skies.  In  March,  it 
launched  a  satellite  that  will  beam  DVD- 
quality  video  to  a  new  phone  using  digital 
multimedia  broadcasting  technology.  The 
service,  which  provides  access  to  39 
channels  of  movies,  news,  and 
information,  will  go  for  a  fixed 
monthly  fee  of  $10  to  $12. 

Phones  are  doubling  as  credit 
cards  as  well.  Here's  how  they  work: 
Instead  of  pulling  out  a  wallet,  a 
shopper  points  the  cell  phone  to  a 
tiny  terminal  next  to  the  store's  cash 
register  or  the  ticket  machine  in  the 
subway.  An  infrared  beam  sends  the 
user's  credit-card  information 
straight  to  the  card  company.  The 
phone  asks  for  a  personal  ID  number 
to  close  the  purchase.  "It's  great  to  be 
able  to  walk  into  restaurants  and 
shops  without  worrying  about  leaving 
your  wallet  behind,"  says  Park  Sang 
Eon,  a  marketing  manager  at  a 
logistics  company  who  purchased  a 
credit-card  phone  last  October.  "I 
hope  the  phone  will  also  work  as  my  driver's 
license  and  my  ID  card  in  the  future." 

Farfetched?  Maybe.  But  you  never  know 
where  the  next  mobile  bonanza  will  pop  up. 
Consider  music.  Last  year,  revenues  from 
music  services  to  mobile  phones  hit  an 
estimated  $157  million  in  Korea,  topping 
CD  sales,  according  to  Korea's  Recording 
Industry  Assn.  This  is  the  sort  of  magic 
high-speed  wireless  can  spin.  And  it's  why 
the  rest  of  the  mobile  world  is  racing  to 
catch  up  to  Korea. 

-By  Moon  Ihlwan  in  Seoul 


KOREA:  THE  WIRELESS  FRONTIER 


South  Korea  leads 
the  world  in  cutting- 
edge  wireless 
services.  Here's  a 
look  at  life  on  the 
frontier 


WATCHING  TV 

Can't  get  home  in  time 
to  watch  your  favorite 
show?  That's  no 
problem  for  Koreans, 
who  use  mobile 
phones  to  view  an 
array  of  TV  programs. 


LISTENING  TO  MUSIC 

New  cell  phones  from 
Korean  companies  like 
Samsung  and  LG 
double  as  MP3  players 
that  store  hours' 
worth  of  digital  music. 


CHECKING  TRAFFIC 

Closed-circuit 
cameras  located 
along  highways  and 
city  streets  beam 
images  of  traffic 
directly  to  wireless 
phones. 


BALANCING  THE  BOOKS 

Wireless  online  banking 
is  one  of  Korea's  hottest 
trends.  People  use  cell 
phones  to  check  real- 
time stock  quotes, 
trade  securities,  and 
transfer  funds. 


80    BusinessWeek  I  June  21.  2004 


^< 

*■£■ 

MEGABYTE: 

What  not  having  a 

Linux  strategy  can  take  out 

of  your  bottom  line. 

■ 

rou're  paying  unreasonable  licensing  fees  for  software  that  constantly  needs  security  patches,  you're  getting  eaten  alive.  But  there's  a  solution.  With 
SE»  LINUX,  Novell,  can  help  you  unleash  the  cost-saving  power  of  a  flexible,  end-to-end  open  source  strategy  Only  Novell  supports  Linux  from  desktop  to 
ver,  across  multiple  platforms.  We'll  integrate  our  industry-leading  security,  management  and  collaboration  tools  seamlessly  into  your  environment. 
i'II  provide  award-winning  technical  support  24/7/365,  and  train  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  make  sure  your  open  source 
ategy  actually  meets  your  number-one  business  objective  -  making  money.  Call  1-800-21 5-2600  to  put  some  teeth  back  into  your  tech  strategy,  or  visit 
rw.novell.com/linux  9  WE    SPEAK    YOUR    LANGUAGE. 


Novell 


04  Novell  is  a  registered  trademark  of  Novell,  Inc.  in  the  United  States  and  other  countries  SUSE  is  a  registered  trademark  of  SUSE  AG,  a  Novell  company 
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Services 


TO  STAY  COMPETITIVE,  COMPANIES  ARE  FINDING 
NEW  WAYS  TO  AUTOMATE  OPERATIONS,  REUSE 
TECHNOLOGY,  AND  STREAMLINE  PROCESSES 


NEARLY  2  MILLION 
U.S.  computing 
jobs  are  forecasted 
to  shift  offshore 
over  the  next  10 
years,  but  don't 
expect  Inflow  Inc. 
to  add  to  the  exo- 
dus. The  Denver 
operator  of  13  computer  data  centers  is 
responding  to  labor- cost  pressures  by 
dramatically  reducing  the  work  required 
to  host  Web  sites  and  other  applications 
for  more  than  800  corporate  customers. 
The  company  uses  software  designed  to 
automatically  set  up  servers  and  patch 
program  glitches  in  a  fraction  of  the  time 
it  would  take  to  do  so  manually.  The  re- 
sult: At  any  given  time,  only  two  or  three 
people  are  running  20,000-square-foot 
facilities  packed  to  the  rafters  with  hum- 
ming equipment. 

This  helps  explain  how  the  seven-year- 
old  company  survived  the  tech  wreck  and 
is  on  track  to  increase  revenues  by  31%,  to 
$63  million,  this  year.  Thanks  to  its  high- 
ly automated  operations,  Inflow  has  re- 
duced its  operators  in  each  data  center  by 
45%  in  the  past  three  years.  "We're  able  to 
bring  on  additional  business  without 
adding  employees,"  says  Inflow  Chief  Ex- 
ecutive Art  Zeile. 


Getting  Creative 

WHILE  DOING  A  LOT  of  work  in  low- 
wage  countries  is  a  necessity  for  most 
tech-services  outfits,  if  s  not  the  only  way 
to  trim  labor  costs.  Smart  companies  are 
coming  up  with  creative  ways  of  au- 
tomating their  operations,  reusing  valu- 
able technology,  and  streamlining  busi- 
ness processes.  In  this  most 
labor-intensive  part  of  the  tech  industry, 
they're  reducing  the  number  of  bodies 
they   need   for   everything   they   do— 
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whether  if  s  operating  data  centers,  con- 
sulting, writing  software,  or  running 
their  clients'  customer-service  and  ac- 
counting operations.  The  changes  not 
only  make  them  more  efficient,  they  re- 
sult in  more  effective  services.  "You  get 
better  processes  and  a  higher-quality 
product  at  the  end  of  the  day,"  says  ana- 
lyst Dana  StifHer  of  AMR  Research  Inc. 

If  s  working  for  the  industry's  top 
companies.  Accenture,  No.  9  on  the  Info 
Tech  100,  and  IBM,  No.  10,  are  creating 
precooked  packages  of  soft- 
ware and  services  for  various 
industries,  so  less  cus- 
tomization has  to  be  done 
for  individual  clients.  India- 
based  Wipro  Technologies, 
No.  62,  is  automating  the 
software-writing  process 
and  has  even  created  pro- 
grams to  translate  six  Euro- 
pean languages  into  English 
with  99%  accuracy.  No  need 
for  an  army  of  translators. 
And  Netherlands-based  Ge- 
tronics  Inc.  does  more  with 
fewer  people  in  the  desktop- 
support  business.  Using 
software  tools  that  diagnose 
PC  problems  and  automati- 
cally dispatch  fixes  and  up- 
dates, it  resolves  most  issues 
remotely  over  the  network. 
That  can  reduce  by  up  to 
50%  the  number  of  "house 
calls"  techies  need  to  mal  e. 

Services  companies  are 
under  intense  pressure  to 
coax  more  productivity  out 
of  their  staffs.  After  growing 
only  3%  per  year  for  the  past 
two  years,  the  $520  bulion 
worldwide  industry  seems 
poised  for  a  rebound.  Bern- 
stein Research  expects  the 
market  to  grow  an  average  of 


6.6%  over  the  next  five  years.  Yet,  because  ic 
competition  is  fierce  and  customers  stil  b 
hold  pricing  power,  tech-services  compa^d 
nies  must  cut  labor  costs  to  gain  marketjrv 
share  and  improve  their  margins. 

Longer  term,  these  new  labor-savingjfr 
techniques  are  part  of  the  evolution  ol  k 
services  into  a  more  mature  industry. 
Some  academics  and  tech-services  com 
panies  even  aim  to  create  a  new  intellec- 
tual discipline— a  science  of  services  that  a 
merges  business  management,  computer  n 


TAKING  THE  SWEAT  Of 


Tech-services  outfits  are  under  press 


9  ACCENTURE:  To  reduce 
labor  and  shorten  the 
time  it  takes  to  install 
complex  software  packages, 
Accenture  has  created 
reusable  programs  that  are 
customized  by  industry.  An 
application  for  the  insurance 
industry,  for  instance,  now 
takes  9  to  12  months  to  get  up 
and  running,  down  from 
two  years. 


1  ^\IBM:B'gBlueis' 
I  I   I  rolling  out  new 

A\#  automation       j 

technology  in  the  first  of  it:; 

data  centers.  Instead  of     < 

engineers  manually  loadin 

testing,  and  maintaining  tt 

gear,  much  of  the  work  is  d 

automatically.  It  now  takes 

hours  to  install  new  softwa 

some  100  servers,  compai 

with  5  to  10  days  in  the  pa« 


;nce,  and  sociology.  The  idea  is  that  IT 
fessionals  can  study  subpar  business 
rations,  come  up  with  better  ways  of 
rig  things,  and— without  an  army  of 
Ders— use  a  combination  of  technolo- 
ind  brain  power  to  jazz  up  the  client's 
ncial  performance, 
"his  work  requires  new  skills.  Until 
v,  most  IT  professionals  were  trained 
ter  in  computer  science  or  business 
riagement.  The  business  consultant 
ically  focused  on  strategy  and  left 
inical  decisions  to  the  software  or  net- 
•k  architects.  Now  companies  and  col- 
;s  are  teaching  people  to  understand 
h  business  and  technology.  The  new 
ed  of  consultant  has  the  skills  to 
ckly  complete  routine  tasks  with 
sable  software  programs,  standard- 
1  work  processes,  or  cookie-cutter 
/ices.  Then  "the  humans  can  apply 
re  of  their  creativity  to  the  piece  that 
y  humans  can  do,"  says  David  F.  Mc- 
aeney,  a  vice-president  for  technology 
BM  Global  Services. 
Tiis  transition  is  well  under  way  inside 
top  tech-services  companies.  In  fact, 
re's  no  turning  back.  In  the  old  days, 
suiting  outfits  billed  by  the  hour. 

SERVICES 


They'd  get  more  money  if  they  had  to  call 
in  20  more  consultants  to  design  a  sup- 
ply-chain management  system.  Now 
they're  penalized  if  they  assign  more  peo- 
ple to  a  job.  That' s  because,  these  days, 
only  about  20%  of  consulting  contracts 
are  billed  by  the  hour,  compared  with 
85%  four  years  ago,  according  to  market 
researcher  IDC.  The  majority  are  per- 
formance-based deals.  Tech  companies 
get  paid  based  on  their  customers' 
achieving  specified  improvements  in  effi- 
ciency, cost-cutting,  or  revenue  growth. 
The  customer  pays  the  same  price  wheth- 
er it  takes  10  people  or  100  to  do  the  job. 


Mix  and  Match 

THAT  SHIFT  HAS  services  companies 
scrambling  to  come  up  with  ways  to  get 
more  bang  out  of  the  intricate  systems 
they  create  for  clients.  IBM  Global  Ser- 
vices, for  instance,  worked  with  British 
insurance  company  Norwich  Union  to 
create  a  pilot  program,  called  Pay  As  You 
Drive,  for  monitoring  individual  car  own- 
ers so  their  insurance  rates  can  be  based 
on  how  they  actually  use  their  cars.  De- 
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jlNFOSYS:The 

f  Indian 

company  has  a 
reusable  software 
based  on  Web- 
technologies, 
lan  writing  code 
atch,  engineers 
e-made  modules 
)  them  together, 
ices  the  labor  in  a 
y  10%. 


62 


WIPRO:  Also  from 
India,  the 
company  has 
written  a  software  program 
that  automatically  translates 
documents  from  six 
European  languages  into 
English  with  99%  accuracy. 
The  company  figures  that 
has  saved  it  the  expense  of 
hiring  as  many  as  150 
translators. 


LAWRENCE 
WEINBACH 


C\f\  UNISYS:  It  has  built 
Y\J  14  "blueprints"  that 
Whl  handle  most  of  the 
basic  business  processes  for 
five  key  industries,  including 
transportation  and  insurance. 
On  top  of  that,  it  adds 
functionality  from  a  menu  of 
3,000  software  components. 
For  ING.it  built  life  insurance 
and  pension  applications  in  less 
than  12  months. 


vices  in  the  cars  monitor  where  they  are 
and  how  fast  they're  going,  then  transmit 
the  info  wirelessly  to  Norwich's  server 
computers— which  evaluate  risk  and 
send  out  bills.  This  is  complex  stuff,  and 
IBM  might  not  make  a  profit  if  it  was  a 
one-off  deal.  So  now  it's  peddling  much 
of  that  technology  to  a  number  of  insur- 
ance and  automobile  companies. 

Writing  software  traditionally  has 
been  a  productivity  sinkhole  for  services 
outfits.  Now,  rather  than  starting  from 
scratch  with  each  new  project,  companies 
are  using  Web  technologies  to  package 
complex  pieces  of  software  into  reusable 
components— like  so  many  Lego  pieces. 
Project  leaders  can  pull  the  pieces  they 
need  from  online  libraries,  mix  and 
match  to  produce  a  desired  set  of  func- 
tions, and  get  their  work  done  with  much 
less  effort.  India-based  Infosys  Technolo- 
gies Ltd.,  No.  27,  has  created  a  library  of 
reusable  software  modules  that  reduces 
the  time  it  takes  to  get  a  project  done— 
and  the  staffing— by  10%. 

Even  business  processes  themselves 
can  be  packaged  and  used  over  and  over 
again.  This  is  crucial  in  the  fast-growing 
corner  of  the  services  world  called  busi- 
ness-process outsourcing.  When  compa- 
nies take  over  human  resources,  customer 
service,  and  accounting  for  their  clients, 
they  routinely  promise  that  they  can  do 
the  same  work  for  25%  to  40%  less  mon- 
ey. But  they  can't  just  cut  staff,  because 
service  levels  would  plummet.  In  re- 
sponse, Affiliated  Computer  Services  Inc., 
No.  86,  has  automated  tasks  from  T&E 
approvals  to  hiring  and  firing  employees. 
Instead  of  having  to  alert  several  depart- 
ments that  an  employee  has  been  let  go,  a 
manager  can  with  a  single  click  on  the 
computer  notify  the  HR  department,  pay- 
roll, security,  and  tech  support.  "A  man- 
ager can  say  'You're  fired'  and  it's  done," 
says  ACS  Chief  Executive  Jeffrey  A.  Rich. 

The  trick  for  services  outfits  is  to  auto- 
mate their  operations  without  alienating 
their  customers.  Inflow,  the  datacenter 
company,  has  held  a  customer-satisfac- 
tion rating  of  9  (on  a  scale  of  1  to  10)  over 
the  past  four  years,  according  to  market 
researcher  CSM  Inc.  Compare  that  with  a 
tech-industry  average  of  7.8.  The  chal- 
lenge for  the  rest  of  the  industry  is  to  do 
as  well— even  while  taking  the  sweat  out 
of  services.  ■ 

-By  Steve  Hamm,  with  Spencer  E.  Ante 

in  New  York,  Andy  Reinhardt  in  Paris, 

and  Manjeet  Kripalani  in  Bombay 
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NOTHING'S  FOOLPROOF,  BUT 
EARLY-WARNING  ANTIVIRUS 
SYSTEMS  ARE  GETTING  BETTER 
JUMPS  ON  MISCHIEF  MAKERS 


LAST  MONTH,  WHEN 
the  Sasser  virus  at- 
tacked millions  of  com- 
puters on  the  Internet, 
it  crippled  dozens  of 
companies  and  cost  an 
estimated  $3.5  billion, 
making  it  the  third- 
worst  virus  attack  ever. 
But  Boston  publishing  company 
Houghton  Mifflin  Co.  escaped  un- 
scathed. That's  because  last  December  it 
deployed  IronMail,  a  new  e-mail  security 
system  developed  by  CipherTrust  Inc., 
based  in  Alpharetta,  Ga.,  that  scans  more 
than  100  million  e-mails  headed  for  its 
clients'  networks  each  day  and  helps 
them  beef  up  their  defenses.  "I  definitely 
sleep  easier  these  days,"  says  Eric  van- 
Bok,  Houghton  Mifflin's  senior  manager 
of  messaging  technologies. 

Software  and  services  that  deliver  ear- 
ly warnings  of  trouble  on  the  Net  are  the 
latest  big  advance  for  the  $27  billion 
computer  security  industry.  Unlike  tradi- 
tional antivirus  or  intrusion-detection 
software  that  builds  walls  around  corpo- 
rate networks,  early-warning  systems 
scan  the  Web  for  new  viruses  and  alert 
companies  to  the  danger.  Instead  of  wait- 
ing for  the  virus  to  hit,  they  dispatch  in- 
structions on  how  to  close  network  holes, 
patch  faulty  software  programs,  or,  like 


IronMail,  automatically  erect  defenses 
against  new  outbreaks.  While  early  warn- 
ings can't  yet  make  corporate  networks 
impervious  to  attacks,  computer  security 
experts  predict  they  could  eliminate  as 
much  as  50%  of  the  damage  from  viruses 
over  the  next  three  years— when  used  in 


*! 


conjunction  with  traditional  defense 
"It's  like  a  Doppler  radar  system  th?i 
identifies  where  the  next  threats  are  goi 
to  occur,"  says  analyst  Allan  Carey 
market  researcher  IDC. 

A  growing  number  of  tech  compani 
are  entering  this  new  market.  While 
still  a  sliver  of  the  total  computer  securii 
business,  with  $50  million  in  sales  la  u 
year,  revenues  of  early-warning  systen  t 
are  expected  to  grow  at  an  annual  clip  r  c 
20%  or  more  over  the  next  few  year  t 
That's  slightly  faster  than  the  overall  s«  t 
curity  market,  which  is  expected  to  gro'  in 
19%  this  year. 

The  new  technology  is  emerging  in  rie 
sponse  to  ever  more  effective  virus  mal  it 
ers.  They  are  getting  so  expe;  a 
that  the  gap  between  the  tim  t 
when  they  learn  of  vulnerabilitH  i 
and  when  they  exploit  them 
closing  fast.  Sasser  hit  just  17  dafc 
after  Microsoft  revealed  a  flaw 
Windows  on  Apr.  13.  Security  eaifc 
perts  predict  hackers  will  soon  b 
producing  new  viruses  in  a  ma: » 
ter  of  hours.  "People  are  sick  an  id 
tired  of  being  hit  blind,"  says  A  ib 
fred  A.  Huger,  senior  director  t  po 
engineering  at  computer  securit  m 
giant  Symantec  Corp.  in  Cupertjn 
no,  Calif. 


Traffic  Cops 


VIRUSES  CAN  RUN,  BUT  THEY  CANT  HIDE 


SECURITY    SPECIALISTS    1^  | 
dreamed  up  several  kinds  of  eajM 
ly-warning  techniques,  each  wit  i 
its   own   strengths.   TruSecur 
based    in    Herndon,   Va.,    anfe 
Symantec  use  technicians  wort 
ing  around  the  clock  to  monitcfal 
Web  traffic.  Symantec's  team  tap  k 
into  20,000  sensors  placed  at  Interne  i 
hubs  in  180  countries  to  spot  e-mail  an » 
other  data  packets  that  seem  to  be  carrj  k 
ing  viruses.  It  then  evaluates  the  susp 
cious  items  to  see  what  new  viruses  aik 
on  the  loose— and  alerts  customers  to  up  - 
date  their  antivirus  software.  As  an  adde  r 

a 
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Here  are  some 
early-warning 
methods  that 
scan  the  Internet 
for  signs  of 
upcoming  virus 
attacks. 


TRACKING  E-MAIL  Most  viruses 
are  new  variants  of  old  ones. 
Security  companies  use  huge 
databases  to  do  real-time 
comparisons  of  old  and  new 
e-mail  taken  from  clients' 
networks.  Algorithms  recognize 
new  viruses  and  beef  up  defenses. 

ADVANCE  NOTICE:  A  few  hours. 


WATCHING  THE  WEB  24/7  Using 
sensors  spread  worldwide  on 
the  Internet,  technicians  watch 
round  the  clock  for  hackers 
testing  vulnerabilities  in 
software  programs.  Then  they 
warn  clients  to  firm  up  defenses 
and  accelerate  patching. 

ADVANCE  NOTICE:  Hours  or  days. 


HYBRID  DEFENSES  Intelligence 
from  Web-monitoring  systems  is 
combined  with  info  from  security 
company  employees,  including 
some  who  infiltrate  hacker 
communities.  That  knowledge  is 
used  to  improve  traditional 
antivirus  defenses. 

ADVANCE  NOTICE:  Days  or  weeks. 
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;ment  of  its  service,  TruSecure  sends 
:hnicians  posing  as  hackers  into  online 
ns-writer  communities  to  find  out 
lat  they're  plotting.  TruSecure  boasts 
at  it  even  contributed  to  arrests  of  the 
thors  of  the  Melissa,  Anna  Kournikova, 
d  Love  Letter  viruses. 
Other  security  companies  rely  on  soft- 
ire  alone  to  do  their  monitoring.  Ci- 
erTrust  and  MessageLabs  Ltd.  in 
rencester,  Britain,  mine  huge  databases 
e-mail  compiled  from  their  customers, 
mparing  them  with  the  90,000  known 
■uses  and  with  new  e-mails  zipping  into 
rporate  networks.  The  technique  is 
edicated  on  the  fact  that  95%  of  new 
uses  are  variants  of  older  ones.  Their 
stems  quickly  spot  the  new  variations, 
tomatically  fashion  defenses,  and  send 
nail  alerts  to  clients  about  what's  com- 
l  their  way.  "If  we  can  catch  the  old 
ings,  we  can  catch  the  new  things,''  says 
sx  Shipp,  chief  virus  technologist  at 
;ssageLabs. 

Even  with  early-warning  systems, 
mputer  users  will  be  vulnerable  to  at- 
:ks.  As  security  software  becomes  more 
sust,  virus  makers  work  overtime  to  get 
Dund  it— banding  together  and  rapidly 
rning  out  new  versions  of  digital  dis- 
ses.  Since  the  original  Sasser  virus  was 
inched  on  May  1,  at  least  three  variants 
ve  been  unleashed.  Indeed,  the  early- 
irning  systems  have  their  blind  spots: 
mail-scanning  software  can't  spot  alto- 
ther  new  viruses,  while  manned  Net- 
itching  services  are  useful  only  if  cor- 
rations  quickly  update  antivirus 
ftware,  say  executives. 
Still,  the  systems  are  an  important  new 
:apon  in  the  hands  of  corporate-securi- 
czars.  Verisign  Inc.  in  Mountain  View, 
Jif.,  was  able  to  warn  1,000  corporate 
ents  of  the  impending  arrival  of  Sasser 
days  before  the  virus  started  attacking 
rporate  networks.  Verisign's  software- 
anitoring  system  on  the  Internet  had 
ticed  so-called  pre-tremors,  small 
ikes  in  Internet  traffic  that  signaled  that 
•us  makers  were  testing  to  see  if  they 
uld  breach  corporate  networks, 
risign's  monitors  picked  up  the  activity, 
alyzed  what  the  hackers  were  doing, 
d  alerted  clients  to  close  the  network 
cess  points  being  targeted. 
That's  a  satisfying  turn  of  events.  Ear- 
warning  systems  are  at  last  letting 
mpanies  use  technology  to  get  a  jump 
the  bad  guys.  ■ 

-By  Brian  Grow  in  Atlanta 
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Symantec:  Leading  the 
Charge  Against  Hackers 


How  does  the  leading 
computer-security 
company  stay  one  step 
ahead  of  an  explosion  of 
Internet  viruses?  If  you're 
Symantec  Corp.  Chief  Executive  John  W. 
Thompson,  you  buy  companies  to  create 
one  of  the  broadest  portfolios  of  hacker- 
battling  products  on  the  planet. 

Although  Symantec  has  long  used 
acquisitions  to  boost  its  growth,  Thompson 
has  upped  the  buyout  pace  even  more. 
Since  taking  the  helm  of  the  Cupertino 
(Calif.)  company  five  years  ago,  he  has 
spent  more  than  $1.7  billion  acquiring  13 
companies  specializing  in  such  products 
as  personal  firewalls,  intrusion  detection, 
and  early  warning  systems.  Symantec's 
2002  purchase  of  Security  Focus,  a  pioneer 
of  early  warning  antivirus  services, 
instantly  made  it  a  leader  in  that  fast- 
growing  market.  Thompson  says  Symantec 
is  adding  products  rapidly  because  it  has 
to.  "About  every  15  to  18  months,  there's  a 
new  form  of  attack  that  makes  old 
technologies  less  effective,"  he  says. 

All  that  deal-making  has  made 
Symantec  the  company  to  beat  in  the 
battle  to  protect  everything  from  corporate 
Intranets  to  consumers'  e-mail  inboxes. 
Ranked  No.  61  in  this  year's  Info  Tech  100, 
Symantec's  sales  in  the  fiscal  year  ended 
Mar.  31  rose  33%,  to  $1.87  billion,  and 
profits  jumped  49%,  to  $371  million.  On 
Apr.  28,  the  company  raised  its  fiscal  2005 
sales  forecast  to  $2.33  billion,  a  25% 
increase  over  the  previous  year.  Execs  also 
said  profits  would  top  $480  million. 
"Symantec  is  becoming  the  dominant 
security  provider,"  says  analyst  Sarah  Friar 
of  Goldman,  Sachs  &  Co. 

Financial  success,  however,  is  attracting 
increasingly  aggressive  competition. 
Microsoft  Corp.  is  considering  adding  its 
own  antivirus  software  to  Windows.  That 
could  gnaw  away  at  Symantec's  core 
desktop  antivirus  software  business- 
which  accounts  for  74%  of  revenue.  At  the 
same  time,  VeriSign  Inc.  and  others  are 
moving  into  the  business  of  managing 
computer  security  for  corporations,  one  of 
Symantec's  growth  markets. 
Thompson's  response?  More  acquisi- 


SYMANTEC 


f^  ^    is  No.  1  in  antivirus 
W^k     I   software  for  PCs,  but 
\^   A  that's  not  enough  for 
CEO  John  W.  Thompson.  He  has 
spent  more  than  $1.7  billion  in  five 
years  to  acquire  13  companies 
specializing  in  other  aspects  of 
computer  security.  Good  strategy: 
Symantec's  sales  rose  33%  in  the 
past  year,  to  $1.87  billion,  while 
profits  surged  49%,  to  $371  million. 
That  doubled  Symantec's  stock  price 
during  the  past  year,  to  $46. 


tions.  On  May  19,  he  unveiled  a  $370 
million  deal  for  the  No.  1  antispam 
company,  Brightmail  Inc.  That  will  help 
Symantec  continue  to  diversify  beyond  the 
antivirus  market  and  strengthen  its 
corporate  business.  With  1,800  customers, 
Brightmail  will  ease  Symantec  into  the 
door  with  corporate  clients-providing 
added  opportunity  to  sell  them  more 
security  products. 

Thompson's  not  done  making 
acquisitions  yet.  Next  up?  He  wants  to 
boost  consulting,  although  he  won't  say 
which  companies  he  might  woo  for  this.  As 
corporations  look  for  new  ways  to  protect 
themselves  from  the  dark  side  of  the  Web, 
they  can  be  sure  that  Thompson  is 
shopping  just  as  hard  as  they  are. 

-By  Brian  Grow  in  Atlanta 
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Personal  Computer 

COMMENTARY  PCS  HAVE  BARELY  CHANGED 
STYLES  SINCE  THEIR  BIRTH.  HERE'S  HOW  TO 
REVOLUTIONIZE  THEIR  LOOK  BY  ANDREW  PARK 


■ 


I 


t: 


THE  CAR  INDUSTRY  HAS  COME  A  LONG  WAY 
since  the  Model  T  changed  the  world.  Instead  of 
one  mass-produced  car  in  one  color,  there's 
everything  from  sporty  roadsters  to  monster 
sport-utility  vehicles.  But  what  about  the  PC,  the 
definitive  product  of  the  second  half  of  the  20th  century? 
Not  so.  For  the  most  part,  consumers  have  a  choice  of 
desktop  or  laptop,  fast  or  superfast,  and  any  color  they 
want  so  long  as  it's  beige.  O.K.— or  black,  or  maybe  gray. 
Henry  Ford  would  approve. 


It's  time  for  the  PC  to  take  a  big  leap 
forward.  Since  the  early  1980s,  it  has 
evolved  from  a  glorified  typewriter  to  a 
do -everything  digital  hub  with  very  few 
changes  to  its  outward  appearance.  Inno- 
vative twists  have  come  and  gone,  like 
Apple  Computer  Inc.'s  all-in-one  iMac 
and  Microsoft  Corp.'s  WebTV  console  for 
the  living  room.  But  high  price  tags  and 
proprietary  software  have  kept  them  out 
of  the  mainstream,  especially  since  $500 
got  you  a  garden  variety  desktop  from 
Dell  Inc.  or  Hewlett-Packard  Co. 

Now,  with  our  rapidly  expanding  digi- 
tal fives,  we're  ready  for  more  choices: 
machines  designed  for  particular  jobs, 
particular  rooms  of  the  house,  or  particu- 
lar types  of  people— say,  music  lovers  that 
want  hi-fi  sound,  or  parents  who  want 
something  nearly  unbreakable  for  their 
pre-teens.  Now  that  millions  of  people  are 
using  multiple  PCs,  there's  no  need  for 
them  all  to  look  and  work  the  same.  "The 
idea  of  a  one-size-fits-all  PC  doesn't 
work,"  says  Mike  Nuttall,  co-founder  of 
IDEO  Inc.,  a  Palo  Alto  (Calif.)-based  de- 
sign firm  that  designed  the  first  laptop 
computer  for  GRiD  Systems  in  1982. 

People  are  willing  to  pay  for  cool  hard- 
ware, too.  Apple  has  sold  3  million  iPods 
at  prices  similar  to  that  basic  Dell  or  HP 
box.  Boutique  PC  makers,  including 
Alienware  and  VoodooPC,  are  ringing  up 
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sales  of  $3,000  machines  with  attention- 
getting  transparent  covers  and  glow-in- 
the-dark  components.  It  helps  that  overall 
PC  demand  is  bouncing  back.  Worldwide 
sales  increased  17%  in  the  first  quarter, 
and  research  firm  Gartner  Inc.  predicts 
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they'll  hit  a  record  186.4  million  in  2<  n 
up  13.6%  from  2003.  With  that  kin  fa 
volume,  there's  room  enough  for  inn^t 
tors  to  carve  out  sizable  new  niches. '  h" 
In  that  spirit,  here  are  five  ideas  Hie 
spicing  up  the  plain-vanilla  PC: 
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FOOLED  YA  Intel/ 
I  DEO 's  prototype 
hides  a  PC  behind 
a  TV  screen 


Think  Smaller 

YOU  WOULDN'T  KNOW  IT  from  the  siih 
the  hulking  desktops  and  thick-as-a-b  f. 
laptops  sold  by  Dell,  HP,  and  others,  i 
the  size  of  PC  parts  continually  shri  i 
Some  innovative  companies  are  taking  R 
vantage  of  this  law  of  electronics.  By  ui  at 
chips  that  consume  less  power  and 
signing  better  cooling  systems,  PC  bfcl 
tiques  such  as  Falcon  Northwest 
Shuttle   Computer   make   fully   loajm 
screamers  that  are  the  size  of  two  six-p£  jj 
stacked  up.  Using  buil 
handles,  as  on  Falcon's  Fr 
Box,  for  example,  gamers 
comfortably  carry  them 
"LAN  parties"  to  do  vi 
combat  with  friends. 

But  these  PCs  will  se 
positively  clunky  compafe 
with  some  of  the  miniat 
models  that  are  around 
corner.  Startup  OQO  Inc.  j 
announced  a  14-ounce,  fi 
inch-long  mighty  mite  thi 
small  enough  to  fit  in  a  po 
et  yet  powerful  enough  to  r 
the  same  software  that  n 
on  a  high-end  desktop  PC. 
That  way  people  can  ca 
all  of  their  work  and 
stuff  without   having 
lug  a  laptop.  Microsoft  c 
founder  Paul  Allen  is  bac 
ing  a  similarly  pint-siz 
PC,  dubbed  the  FlipSta 
that's  expected  to  ship  m 
year.  Even  more  extreme,  ] 
Systems  Inc.  is  cramming 


cessor  and  other  PC  circuitry 
)  its  keychain-sized  storage 
ices.  Plug  it  into  a  monitor 
1  keyboard,  and  it's  a  PC.  If 
airports  and  coffee  shops  of 
lorrow  make  such  peripher- 
available,  tiny  PCs  of  this  sort 
y  one  day  provide  the  ulti- 
te  in  portable  computing. 

how  It  Bigger 

W  THAT  THEIR  PRICES  have 
sn  to  just  a  few  hundred  dol- 
:,  flat-screen  monitors  are  be- 
ling  standard  for  desktop  PCs 
lomes  and  offices.  But  most 
the  same  size  as  the  old  cath- 
-ray  tubes— usually  15-  or  17- 
ties  diagonally.  PC  makers 
uld  design  models  with  bigger 
jens  in  mind,  to  reduce  eye 
in  and  improve  the  experience 
movie-watchers  and  gamers. 
Tosoft  is  even  experimenting 
ti  44-in.  high-resolution  dis- 
ps  that  curve  around  a  user's 
k  like  a  space-age  console,  so 
ltiple  programs  can  be  seen  at 
!  time.  Microsoft  researcher  Gary  Stark- 
ither,  the  inventor  of  the  laser  printer 
ing  his  days  at  Xerox  in  the  1970s, 
iks  such  setups  will  be  commonplace  in 
ces  within  three  years.  The  reason?  He 
ires  they  could  provide  a  25%  to  30% 
movement  in  productivity.  "It  has  real 
tom-line  value,"  he  says. 


ntertain  Us 

rH  THE  POPULARITY  of  digital  music, 
recorders  like  TTVo,  and  flat-screen  TVs 
t  can  double  as  computer  monitors,  the 
has  a  chance  to  be- 
le  a  command  center 
home  entertainment, 
early  attempts  based 
Microsoft's  Media 
iter  PC  software  have 
ed  to  catch  on. 
.yre  too  noisy,  too 
,  and  too  ugly.  And 
y  don't  offer  con- 
ners  the  entertain- 
nt  value  they  have 
tie  to  expect.  Where's 
high-definition 
eo  or  sophisticated 
nd  processing?  And  OQO'STINYPC 
v  about  delivering  it's  small 
iple  wireless  net-  enough  to  fit  in 
rking  to  make  it  easy    a  pocket 


to  move  digital  fare  from  the  hard  drive  to 
the  TV  or  stereo?  If  packaged  better,  the  PC 
could  find  a  comfy  place  in  the  living  room. 
For  proof,  consider  Japan,  where  con- 
sumers are  snapping  up  space-saving  hy- 
brid devices  from  Fujitsu  and  NEC  that  are 
designed  to  meet  all  of  an  entertainment 
junkie's  needs.  It's  a  PC,  TV,  DVD  player, 
TiVo,  and  stereo  all  loaded  into  one  svelte 
package.  PC  makers  say  such  all-in-one 
devices  don't  play  well  in  the  U.S.,  where 
space  isn't  such  a  constraint.  Evidently, 
their  living  rooms  aren't  as  cluttered  with 
cable  boxes,  remote  controls,  and  DVD 
players  as  most  people's  are. 


Make  It  Fit  In 

EVEN  THE  MEDIA  CENTER  PCs  look  too 
much  like  computers  to  be  invited  into 
the  living  room.  The  industry  knows  that 
must  change.  Intel  and  IDEO  have  built  a 
prototype  of  a  mobile  entertainment  PC, 
called  Florence,  that  appears  to  be  noth- 
ing more  than  a  sleek,  black  TV  screen 
with  the  computer  hidden  away  inside 
the  flat-panel  display.  For  the  office,  Mi- 
crosoft and  HP  are  developing  a  desktop 
workstation  designed  to  reduce  "gadget 
sprawl."  Rather  than  scatter  your  tablet 
PC,  voice-over-Internet  telephone,  and 
personal  digital  assistant  across  your 
desk,  you  could  snap  them  all  into  handy 


PICKUPGAME  Falcon's 

FragBox,  with  built-in 
handles,  totes  easily 
to  video  game  parties 


built-in  connections  on  the  monitor  or  the 
PC  chassis.  Elements  of  both  designs 
should  start  to  show  up  in  mainstream 
PCs  later  this  year. 


Aesthetics  Matter 

DOES  BLENDING  IN  MEAN  bland  and 
dull?  It  doesn't  have  to.  Apple  Computer 
has  managed  to  hold  its  base  of  loyal  fans 
with  its  elegant  designs.  Contract  manu- 
facturer Hy-Tek  Manufacturing  Co.  is  get- 
ting raves  for  its  $6,500  TekPanel  300,  a 
30.5-in.  diagonal  wide-screen  monitor 
with  a  built-in  PC  that  looked  at  home  in 
the  Trump  Tower  loft  used  by  The  Ap- 
prentice this  spring.  Acer  Inc.,  meanwhile, 
has  turned  heads  with  its  candy-apple  red 
Ferrari  notebook  PC.  Acer  Chairman  Stan 
Shih  says  now  that  most  PCs  have  more 
than  enough  horsepower  to  satisfy  cus- 
tomers, design  will  be  the  key  to  distinc- 
tion. "Just  like  a  car,  you  look  at  it  and  you 
know  what  brand  it  is,"  he  says. 

Sadly,  that  sentiment  is  hard  to  find 
among  PC  makers.  It's  time  for  them  to 
move  beyond  the  equivalent  of  the  black 
four-door  sedan.  Give  us  some  pizzazz.  ■ 


BusinessWeek  online 


For  a  Q&A  with 
Microsoft  exec  Tom 
Phillips  about  the  future  of  PC  design, 
go  to  businessweek.com/itlOO 
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IPOs 
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IT'S  NOT  JUST  GOOGLE.  PLENTY  OF  PROSPECTIVE 
INTERNET  IPOS  ARE  PACKING  PROFITS-AND 
THERE'S  LOTS  MORE  WHERE  THEY  CAME  FROM 


:: 


FOUR  YEARS  AGO, 
Internet  initial  public 
offerings  seemed  too 
easy.  Then,  they 
seemed  impossible: 
Just  14  Net  compa- 
nies went  public  from 
2001  to  2003.  Now, 
has  the  Web  found  a 
Goldilocks  IPO  market:  Not  too  hot  or 
too  cold? 

It  looks  that  way.  After  three  frosty 
years,  the  Web  IPO  market  seems  close  to 
just  right.  So  far  this  year,  five  Net  com- 
panies have  gone  public,  and  23  have  filed 
paperwork    with    federal    regulators. 


Here's  the  striking  thing:  Of  those  28 
companies,  20,  or  71%,  are  profitable. 
Compare  that  with  1998  to  2000,  when 
just  4%  of  Net  IPO  companies  were  in  the 
black,  says  Thomson  Financial. 

Today's  profits  are  only  the  beginning 
of  the  story.  The  best  of  the  up-and-com- 
ers  look  the  way  Net  companies  are  sup- 
posed to  look,  with  fast  growth  and  busi- 
ness models  that  should  turn  small 
revenue  gains  into  larger  spikes  in  profits. 
In  2003,  the  28  companies  showed  an 
aggregate  56%  jump  in  revenue  and  a 
490%  jump  in  net  income  under  tradi- 
tional accounting  rules.  The  numbers 
aren't  just  due  to  Google's  explosive 


k 

growth.  Take  out  the  search-engine  phr .-_ 
nom  and  the  Class  of  '04's  sales  roj  I 
35%— while  a  $14  million  loss  turned  iro  j 
a  $400  profit.  "We're  seeing  a  next  gene  I 
ation  of  companies  that  have  taken  tl  5 
time  to  build  solid  [business]  models 
says  Chip  Morris,  a  money  manager  at  h 
tegrated  Capital  Partners  in  Baltimore. 
These  companies  illustrate  some  of  tl 
most  important  shifts  the  Web  is  bringir 
to  business.  First,  online  advertising 
not  only  booming— it's  also  evolving  w« 
beyond  banner  ads,  as  current  ipo  cane  % 
dates    Google,    Advertising.com,    ar 
Shopping.com  help  make  the  Net  mo 
sophisticated  in  matching  advertisers 
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ET  Former 
>!  exec  Nirav 
s  helping  take 
oing.com  public 


audiences  than  ever. 
The  result?  Net  ad- 
vertising is  on  pace 
^^^  to  soar  30%  or  more 

^^m  this  year,  to  nearly 

.0  billion,  closing  in  on  the  $12  billion 
>ent  on  magazine  advertising.  Another 
isiness  on  the  rise  is  software  as  a  serv- 
;.  Instead  of  charging  hundreds  of 
ousands  of  dollars  for  shrink-wrapped 
Ds,  Salesforce.com,  Taleo,  and  Right- 
3w  Technologies  are  delivering  software 
corporations  over  the  Net  for  as  little  as 
>5  per  user  per  month.  Finally,  look  to 
lina.  Soon-to-be-public  Mtone  Wireless 
>rp.  and  other  Chinese  Net  companies 
e  helping  open  a  Web  market  that 
omises  to  become  the  largest  in  the 
i>rld,  perhaps  as  early  as  next  year, 
tone  is  developing  games  and  other 
ntent  for  mobile  phones  that  could  help 
ake  phones  in  China  what  PCs  are  to 
e  West. 

Still,  investors  remain  picky.  Compa- 
es  that  are  too  small  or  lose  money  have 
itten  cool  receptions.  Unprofitable 
ed-book  exchange  Alibris  Inc.  pulled  its 
anned  IPO  in  May,  saying  it  had  gotten 

0  few  bids  for  a  planned  auction.  "The 
lall  ones  are  always  iffy,"  says  Linda 
llian,  co-manager  of  the  IPO  Plus  After- 
arket  Fund.  That  could  spell  trouble  for 
mpanies  like  gay-focused  portal  Plan- 
Out  Inc.,  which  lost  $752,000  last  year 
i  $19  million  in  sales. 

While  Google  gets  all  the  glory,  a  more 
omising  investment  in  online  market- 
g  may  be  Advertising.com.  It  certainly 
Dn't  have  anything  like  the  search  gi- 
lt's nosebleed  market  cap.  Plus,  it  ex- 
inds  on  the  most  significant  innovation 
Web  advertising:  shifting  the  risk  of  an 

1  not  working  from  advertisers  to  media 
unpanies.  Advertising.com  buys  cheap 
I  space  on  Web  sites,  uses  proprietary 
chnology  to  match  ads  with  Web 
irfers,  then  resells  the  ads  to  clients  like 
ble  channel  HBO  and  continuing-edu- 
tion  provider  Apollo  Group. 

While  Google  and  other  search  engines 
;t  paid  when  consumers  click  on  spon- 
red  links  next  to  search  results,  Adver- 
iing.com  only  gets  paid  if  surfers  regis- 
r  at  an  advertiser's  site,  buy  something, 

request  more  information.  Advertisers 
ill  pay  up  for  such  tangible  results. 
)uth  Carolina's  Parks,  Recreation,  & 
mrism  Dept.  paid  Advertising.com  up 

$2  for  each  surfer  who  asked  for  a  va- 
tion  guide,  compared  with  the  12<t  it 
»uld  have  spent  for  a  search- engine 
ick.  "You  get  someone  who  orders  the 
•oduct,  compared  to  someone  who's  just 
oking,"  says  Catherine  D'Azevedo,  me- 


dia director  at  the  Leslie  Agency,  a 
Greenville  (S.C.)  ad  firm  that  ran  the 
state's  campaign.  Advertising.com's  sales 
surged  79%  last  year,  to  $132  million,  and 
its  net  income  hit  $12.6  million,  before  a 
$6.1  million  tax  benefit. 

Another  upstart  in  online  advertising 
that's  shaping  up  as  a  hot  IPO  is  Shop- 
ping.com.  The  price-comparison  site, 
whose  chief  operating  officer  is  former 
Yahoo!  exec  Nirav  Tolia,  lets  people  com- 
pare prices  online  for  everything  from 
DVD  players  to  pruning  shears.  What's  in- 
novative is  that  Shopping.com  taps  two 
ad  streams  at  once.  It  charges  advertisers 
who  put  their  ads  alongside  search  re- 
sults, and  it  collects  referral  fees  for  con- 
sumers who  click  from  within  the  site's 


BACK  IN  THE  BLACK 

After  a  long  hiatus,  the  IPO  market 
for  Web  companies  is  back,  with  five 
deals  completed  this  year  and  21 
more  in  registration.  That's  up  from 
14  deals  between  2001  and  2003. 
But  not  every  IPO  is  worthy.  A 
primer: 


WHOA,  PROFITS!  More  than  61%  of  this 
year's  Net  IPO  candidates  are  profitable, 
compared  with  4%  from  1998  to  2000. 
All  the  rest  are  cash-flow  positive. 


WILL  SEARCH  FOR  STOCK  Four  IPO 
candidates  are  driven  by  the  surging 
market  for  Internet  search  advertising, 
which  grew  183%  last  year,  to  $2.6 
billion.  Besides  the  favorite,  Googie, 
there's  Advertising.com,  Claria,  and 
Shopping.com. 


LOOK  EAST,  YOUHG  INVESTOR  Chinese 
Net  companies  are  plentiful, 
profitable— and  cheap.  Three  have  gone 
public  this  year.  Waiting  in  the  wings  is 
Mtone  Wireless,  which  provides  instant 
messaging  and  greeting  cards  on 
mobile  phones.  And  Chinese  Net 
companies  have  price-to-earnings 
ratios  of  19  to  30,  well  below  U.S.  Web 
plays. 


PICKY,  PICKY  A  bust-burned  market  is 
cold  to  underperformers.  Unprofitable 
online  bookseller  Alibris  pulled  its 
offering  after  failing  to  attract  interest. 
Look  for  the  offerings  of  smaller 
companies  like  PlanetOut,  eCost.com, 
and  the  Active  Network  to  struggle  if  the 
stock  market  sags. 

Data:  Bus/nessWeefc.  Thomson  Financial,  Renaissance  Capital. 
PricewaterhouseCoopers 


price  listings  to  a  merchant's  store.  Shop- 
ping.com  doubled  sales,  to  $67  million, 
last  year,  and  earned  $6.9  million. 

Underhyped  gems  are  not  as  easy  to 
find  in  the  software-as-a-service  business. 
That's  why  attention  has  focused  so 
keenly  on  Salesforce.com.  It  has  the 
strongest  brand,  it's  growing  fast,  and  it's 
attacking  the  huge  $7  billion  market  for 
customer-relationship-management  soft- 
ware. Last  year,  revenues  soared  88%,  to 
$96  million,  while  the  company  broke 
into  the  black  with  profits  of  $3.5  million. 
Despite  its  scrape  with  regulators  over 
pre-IPO  publicity  that  has  delayed  the 
deal,  Munder  Net/Net  Fund  portfolio 
manager  Paul  T.  Cook  says  Salesforce 
may  be  the  strongest  IPO  after  Google.  He 
expects  Salesforce  to  triple  in  size  over  the 
next  four  years,  to  nearly  $300  million  in 
sales,  while  profits  should  hit  $36  million. 

Don't  ignore  the  other  side  of  the 
world,  though.  Three  Chinese  Net  compa- 
nies have  gone  public  so  far  this  year  and 
Mtone  Wireless  is  preparing  to  sell  stock  to 
the  public.  All  four  are  profitable,  their 
stocks  are  cheap  by  American  standards, 
and  they're  sitting  on  a  huge  market. 

The  risks  involved  with  these  compa- 
nies have  kept  their  stocks  inexpensive. 
Investors'  big  fear  is  that  the  Chinese  gov- 
ernment may  decide  to  restrict  Net  serv- 
ices in  some  way.  The  result  is  that  these 
Net  stocks  trade  at  17  to  33  times  earn- 
ings, compared  with  50  to  80  earnings  for 
U.S.  dot-com  leaders.  "These  companies 
are  much  more  profitable  and  growing 
much  faster  and  should  get  a  premium  to 
U.S.  companies,  but  that  has  been  offset 
by  the  [political]  risk,"  says  analyst  Safa 
Rashtchy  of  Piper  Jaffray  Cos. 

The  key  to  making  money  is  spotting 
less-than-obvious  stars.  Since  1980,  two 
tech  IPOs  a  year  have  risen  tenfold  over 
time,  producing  nearly  all  long-term 
profits,  as  small  gains  and  losses  cancel 
one  another  out,  says  Morgan  Stanley  an- 
alyst Mary  Meeker.  With  an  initial  market 
value  that's  expected  to  be  around  $28 
billion,  Google  is  probably  too  big  for  the 
role:  It  would  have  to  reach  Microsoft 
Corp.'s  market  value  now  to  be  a  10-bag- 
ger.  That's  why  the  best  bets  may  be  com- 
panies such  as  Advertising.com,  Shop- 
ping.com,  Salesforce.com,  or  Mtone 
Wireless.  After  the  irrationality  of  both 
boom  and  bust,  Web  companies  are  get- 
ting a  cordial  but  sober  hearing  on  Wall 
Street.  Thaf  s  reason  to  feel  exuberant.  II 
-By  Timothy  J.  Mullaney  in  New  York 


For  a  report  card  on 
each  major  2004  Web  IPO,  go  to 
www.businessweek.com/itl00 
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THE  INFO  TECH  100 


Where  Are  They  Now? 

MANY  OF  LAST  YEAR'S  LEADING  LIGHTS  HAVE 
GONE  MISSING.  BLAME  TOUGHER  COMPETITION 
AND  UNDENIABLE  STRATEGIC  MISSTEPS 


Nokia 


THE  SUMMER  SUN  may  be  bright  over 
Finland,  but  these  are  gloomy  days  at 
Nokia  Corp.  The  world's  largest  mobile- 
phone  maker  in  April  announced  rev- 
enues dropped  2%  in  the  first  quarter. 
That  shook  investors,  who  have  slashed 
38%  off"  its  share  price  since  an  early 
March  high.  Helsinki-based  Nokia  fo- 
cused too  much  on  cheap  models  and  on 
top-of-the-line  smart  phones  for  wealthy 
business  users,  while  competitors  ex- 
ploited the  vast  middle  market.  Those  fac- 
tors conspired  to  knock  Nokia  off  the  Info 
Tech  100  for  the  first  time  since  the  year- 
ly list  made  its  debut  in  1998. 

InterActiveCorp 

LAST  YEAR,  InterActiveCorp  went  on  an 
acquisition  binge.  The  e-commerce  con- 
glomerate bought  online  travel  agency 
Expedia,  Hotels.com,  LendingTree,  and 
Ticketmaster.  Now  it's  dealing  with  a 
massive  hangover.  Earnings  have  been 
clobbered  by  noncash  expenses  related  to 
the  acquisitions.  That  contributed  to  an 
18%  stock  slide  over  the  past  year,  a  sharp 
contrast  to  the  34%  return  that  helped 
InterActiveCorp  rank  No.  33  last  year. 

Amazon.com 

AMAZON.COM  INC.  missed  the  ranking? 
Isn't  the  company  thriving?  Well,  yes:  The 
leading  e-tailer  has  posted  three  straight 
profitable  quarters.  Sales  for  the  past  year 
jumped  37%,  to  $5.7  billion.  So  why  did 
Amazon  drop  off  the  Top  100  list?  Blame 
the  $2.9  billion  in  losses  it  has  racked  up 
since  starting  up  in  1994.  Because  Ama- 
zon has  negative  shareholders'  equity,  it 
didn't  get  credit  for  its  recent  profits  and 
slipped  from  No.  46  last  year. 


Verizon 


ing  an  onslaught  of  competition  from  ca- 
ble-TV operators,  AT&T,  and  Web  phone 
upstarts  like  Vonage  Holdings  Corp.  Hel- 
lo, trouble:  Revenues  rose  a  measly  1% 
over  the  past  12  months,  and  the  compa- 
ny's stock  slid  5%.  Verizon  reduced  its 
staff  by  21,000  in  December,  2003.  That 
led  to  more  than  $3  billion  in  severance 
and  pension  costs. 


Intuit 


MANY  COMPANIES  would  be  happy  to 
match  Intuit  Inc.'s  growth:  Sales  were  up 
15%  last  year.  Yet  Wall  Street  is  worried 
about  the  tax  and  small-business  software 


TELECOM  GIANT  Verizon  Communica- 
tions Inc.,  ranked  No.  31  last  year,  is  fac- 
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giant's  long-term  growth  after  it  an 
nounced  in  May  that  sales  growth  in  th 
next  fiscal  year,  beginning  Aug.  1,  will  di) 
below  10%.  Its  stock  slid  14%,  compare- 
with  the  5%  gain  that  helped  it  becom 
No.  99  on  last  year's  IT  100. 

AT&TWireless 

AT&T  WIRELESS  SERVICES  INC.  mad 
headlines  this  winter  when  rival  Cingula 
Wireless  LLC  agreed  to  acquire  it  for  $4 
billion.  But  the  pricey  deal,  which  is  e> 
pected  to  be  completed  later  this  year,  ob 
scured  operating  problems.  Revenues  fc 
the  year  ended  Mar.  31  grew  only  5%,  we 
off  the  14%  from  last  year.  And  AT&T  \oi 
367,000  subscribers  in  the  first  quartt 
even  as  its  top  rivals  grew.  What's  behin 
the  troubles?  Mediocre  customer  servic 
and  a  rocky  transition  to  new  digital  ne 
work  technology. 

SeagateTeehnologj 

IN  20007  SEAGATE  TECHNOLOGY  wei 
private  in  the  biggest  leveraged  buyout 
tech  history.  After  rivals  IBM  and  Quantui 
left  the  disk-drive  business,  Seagate  wei 
public  again  in  December,  2002,  an 
ranked  14th  on  last  year's  IT  100.  But 
the  PC  market  bounced  back,  a  price  w; 
broke  out  with  rivals,  including  Maxft 
Corp.  and  Western  Digital  Corp.  In  Ma 
Seagate  announced  a  14%  drop  in  quarte 
ly  sales  and  an  8.6%  decline  in  profit 

Elitegroup 

IN  TAIWAN,  where  tech  companies  ofte 
survive  on  razor-thin  margins,  it  doesi 
take  much  to  turn  yesterday's  star  into  t 
day's  flameout  Elitegroup  Computer  Sy 
terns  last  year  ranked  No.  50  on  the  IT  10 
thanks  in  part  to  low-cost  production 
China.  This  year— gone.  Why?  Rivals  1l 
Hon  Hai  Precision  Co.  boosted  their  pre 
ence  in  China  to  take  away  Elitegrou{ 
cost  advantage.  The  result:  Sales  tumbl< 
72%  in  the  first  quarter.  ■ 


ri 


)  Lufthansa 


We  service  8  million  customers  in  100  countries 
with  one  integrated  system  from  PeopleSoft." 


— Christoph  Ganswindt,  CIO,  Lufthansa  Passenger  Airline 


Great  companies  around  the  world  rely  on  PeopleSoft  enterprise  application  software. 

Customer  loyalty  means  profitability  in  the  competitive  airline  industry.  PeopleSoft  Customer 
Relationship  Management  allowed  Lufthansa  to  go  from  four  disparate  customer  service  systems  to 
one  integrated,  real-time  solution  globally.The  airline's  2,000  agents  now  respond  faster  and  more 
efficiently  to  customer  requests,  ensuring  a  loyal  customer  base  and  more  frequent  fliers. To  find 
out  more  visit  www.peoplesoft.com/goto/customers  or  call  1  888  773  8277. 


Customer  Relationship  Management 


Suddenly  the  idea  of  email  on  a  cell  phone 

seems  obvious. 


Treo  600 


Push  one  button  on  the  Treo  600  smartphone  from  palmOne  and  it  happens.  Suddenly  you're  on  email*-  sendinc 
replying,  communicating.  All  with  an  integrated,  easy  to  use  QWERTY  keyboard.  No  complex  key  punching  o 
endless  text  scrolling.  No  booting  up  or  waiting  for  applications  to  launch.  Just  updated  email,  ready  when  yoi 
are,  right  out  of  the  box!  The  Treo  600  is  also  a  full-featured  mobile  phone,  a  Palm  Powered  organizer  and  a  digita 
camera.  It  lets  you  text  message  and  browse  the  Web?  And  yes,  it  really  is  small  enough  to  slip  in  your  pocke 
Learn  more  at  www.palmOne.com  or  visit  your  local  service  provider.  Finally,  a  smartphone  that  really  is  smar 


Sprint 


i  AT&T  Wireless      X  cingular       T  ■  •Mobile- 


palmOm 


'Wireless  service  plan  required.  Email  and  web  require  data  services  and  ISP,  and  additional  charges  may  apply.  Wireless  coverage  may  not  be  available  in  all  aree 
Screen  image  simulated.  ©2004  palmOne,  Inc.  All  rights  reserved.  palmOne,  Treo.  and  Palm  Powered  are  among  the  trademarks  or  registered  trademarks  owned  b 
or  licensed  to  palmOne,  Inc.  All  other  brand  and  product  names  are  or  may  be  trade    irks  of,  and  are  used  to  identify  products  or  services  of,  their  respective  owne< 


fHE  INFO  TECH  100 


Fhe  Information  Technology  100 


i  compile  the  Information  Technology 
10,  BusinessWeek  began  with  financial 
ita  from  Standard  &  Poor's,  a  division 
The  McGraw-Hill  Companies  that  has 
imputerized  information  on  10,000 
iblicly  traded  corporations.  We 
mmed  this  universe  to  information- 
chnology  companies  and  then  added 
>n-U.S.  tech  companies 
commended  by  our  network  of  foreign 
ireaus.  To  qualify,  companies  had  to 
ive  revenues  of  at  least  $300  million. 

e  divided  this  collection  of  about  500 
impanies  into  eight  industry 
itegories,  such  as  software  and 
miconductors.  Companies  whose 


stock  price  has  dropped  more  than 
75%,  whose  sales  shrank,  or  where 
other  developments  raised  questions 
about  future  performance,  were 
eliminated  from  contention.  We  also 
dropped  phone  companies  whose 
monopoly  or  near-monopoly  power 
gives  them  an  unfair  advantage  over 
competitors.  The  remaining  group  of 
companies  was  ranked  on  four  criteria: 
return  on  equity  and  revenue  growth 
(which  were  given  equal  weight), 
shareholder  return  and  total  revenues 
(which  were  both  weighted).  Then,  the 
top  100  companies  were  re-ranked  as 
a  group. 


REVENUES  Latest  available  revenues  for 
the  12-month  period  ended  Dec.  31,  Jan.  31, 
Feb.  29,  Mar.  31,  or  Apr.  30.  For  companies 
that  do  not  report  quarterly,  the  most 
recent  annual  data  were  used.  Includes 
all  sales  and  other  operating  revenues. 

REVENUE  GROWTH  Percentage  change 
in  revenues  compared  with  the  previous 
12-month  period,  in  native  currency. 

RETURN  ON  EQUITY  Net  income 
available  for  shareholders  divided  by 
common  equity. 

TOTAL  RETURN  The  total  return  to 
shareholders,  in  U.S.  dollar  terms,  in- 


cluding reinvested  dividends  for  the  12 
months  ended  May  31, 2004. 

PROFITS  Latest  available  profits  for  the 
12-month  period  ended  Dec.  31,  Jan.  31, 
Feb.  29,  Mar.  31,  or  Apr.  30.  Net  income 
from  continuing  operations  before 
extraordinary  items. 

NOTE:  Data  compiled  by  Standard  & 
Poor's  from  sources  such  as  statistical 
services,  registration  statements,  and 
company  reports  that  S&P  believes  to 
be  reliable  but  are  not  guaranteed  by 
S&P  or  BusinessWeek  as  to  correctness 
or  completeness.  This  material  is  not  an 
offer  to  buy  or  sell  any  security. 


THE  BIGGEST 

COMPANY 

CURRENT  SALES 
(MILLIONS) 

IBM 

$91,316.0 

HEWLETT-PACKARD 

76,828.0 

SAMSUNG  ELEC. 

54,464.2 

NTT  DOCOMO 

48,455.2 

NEC 

47,099.5 

FUJITSU 

45,137.1 

DELL 

43,452.0 

MICROSOFT 

35,608.0 

TELEFONICA 

35,511.5 

INTEL 

31,481.0 

THE  FASTEST  GROWING 

COMPANY 

REVENUE 
GROWTH 

LEXAR  MEDIA 

161.4% 

QUANTA  COMPUTER 

108.8 

SANDISK 

107.4 

YAHOO! 

100.3 

UTSTARCOM 

99.9 

MOBILE  TELESYSTEMS 

87.0 

CHINA  UNICOM 

78.3 

ADVANTEST 

78.2 

VIMPEL-COMMUNICATIONS  73.8 

ASUSTEK  COMPUTER 

71.6 

THE  MOST  PROFITABLE 

COMPANY 

RETURN 
ON  EQUITY 

MEDIATEK 

55.2% 

ACCENTURE 

47.2 

DELL 

45.5 

Nil  HOLDINGS 

41.5 

YAHOO!  JAPAN 

41.5 

UNIV.  OF  PHOENIX  ONLINE  40.2 

NOVATEK  MICROELEC. 

39.1 

TELEFONICA  MOVILES 

37.2 

ORACLE 

34.4 

SK  TELECOM 

34.4 

THE  BEST  RETURNS 

SHAREHOLDER  RETURN 
COMPANY               THROUGH  5/30/04 

TELESYSTEM  INT.  WIRELESS  264.7% 

AU  OPTRONICS 

264.6 

YAHOO!  JAPAN 

215.1 

CHI  MEI  OPTOELECTRONICS  215.1 

Nil  HOLDINGS 

202.1 

SOFTBANK 

194.6 

AUTODESK 

141.4 

MOTOROLA 

135.0 

WIPRO 

130.8 

MOBILE  TELESYSTEMS 

126.8 

All  figures  are  for  most  recent  available  12  months. 


Data:  Standard  &  Poor's,  BusinessWeek 


ALPHABETICAL 
INDEX  OF 
COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


BusinessWeek  online 


for  more  information  about  the 
Information  Technology  100  com- 
Danies  and  monthly  updates  of 
:he  rankings,  go  to  www.business- 
/veek.com/magazine/itlOO 


Accenture  9 

Acer  25 

Adobe  Systems  84 

Advanced  Micro  Devices  40 

Advanced  Semiconductor 

Engineering  85 
Advantest  76 
Affiliated  Computer 

Services  86 
Alliance  Data  Systems  99 
America  Movil  2 
Ameritrade  Holding  64 
Amphenol  72 
Analog  Devices  91 
Anteon  International  87 
Apple  Computer  74 
Arrow  Electronics  54 
ASUSTek  Computer  16 
ATI  Technologies  79 
AU  Optronics  17 
Autodesk  38 
Automatic  Data 

Processing  80 


BenQ77 
Brightpoint  56 
Canon  45 

Casio  Computer  68 
CDW42 

Chi  Mei  Optoelectronics  36 
China  Mobile  (Hong  Kong)  12 
China  Telecom  28 
China  Unicom  19 
Cisco  Systems  24 
Cognizant  Technology 
Solutions  37 
Compal  Electronic  15 
Computer  Sciences  30 
CSK83 
Dell  6 
eBay  44 

Electronic  Arts  52 
First  Data  81 
Fujitsu  50 
Harris  98 


Hewlett-Packard  71 
Hon  Hai  Precision  Ind.  4 
Hoya  89 

Infosys  Technologies  27 
Intel  13 
International  Business 

Machines  10 
Jabil  Circuit  69 
KDDI  65 
Konami  88 
L-3  Communications 

Holdings  66 
Lexar  Media  57 
Lexmark  International  47 
LG  Electronics  1 
Lite-On  Technology  21 
MediaTek  35 
Microsoft  49 
mm02  48 

Mobile  TeleSystems  7 
Motorola  29 
NEC  53 
Nextel  Communications  5 


Nil  Holdings  26 
Novatek  Microelectronics  20 
NTT  DoCoMo  33 
Oracle  34 
Qualcomm  60 
Quanta  Computer  3 
Rogers  Wireless 

Communications  75 
SAGEM  90 

Samsung  Electronics  11 
SanDisk  78 
Scientific-Atlanta  100 
Sharp  59 
SK  Telecom  23 
Softbank  67 
STET  Hellas 

Telecommunications  51 
SunGard  Data  Systems  92 
Symantec  61 
Synnex  Technology 

International  70 
Taiwan  Semiconductor 

Manufacturing  55 


Tech  Data  43 

Tele2  93 

Telefonica  46 

Telefonica  Moviles  8 

Telenor  41 

Telesystem  International 

Wireless  95 
TeliaSonera  32 
Texas  Instruments  39 
TPV  Technology  14 
Turkcell  lletisim  Hizmetleri  97 
Unisys  82 

United  Microelectronics  96 
University  of  Phoenix 

Online  22 
UTStarcom  58 
Vimpel-Communications  18 
Wanadoo  94 
Western  Digital  73 
Wipro  62 
Yahoo!  63 
Yahoo!  Japan  31 
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COMPANY 

Country /Stock  Symbol* /i" 


REVENUES 

$  Millions 
Sector 


nt VENUE 

GROWTH 

Percent 

Rank 


RETURN 

ON  EQUITY 

Percenl 

Rank 


SHRHLDR. 
RETURN 

Percent 

Rank 


PROfTTS 

$  Millions 


COMMENTS 


1  LG  ELECTRONICS 

1  Korea /COMP 

r>  AMERICA  MOVIL 

^  Mexico /AMX/ TELE 

r>  QUANTA  COMPUTER 

O  Taiwan  /  COMP 

A  HON  HAI  PRECISION  IND. 

t  Taiwan  /  COMP 

NEXTELCOMM 
USA /NXTL/ TELE 


C  NEXTEL  COMMUNICATIONS 


6DELL 


USA /DELL /COMP 


MOBILE  TELESYSTEMS 


7  Russia /MBT/ TELE 

O  TELEFONICA  MOVILE 

O  Spain  /TEM/  TELE 


q  ACCENTURE 

V  Bermuda  /  ACN  /  SVCS 


JQIBM 


USA  /  IBM  /  SVCS 


^2  SAMSUNG  ELECTRONICS 


Korea  /  COMP 


1 9  CHINA  MOBILE  (HONG  KONG) 

1Z  Hong  Kong /CHL/ TELE 

1  o  INTEL 

-L^>  USA  /  INTC  /  SEMI 

1/1  TPV  TECHNOLOGY 

-H- Hong  Kong /COMP 

1C  COMPAL  ELECTRONIC 


Taiwan /COMP 

EKCOMI 

/COMP 

[-R0NICS 

Taiwan /AUO/ COMP 

VIMPELCOM 

Russia /VIP /TELE 

CHINA  UNICOM 

Hong  Kong /CHU/ TELE 

NOVATEKMIC 

Taiwan /SEMI 


1/;  ASUSTEK  COMPUTER 
LXJ  Taiwan 

]7  Ml  OPTRONICS 

18 v       :A 

19 c 

20  -  s 


KEY  TO  INDUSTRIES:  COMM  = 

SOFT 
FOOTNOTES:  "O.ny  forcomps 
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29,909.0 
12 

66.0 
12 

20.5 
36 

65.1 
34 

592.4 

8,736.9 
31 

48.5 
18 

25.7 
18 

92.8 
24 

1,498.7 

8,742.3 
30 

108.8 
2 

24.0 
23 

20.3 
80 

388.8 

10,898.8 
25 

44.1 
22 

24.1 
22 

39.7 
58 

669.8 

11,552.0 
23 

26.5 
43 

28.2 
15 

54.3 
45 

1,890.0 

43,452.0 

17.9 

45.5 

12.3 

2,778.0 

2,546.2 
65 


12,841.5 
22 


14,137.6 
21 


91,316.0 

1 


54,464.2 
3 


19,162.7 
17 


31,481.0 
10 


2,135.4 
73 


5,195.1 
43 


5,747.4 
40 


3,085.0 
59 


1,335.6 
83 

7,883.5 
35 


320.0 
100 


62 

87.0 
6 

16.0 
69 

9.2 
85 

9.7 

82 


88 

23.4 
51 

17.8 
63 

41.8 
23 

44.5 
21 

71.6 
10 

38.5 
29 

73.8 
9 

78.3 
7 

63.0 
13 


30.0 
13 

37.2 
8 

47.2 
2 

27.8 

16 

20.3 
37 

20.7 
34 

16.9 
47 

25.0 
20 

20.5 
35 

16.4 
52 

16.9 
48 

23.5 
24 

8.1 
82 

39.1 
7 


89 

126.8 
10 

34.7 
66 

40.5 
57 

1.4 
97 

57.9 
39 

23.5 
78 

37.7 
61 

124.4 
12 

16.4 
85 

14.9 
86 

264.6 
2 

105.0 
18 

36.6 
62 

125.3 
11 


460.7 


234.3 


679.1 


62.4 


The  home-appliances  company  is  making  strides  | 
in  shifting  to  consumer  electronics.  Its  goal:  be 
one  of  the  Big  Three  CE  brands  within  six  years. 

This  wireless  player,  controlled  by  Mexican 
billionaire  Carlos  Slim,  is  benefiting  from  fast 
growth  at  home  and  acquisitions. 

The  world's  biggest  producer  of  notebook  PCs 
counts  Dell  and  HP  among  its  customers.  And 
it's  diversifying  into  cell  phones  and  LCD  TVs. 

This  powerful  producer  of  PCs  and  parts  is 
closing  in  on  Flextronics  as  the  world's  top 
electronics  contract  manufacturer. 

This  wireless  carrier  beats  the  rest  by  selling  to 
business  users.  But  a  controversial  proposal  to 
swap  airwaves  clouds  its  expansion  plans. 

Dell  regained  the  crown  as  top  PC  maker  from 
Hewlett-Packard  and  is  gaining  share  in  servers., 

Russia's  largest  cellular  company  doubled 
subscribers  last  year,  helped  by  nationwide 
coverage  and  expansion  abroad. 

Strong  profits  boosted  the  wireless  arm  of 
Spain's  dominant  carrier  into  the  Top  100.  Now 
it's  expanding  within  Latin  America. 

The  consulting  giant  has  transformed  itself  into 
a  leading  player  in  outsourcing.  Still,  it  must 
fend  off  such  powerful  rivals  as  IBM  and  HP. 

Becoming  a  tech-services  company  was  just  the 
start  for  Big  Blue.  Now,  it's  boosting  high-end 
consulting  services  to  compete  with  Accenture. 

The  consumer  electronics  giant,  which  makes 
chips,  LCD  displays,  and  cell  phones,  excels  in 
cooking  up  products  for  the  digital  crowd. 

Few  wireless  operators  outpace  the  sales  of 
China's  biggest  cellular  operator.  But  lower- 
spending  subscribers  are  starting  to  hurt  profits. 

Heavy  investment  in  new  plants  helped  Intel 
capitalize  on  the  tech  industry's  rebound  and  expanc 
chip  sales  beyond  its  PC  industry  stronghold. 

This  manufacturer  is  benefiting  from  nsing  deman> 
for  its  LCD  displays  and  its  ties  with  BOE  Technology 
China's  leading  ultrathin-display  producer. 

One  of  the  leading  producers  of  notebook  PCs, 
Compal  will  make  hay  out  of  Toshiba's  decision 
to  outsource  more  production. 

The  producer  of  PC  motherboards  has 
diversified,  racking  up  impressive  sales  of  its 
notebook  PCs  in  Asia. 

Formerly  a  joint  venture  of  PC  maker  Acer  and 
chip  company  UMC,  AU  is  now  one  of  the 
biggest  producers  of  flat-panel  displays. 

Russia's  No.2  wireless  operator  is  reaping  big 
growth  outside  Moscow,  where  cell  phones  are 
taking  off. 

It  has  exclusive  rights  to  Qualcomm's  CDMA 
technology  in  China,  but  rivals  are  battering 
profits  at  China's  second-largest  cellular  operator 

As  the  leading  designer  of  semiconductors  for 
LCD  panels,  the  company  is  seeing  sales  take 
off  with  rising  consumer  demand. 
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F'S  KIND  OF  LIKE  EXPANDING 
(OUR  OFFICE  BY  ABOUT 
,000,000  SQUARE  FEET. 

^URE  VIRTUAL  PRIVATE  NETWORKS  give  employees  access  to  applications  they  use  at  the  office,  even  when  they're  not.  Whether  meeting 
he  local  coffee  shop,  telecommuting  from  home  or  traveling  around  the  world,  employees  can  use  the  same  business-critical  applications 
y  use  every  day,  anywhere  in  the  world.  For  more  information  about  building  a  virtual  private  network  yourself,  or  to  find  a  service  provider 
t  offers  VPN  services  over  an  end-to-end  Cisco  network,  visit  cisco.com/go/managedvpnservices.   |rj|  f* J0-^rt 
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4,246.4 
51 

38.7 
27 

20.3 
38 

28.8 
71 

213.6 

664.2 
97 

58.8 
16 

40.2 
6 

96.1 
23 
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33 

10.2 
81 

34.4 
10 

19.6 
82 

1,649.4 
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15 

9.6 
84 

17.6 
44 

36.3 
63 

4,570.0 

4,625.6 
48 

46.9 
19 

11.3 
72 
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42 

214.6 
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94 
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38 

41.5 

4 
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5 
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90 
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28.3 

14 
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25 
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This  Taiwanese  manufacturer  of  PC 
components  expects  revenues  to  increase  40% 
this  year  thanks  to  strong  LCD  monitor  sales. 

Profits  jumped  as  enrollment  at  the  largest  U.S. 
online  college  rose  to  around  100,000  students— 
a  number  that's  expected  to  rise  50%  this  year. 

Live  TV.  video  on  demand,  traffic  jam  updates 
on  your  cell  phone.  It's  all  a  reality  today,  thanks 
to  South  Korea's  dominant  cellular  company. 

The  networking  giant  is  posting  huge  profits 
while  dominating  the  corporate  market.  Now  it's 
wooing  telecom  companies. 

Spinning  off  divisions  and  narrowing  Acer's 
focus  has  paid  off.  But  with  Chairman  Stan  Shih 
retiring,  will  the  good  times  continue? 

After  exiting  Chapter  11  two  years  ago.  former 
Nextel  International  is  growing  fast  by  snapping 
up  wireless  subscribers  in  Latin  America. 

The  $1  billion  Indian  services  and  software  giant 
is  bringing  its  might  to  the  U.S.  with  a  new 
consulting  operation. 

Profits  more  than  doubled  as  China  Telecom 
expanded  its  network  and  added  Internet  customers. 
But  the  company  is  in  a  tough  battle  with  rivals. 

A  new  CEO  and  spiffy  new  cell  phones  have 
reenergized  sales  at  the  electronics  giant.  To 
focus  more  on  wireless,  it's  spining  off  its  chip  biz.- 


Skyrocketing  demand  for  outsourcing  services 
plus  a  bump  in  tech  contracts  from  the 
government  pushed  CSC's  profits  to  record  levels. 

Partly  owned  by  Yahoo,  this  Internet  portal  runs 
Japan's  No.  1  search  engine  and  online  auction 
services. 

With  a  fistful  of  dollars  from  cost-cutting  and 
customer  growth,  this  Swedish-Finnish  phone 
powerhouse  is  considering  acquisitions. 

Japan's  largest  wireless  company  profited  from 
last  year's  rollout  of  Net  services.  But  this  year  it 
expects  profits  to  fall  due  to  competition. 

Oracle  keeps  racking  up  the  profits,  thanks  to  its 
installed  base  of  database  customers.  Can  a 
takeover  bid  for  PeopleSoft  reignite  sales  growth? 

This  chip-design  company  is  the  leader  in  one  0 
the  industry's  hottest  segments:  DVD  players. 
But  low-cost  rivals  are  attacking  its  profits. 

Taiwan  tycoon  Shi  Wen-long  took  this  unit  of  his 
Chi  Mei  Group  public  to  fund  expansion  of  thin- 
display  manufacturing.  His  bet  is  paying  off. 

The  New  Jersey  outsourcer's  sales  and  profits  an 
surging.  Though  70%  of  its  workers  are  in  India,  z 
U.  S.-sawy  salesforce  keeps  customers  happy. 

As  long  as  engineers  and  architects  are  using 
computers,  Autodesk  will  have  a  healthy  marke 
for  its  computer-aided-design  software. 

Tl's  chips  still  dominate  the  market  for  wireless 
handsets,  and  they've  found  new  markets  in 
flat-screen  televisions  and  digital  music  players 

AMD  grabbed  the  spotlight  with  chips  that  proces 
data  at  two  different  rates.  Now,  AMD  is  pushing 
to  move  beyond  the  desktop  and  into  servers. 
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It's  the  most  important  attribute  for 
a  managed  IP  services  provider. 


"We  trust  you." 

When  an  enterprise  turns  over  the 
management  of  a  key  network  service  to 
a  provider,  that  is  what  is  really  being  said. 
"We  trust  you  not  only  with  our  network, 
but  with  our  customers,  our  partners, 
our  vendors.  In  short,  our  future/' 

Over  1300  of  the  world's  leading 
companies  have  trusted  Equant  with 
the  design,  development,  deployment 
and  ongoing  management  of  their 

MPLS  IP  VPNs. 


The  reasons? 

One,  our  vision  of  a  single,  multiservice, 
multinational  communications  platform 
that  cost  effectively  addresses  a  wide 
range  of  their  current  and  future  needs. 

Two,  people  who  know  what  they  are 
doing,  and  are  doing  it  worldwide  for 
thousands  of  customers. 

Three,  unmatched  seamless  network 
reach,  in  220  countries  and  territories. 

Four,  end-to-end  Cisco  networking 
technology  that  ensures  unparalleled 
security,  reliability  and  continuity. 

Hi  Cisco 
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Visit  us  at  www.equant.com/trust  and  find  out  for  yourself  why  so  many  enterprises 
trust  Equant  to  deliver  seamless  IP  VPN  service  and  demonstrated  business  value. 
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Norway's  dominant  telecom  company  is  spreading 
its  wings  abroad  and  fighting  off  national 
competition  with  a  booming  mobile  business. 

The  computer  distributor  is  beefing  up  its  sales 
force  to  give  small  biz  and  government 
customers  a  more  personal  touch. 

Improving  corporate  demand  and  cost  controls 
have  sales  and  profits  on  the  rise  at  this 
distributor  of  tech  gear. 

Driven  by  a  121%  jump  in  international  sales, 
eBay  is  outpacing  Internet  rivals.  Now  it  must 
live  up  to  its  $58  billion  market  cap. 

Sales  of  digital  cameras  are  helping  fuel  record 
profit  growth.  Now  it's  developing  new  flat- 
screen  technology  with  Toshiba. 

As  voice  revenues  drop,  the  telecom  leader  in 
the  Spanish-  and  Portuguese-speaking  world  is 
finding  growth  in  Net  and  broadband  services. 

Last  year,  Lexmark  cut  a  deal  to  let  Dell  sell 
Lexmark  printers  under  the  Dell  brand.  Good 
move.  Sales  and  profits  are  surging. 

After  rejecting  a  takeover  bid  from  Dutch  rival 
Royal  KPN  in  February,  the  British  cell-phone 
operator  moved  into  the  black  this  year. 

The  software  giant  has  outperformed  rivals  during 
the  downturn,  but  delays  in  the  next  version  of 
Windows  could  keep  growth  tepid  through  2006. 

The  tech  giant  is  back  in  the  black  amid  rising 
demand  for  chips  and  flat  panels.  Next  up: 
doubling  profits  within  three  years. 

The  wireless  company  thrived  as  customers 
gabbed  more  on  their  phones.  But  a  rebranding 
campaign  is  denting  profit  growth. 

With  hits  like  Lord  of  the  Rings  and  NFL  Street, 
EA  has  become  a  master  at  cashing  in  on  the 
games  people  play. 

The  elecronics  maker  is  riding  high  as  a  major 
supplier  of  phones  to  Hong  Kong  billionaire  Li 
Ka-shing's  3G  wireless  operations. 

The  outlook  for  this  tech  distributor  is  bright  as 
demand  for  electronic  components  and  computer  | 
products  rises  and  pricing  power  returns. 

With  the  chip  cycle  on  an  upswing,  profits  at  the  | 
world's  top  contract  manufacturer  are  soaring. 

A  restructuring,  strong  cell-phone  demand,  and 
new  services  have  made  the  cell-phone 
distributor  profitable  once  more. 

Data  is  king,  and  that  means  that  Lexar's 
memory  cards  have  become  essential  for 
cellular  phones  and  PDAs. 

Hello?  Someone  forgot  to  tell  this  telecom  suppliei 
about  the  tech  wreck.  It  has  grown  tenfold  since 
2000  by  selling  cheap  cell  phones  in  China. 


Japan's  top  producer  of  high-quality  flat  panels 
and  the  world's  No.  1  maker  of  LCD  TVs  is 
expanding  its  production  base. 

This  company  can't  keep  up  with  demand  for  its|fc- 
wireless  chips,  which  allow  cell  phones  to  take 
pictures  and  stream  video. 
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With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 


lable  at  over  4500  locations  nationwide  including:  — 

l#inl<nir     OnontDC      AmericanAirlines    (  kou  n  r<dm  Club     'united  , 

KinkO'S*    BORMRS.  SS  *°-  Red  Carpet  Club'    %h<b 


BOOKS  MUSIC  MOVIES  CAFE 


■T-  ■  -Mobile  ■• 
HotSp-t 


lile  is  a  registered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logo  is  a  service  mark  of  T-Mobile  USA,  Inc.  ©2004  T-Mobile  USA,  Inc.  A'l  other  marks  are  properties  of  their  respective  owners, 
lership  required  for  admittance  into  airline  clubs. 
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107.0 


70.5 


2,979.0 


116.3 
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169.0 


76.5 


166.3 


220.1 
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The  unflagging  creativity  of  hackers  and  virus 
writers  helped  this  security-software  specialist 
grow  at  a  torrid  pace. 

India's  premier  info-tech-services  firm  is 
expanding  beyond  its  R&D  outsourcing  service 
into  corporate  IT  services. 

Leaving  the  tech  doldrums  in  a  cloud  of  dust, 
the  Web  portal's  profits  jumped  an  eye-popping 
456%  in  2003.  Now  it  must  stave  off  Google. 

Merger  with  rival  online  broker  Datek  drove  huge 
cost  savings.  But  online  stock  trading  is  down 
20%  since  the  Nasdaq  crested  in  early  2004. 

Japan's  longtime  No.2  cellular  operator  is 
rapidly  closing  the  gap  with  market  leader  NTT 
DoCoMo. 

This  communications  company  is  a  leading 
supplier  in  the  market  for  high-tech  intelligence 
gear. 

Its  broadband  service  boasts  4  million  Japanese 
subscribers.  To  spur  further  growth,  founder 
Masayoshi  Son  just  bought  Japan  Telecom. 

With  demand  surging  for  its  LCDs  used  in  digital 
cameras,  the  company's  profits  have  jumped 
60%. 


: 


Reinvigorated  demand  for  PCs  and  networking  r 
devices  helped  this  circuit-board  maker  bounce  fj 
back  from  tough  times. 

Surging  demand  for  PCs  in  China  has  bolstered 
the  fortunes  of  this  Taiwan-based  computer 
distributor. 

Without  any  big  acquisitions,  HP's  sales  growth 
slid  from  63%  to  a  still-respectable  9%.  Now, 
CEO  Carly  Fiorina  must  stave  off  Dell  and  IBM. 

Sales  and  profits  are  zooming  at  this  company, 
which  makes  the  coaxial  and  flat-ribbon  cable 
that  goes  into  wireless  and  broadband  gear. 

This  hard-drive  manufacturer  specializes  in 
basic  drives  for  desktop  PCs.  It's  getting  a  lift 
from  improving  home  and  business  sales. 

Apple's  littlest  product,  the  iPod  music  player,  is 
its  biggest  hit  in  years.  With  3  million  sold,  it's 
Apple's  best  chance  for  future  growth. 

This  wireless  juggernaut  to  the  north  retains 
customers  and  drives  revenues  at  an  impressivi 
rate  by  rolling  out  cutting-edge  Net  services. 

A  major  producer  of  equipment  that  tests 
semiconductors,  the  company  has  returned  to 
profitability,  thanks  to  the  upswing  in  chip  sales. 

This  spin-off  from  PC  maker  Acer  has  become 
Taiwan's  premier  name-brand  consumer 
electronics  brand. 

Its  tiny  thumbnail-size  memory  cards  are 
enjoying  a  spectacular  ride  thanks  to  the 
popularity  of  handhelds  and  digital  cameras. 


Il 


070  nOO      This  company  makes  the  graphics  chips  that      \ 

y/.U  loU.U      power  computer  games.  Fast  growth  in  the 

^  game  market  helped  push  it  back  to  profitability 


940.4 


ADP  is  the  king  of  payroll  outsourcing.  Look  for 
even  stronger  growth  in  ADP's  brokerage 
services  as  Wall  Street  continues  its  rebound. 
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FIRST  DATA  8,684.2        11.8  15.0  4.7 

-  USA/FDC/SVCS  32  77  58  96 

i  UNISYS  5,975.2         5.9  17.0  20.1 

'  USA/UIS/SVCS  38  93  46  81 

i  CSK  3,632.9         5.9  19.8  56.5 

»  Japan /CSKKY/SVCS  56  94  39  40 

ADOBE  SYSTEMS  1,421.1  19.0  27.5  26.5 

■  USA/ ADBE/ SOFT  82  59  17  76 

'  ADV.SEMICOND.ENGINEERING  1,907.5  33.6  10.2  53.9 

►  Taiwan  /ASX/  SEMI  75  32  75  47 

,  AFFILIATED  COMPUTER  SERVICES  4,058.1         11.8  18.7  7.5 

►USA/ACS/SVCS  52  78  42  93 


*  ANTEON  INTERNATIONAL 

USA/ANT/SVCS 

1,102.0 
89 

27.9 
40 

21.4 
31 

17.5 
83 

KONAMI 

1  Japan /KNM/ SOFT 

2,624.4 
64 

2,408.1 
69 

7.8 
91 

10.2 
80 

20.9 
32 

42.6 
56 

,  HOYA 

'  Japan /SEMI 

18.1 
43 

54.9 
44 

SAGEM 

France  /  COMM 

ANALOG  DEVICES 

USA /ADI/ SEMI 


i  SUNGARD  DATA  SYSTEMS 

'  USA/SDS/SVCS 


i  TELE2 

»  Sweden /TLTOB/ TELE 

WANADOO 

"  France /NET 


'  TELESYSTEM  INTL.  WIRELESS 

►  Canada  /  TIWI  /  TELE 

;  UNITED  MICROELECTRONICS 

*  Taiwan /UMC/ SEMI 

7  TURKCELL ILETISIM  HIZMETLERI 

Turkey /TKC/ TELE 

I  HARRIS 

>  USA /HRS/ COMM 


I  ALLIANCE  DATA  SYSTEMS 

'  USA/ADS/SVCS 

\  SCIENTIFIC-ATLANTA 

'  USA  /SFA/  COMM 
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45 
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81 

24.8 
77 

1,045.6 
91 
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26 

5.7 
95 

264.7 

1 

2,815.6 
63 

26.9 
42 

6.6 

90 

32.7 
68 
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72 

12.4 
76 

13.9 
60 

63.3 
35 
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68 

19.9 
57 

7.6 
87 

54.0 
46 
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87 

24.9 
48 
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69 

50.9 
49 

75.0 
29 
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249.1 
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335.2 


143.3 


523.5 


40.4 
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350.8 


162.8 


436.4 


379.9 


330.5 
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24.5 


412.5 


215.2 


95.3 


87.3 
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The  Western  Union  parent  seems  poised  to  grow 
following  the  acquisition  of  rival  credit-card 
processing  company  Concord  EFS. 

The  one-time  computer  hardware  dinosaur,  now 
mostly  a  services  company,  is  raking  in  government 
and  business  process  outsourcing  contracts. 

Rising  corporate  spending  bolstered  the 
computer  services  company's  revenues.  But  it's 
embarking  on  a  risky  diversification  strategy. 

Digital  photos  ruined  by  red  eye?  Adobe's 
software  can  help.  The  company  has  been 
reinvigorated  by  the  rise  of  digital  photography. 

The  world's  second-biggest  chip  packager  has 
profited  from  the  upswing  in  demand  for 
semiconductors. 

What's  behind  the  steady  rise  in  profits  at  this 
tech  services  outfit?  Its  specialty,  business 
process  outsourcing,  is  growing  fast. 

The  war  on  terrorism  has  been  good  to  this 
government  contractor.  It  helps  Uncle  Sam  with 
border  control,  intelligence,  and  military  training. 

The  Japanese  maker  of  video-game  software  is 
looking  to  new  game  consoles  from  Sony  and 
Nintendo  to  boost  demand  later  this  year. 

As  sales  of  chips,  LCDs,  and  digital  cameras 
rise,  this  producer  of  glass  plates  used  in  their 
production  is  reaping  big  benefits. 

Under  the  guidance  of  new  CEO  Gregoire  Olivier, 
French  electronics  maker  Sagem  is  on  a  roll, 
especially  with  its  popular  mobile  phones. 

The  semiconductor  company,  whose  silicon  helps 
power  cellular  base  stations,  broadband  modems, 
and  digital  cameras,  is  riding  the  chip  boom. 

Demand  for  automation  software  and  services 
in  SunGard's  core  markets-financial  services, 
government,  and  education— continues  to  grow. 

By  expanding  in  Europe  and  undercutting  rivals,  this 
wireless  upstart  signed  up  35%  more  customers 
this  year.  Now  it's  moving  into  broadband. 

The  leading  Net-service  provider  in  France  and 
England  will  be  absorbed  back  into  France 
Telecom  this  year  after  a  long  growth  streak. 

The  wireless  company  excels  by  owning  cellular 
operations  in  India,  Romania,  and  other  fast- 
growing  markets. 

Surging  tech  and  consumer  electronics  demand 
has  this  Taiwanese  chipmaker's  fabs  operating 
at  100%  capacity. 

A  large,  fast-growing  home  market  has  fed 
strong  growth  and  solid  profits  for  Turkey's 
largest  mobile-phone  operator. 

This  communications-equipment  maker  pumped 
out  profits  by  delivering  advanced  technology, 
including  next-generation  wireless  products. 

The  spin-off  of  retailer  The  Limited  handles  credit- 
card  transactions  for  Pottery  Bam  and  other  chains. 
Outsourcing  pressures  will  boost  its  revenues. 

Cable  addicts  pushed  Scientific-Atlanta's  share  of 
the  set-top  box  market  to  40%.  Now  a  Tivb-like 
digital  recorder  is  sending  profits  to  new  highs. 


"O  INDUSTRIES:  COMM  Communications  equipment,  COMP  =Computers  and  peripherals.  WST  =Distrlbutors,  INET  =lnternet  companies,  SEMI  =Semiconductors,  SVCS  =Services. 

SOFT  =Software,  TELE  telecommunications. 
NOTES:  "Only  for  companies  traded  on  U.S.  exchanges. 
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Advanced  Wireless  Asset  Tracking 
System  Enables  Modern  Miracle 


Recently  in  Dallas,  Texas,  a  mother  momen- 
tarily left  her  baby  in  her  car  with  the  keys  in 
the  ignition.  A  thief  jumped  inside  and  sped 
off. 

The  distressed  mother  called  the  police, 
who  immediately  responded.  Unknown  to  the 
thief,  a  coven  GPS  tracking  unit  had  been 
installed  in  the  vehicle  by  the  car  dealer. 
The  police  were  able  to  quickly  locate  the 
car  using  a  Web  based  tracking  service, 
found  it  abandoned,  and  fortunately,  the 
baby  was  unharmed,  still  strapped  to  the  baby 
seat. 

_  ^~  Aeris.net  is  the  provider  of 
AenSpnet  MicroBurst®,  the  highly  reliable, 
»"■■ real-time  and  proven  wireless  net- 
work for  machine-to-machine  communications 
available  throughout  North  America,  wwwjeris.net 


The  hijacked  vehicle  reported  its  location  to 
the  tracking  service  through  a  wireless  data- 
link,  that  was  enabled  by  an  industrial- 
hardened  wireless  modem  and  a  North 
America-wide  wireless  data  network.  A  standard 
web  browser  was  used  to  track  and  monitor 
the  vehicle  in  near  real-time,  allowing  pass- 
word restricted  viewing  of  this  information 
from  anywhere  Internet  access  is  available, 
worldwide. 

The  difference  between  success  and  failure 
was  the  timely  ability  to  remotely  obtain  critical 
location   and   status   information,   including 

^j—  Skybility  provides  hardened 

skyoillty   cellular  transceivers/modems 
and  GPS  modules  for  wireless 
machine-to-machine  (M2M)  communication. 
www.skybility.biz 


direction  and  speed  of  travel.  Here,  the  pr 
involved  three  entities  (visit  www.  techno 
reports.com/wireless.asp),   integrated   tog  I 
in  a  seamless  operation,  that  yielded  a 
finale. 

The  combined  technologies  of  three 
ing  companies  (see  below) — first,  an  . 
wireless  data  network  with  broad  terrestna 
erage;  second,  an  embedded  wireless  ce 
transceiver,  ruggedized  for  machine-to-ma 
(M2M)  communications;  and,  third,  an 
tracking   service   leveraging   commercia 
military  technology — provided  reliability, 
rity,  and  value. 


To  read  the  full  report,  go  to 
www.technology-reports.com/wirelesj 


(^jrcept 


Aircept  is  a  leading  provi 
of  advanced  wireless  as 
management   products 

services,  enabling  24x7  data  access  and  con 

via  the  Internet,  www.aircept.com 
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Information  Lifecycle  Management 
(ILM):  Regulatory  Compliance 


The  federal  government  has  increased 
enforcement  of  existing  regulations  on  data 
retention  and  added  more  far-reaching  ones: 
SEC  17a.4  and  NASD  rules,  Sarbanes-Oxley  Act 
of  2002  and  HIPAA  to  name  a  few.  According 
to  Peter  Gerr,  research  analyst  with  the 
Enterprise  Storage  Group,  "From  my  perspec- 
tive, compliance  should  not  be  seen  as  another 
corporate  tax,  but  as  an  opportunity,  a  strategic 
investment  that  also  helps  an  organization 
improve  its  ability  to  manage  and  protect  its 
valuable  information  assets  throughout  their 
lifecycle." 


In  order  to  comply  with  both  internal  and 
external  data  retention  guidelines  from  the  FAA, 
DoD,  SEC,  and  Sarbanes-Oxley,  a  large,  multina- 
tional corporation  implemented  an  ILM  storage 
management  software  solution  specifically 
tailored  for  regulatory  compliance.  In  short 
order,  the  project  yielded  very  positive  results: 
The  software  paid  for  itself  within  two  months 
after  implementation;  moving  retained  data  from 
primary  to  secondary  storage  significantly 
improved  both  the  performance  and  availability 
of  critical  business  applications;  the  company 
has  significantly  improved  productivity  within 


the  storage  administration  team  by  auto: 
capacity  management  functions;  and  the 
pany  estimates  they  will  reduce  their  ba 
and  recovery  times  by  over  50%  on  file  sc 
freeing  up  valuable  network  bandwidth 
reducing  costs  on  backup  media. 

By  implementing  an  integrated  ILM  so 
specifically  designed  for  regulatory  compl 
organizations  are  better  able  to  ensure  their 
lated  data  remains  safe  and  immediate  i 
ble,  as  well  optimize  the  utilization  of  res< 
and  productivity  of  their  IT  staff.  Senior  rm 
ment,  compliance  officers  and  IT  can  turn 
pliance  measures  from  reactive  cost  center 
strategic  storage  initiatives  that  deliver  both 
cial  and  operation  benefits  to  the  organizati 
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To  read  the  full  report,  go  to 
www.technology-reports.com/arkivio. 


Arkivio,  Inc.  is  a  leading  Information  Lifecycle  Management  (ILM)  software  company  that  offers  automated  storage  management  solii 
for  regulatory  compliance,  storage  consolidation,  backup  and  recovery  optimization,  and  capacity  management  across  a  tiered-st<| 
-^  J^  J(  I VIO     infrastructure.  The  company's  flagship  product,  ARKIVIO®  auto-stor,  automates  discovery,  classification,  retention,  migration  and  arcl| 
on  the  most  appropriate  storage  resource  across  heterogeneous  DAS/NAS/SAN  environments.  877-275-1700  •  www.arkivioi 
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e  Power  of  Retail  Automation 


impact  of  marketing  retail  products 
h  kiosk  and  self-checkout  point-of-pur- 
systems  is  opening  up  new  windows  of 
unity  for  many  retail  and  service  resellers, 
tated  point-of-purchase  kiosks  offer 
'ed  marketing  opportunities  of  goods  and 
s  while  reducing  transaction  time.  Due  to 
;  paced  lifestyles  that  we  lead,  customers  do 
ve  time  to  idly  wait  for  a  single  cashier 

checkout  line  or  for  two  or  three  over- 
i  airline  registration  agents  when  traveling, 
mic  conditions  have  forced  companies 
amline  their  payrolls  which  have  resulted 


in  a  reduction  in  customer  service.  Automation 
improves  speed  of  service  while  delivering  a  con- 
sistent sales  message  and  a  consistent  buying 
experience. 

One  of  the  most  fundamental  rules  in  sales  is  to 
make  the  buying  process  as  effonless  as  possible. 
Technology  can  gready  enhance  a  businesss  ability 
to  do  this,  but  convenience  is  not  the  only  selling 
point  of  integrating  a  kiosk  into  your  business 
model.  The  addition  of  automation  greatly  reduces 
labor  costs  and  offers  the  ability  to  expand  the  hours 
a  business  operates.  Many  industries  have  already 
started  working  on  strategies  to  automate  their  busi- 


nesses; each  with  a  different  idea  of  how  automated 
kiosks  can  positively  impact  a  company's  perform- 
ance. The  ultimate  goal  is  to  differentiate  your  sales 
process  from  your  competitors,  enhance  your  sales 
performance  and  increase  your  bottom  line. 

With  so  many  factors  to  consider,  how  do  you 
decide  if  an  automated  solution  will  work  in  your 
industry?  Does  interaction  with  an  employee  help 
or  hinder  the  buying  experience?  Your  customers 
are  most  likely  the  key  to  answering  such  questions. 

Point-of-purchase  kiosks  can  significantly 
improve  your  business  model  if  implemented 
correctly.  A  poorly  developed  model  could  also 
close  your  business.  Being  the  first  in  your 
industry  can  reap  huge  rewards.  Who  will  be  the 
first  to  transform  your  industry? 


To  read  the  full  report,  go  to 
www.technology-reports.com/ICS.asp 


INNOVATIVE 

CONTROL  SYSTEMS 


Innovative  Control  Systems  has  transformed  the  automotive  car  care  industry  by  creating  a  completely  new  business 
model  incorporating  automated  point-of-purchase  terminals.  Innovative  Control  Systems  builds  custom  kiosk  solutions  and 
specializes  in  outdoor  drive-up  applications.  The  rugged  outdoor  kiosk  utilizes  a  15"  sunlight  readable  display  and  accepts 


i,  coin  and  credit  card  while  dispensing  bills  and  coin.  For  information  contact  Kevin  Ahnert  at  800-642-9396  ext  225  or  visit  www.washnet.com. 


>bile  Computing:  Military  Rugged 
•tebooks  Go  Mainstream 


•  that  the  PC  is  such  an  entrenched  part  of  our 
>ne  of  the  most  important  and  interesting 
in  computing  is  where  people  are  using  them. 
i  wireless  technologies  proliferating,  corn- 
users  need  no  longer  be  attached  to  their 
and  offices  -  they  can  be  outdoors,  on  the 
rven  in  their  vehicles.  At  the  same  time, 
I  hardware  technologies  once  available  to 
t  few  now  are  helping  equip  more  users  to 
n  just  about  any  place  necessary, 
rears,  field  computer  users,  such  as  police  and 
service  officers,  military  personnel,  utility 
■s  and  scientists,  have  required  specialized, 


"ruggedized"  computers  to  do  their  work.  These 
computers  must  withstand  a  variety  of  challenging 
conditions  that  would  disable  or  even  destroy  a  stan- 
dard PC,  including  rain,  temperature  and  altitude 
extremes,  shock  and  vibration,  and  other  hazards. 

A  variety  of  independent  standards,  including 
U.S.  military  standards,  determine  a  computers 
ruggedness  level.  Historically,  ruggedness  has 
meant  trade-offs,  and  computers  meeting  these 
standards  have  tended  to  be  relatively  high- 
priced,  comparatively  heavy  and  often  lacking 
the  broad  functionality  of  standard  PCs. 

As  technology  has  continued  to  advance,  how- 


ever, the  military-grade,  ruggedized  notebook 
is  becoming  less  of  an  elite  tool  and  more  of  a 
mainstream  product.  Lower  price  points  now 
making  certain  ruggedized  notebooks  an  option 
for  a  whole  new  class  of  field  users  in  corporate, 
commercial  and  industrial  environments.  At  the 
same  time,  newer  rugged  notebooks  are  more 
functional  than  ever,  offering  features  such  as 
full  Windows  capabilities,  sunlight-readable 
displays  that  can  convert  from  tablet  to  PC  con- 
figurations, and  wireless  technologies. 

As  field  computing  becomes  common  in 
more  and  more  applications,  the  response  of  PC 
manufacturers  to  field  users'  needs  is  certain  to 
result  in  a  widening  array  of  options.  Its  a  trend 
that  bears  continued  watching. 


To  read  the  full  report,  go  to 
www.technology-reports.com/kontron.asp 


^  1^«»»«»»««»««  Kontron  Mobile  Computing,  Inc.  has  designed,  manufactured  and  marketed  rugged,  mobile  computers  for  a  variety  of 
"W  ICOO irOII  industries  and  applications  worldwide  since  1992.  It  also  provides  product  customization,  integration  and  support  services, 
^  ...  a/ways  a  Jump  ahead!  wjtn  locations  worldwide.  It  is  traded  on  the  U.S.  Over  the  Counter  Bulletin  Board  under  the  ticker  symbol  KMBC. 
tron  Mobile  Computing  is  the  mobile  computing  affiliate  of  Kontron  AG,  Munich,  Germany.  Eden  Prairie,  MN  •  888-343-5396  •  www.kontronmobile.com 


Wireless  Access  to  Enterprise  Data: 
Where  ROI  for  CRM  Meets  the  Road! 


Wireless  email  is  only  the  beginning.  The  next 
step  is  easy  and  seamless  access  to  enterprise 
data  on  your  wireless  device,  f 
Real-time,  secure  connectivity 
ensures  access  to  the  vital 
information  needed  to  capit- 
alize on  opportunities,  make 
more  informed  decisions,  and 
respond  to  customers  faster. 

Customer  Relationship  Man- 
agement (CRM)  solutions  have  driven  great  busi- 
ness value  by  shortening  sales  cycles,  increasing 
revenues,  and  improving  customer  satisfaction 


levels.  Sales  teams  and  management  have  also 

realized  the  benefits  of  having  a  single,  central 
►  ■■^■H  source  of  customer  information. 
The  real  opportunity  for  greater 
ROI  from  CRM,  however,  lies  in 
mobilizing  CRM  and  enterprise 
information  and  making  it 
available,  anytime  and  anywhere, 
for  faster  and  more  informed 
decisions,  greater  productivity, 

and  increased  customer  responsiveness. 
Organizations  planning  to  invest  in  a  new 

CRM  solution  need  to  insure  that  the  solution  is 


flexible,  scaleable,  and  integrates  quickly 
easily  with  back-end  systems.  Ideally,  the  C 
solution  will  be  easily  extensible  and  not  req 
installation  on  the  wireless  device,  so 
deployment  is  fast  and  easy  and  users  will  be 
and  running  immediately,  using  the  same  fai 
iar  interface  as  on  their  desktops  or  laptops. 
Wireless  access  to  enterprise  data  is  all  ar 
ensuring  that  the  right  people  have  access  to 
right  enterprise  data  -  anytime  and  anywhe1 
for  greater  productivity,  heightened  efficie 
and  faster  customer  responsiveness.  When 
of  this  meets  the  road  is  with  wireless  ac 
to  enterprise  data,  and  the  results  are  exten 
connectivity  for  the  enterprise  and  a  fc 
and  greater  ROI  on  your  CRM  investment. 


To  read  the  full  report,  go  to 
www.technology-reports.com/saratoga.. 


SARATOGA  SYSTEMS' 


Saratoga  Systems  Inc.  provides  the  most  flexible,  cost-effective  customer  relationship  management  (CRM)  solutions 
faster  ROI,  increased  revenues,  and  improved  sales,  marketing,  and  service  effectiveness.  Founded  in  1987  and  priva 
held,  Saratoga  Systems  serves  over  750  corporations  and  more  than  110,000  users  worldwide,  such  as  T.  Rowe  Pr 
Progressive,  Goodyear,  Kodak,  Kimberly-Clark,  and  Konica  Minolta.  For  more  information,  visit:  www^aratogasystems.i 


Building  a  Business  Case  for 
Web  Content  Management 


Nearly  every  organization  has  wresded  with  this 
dilemma:  How  to  make  it  more  efficient  to  manage 
Web  sites  and  intranets  while  adopting  a  solution 
that  delivers  a  measurable  return  on  investment. 

A  Web  content  management  solution  (CMS)  can 
be  a  silver  bullet  for  any  organization  that  wants  to 
solve  this  dilemma.  These  solutions  eliminate  Web 
complexities,  make  internal  processes  more  efficient, 
satisfy  site  visitors  and  ultimately  drive  higher  profits. 

No  longer  solely  a  technology  decision  confined 
to  the  realm  of  IT,  content  management  solutions 
are  increasingly  driven  by  line-of-business  managers 
in  areas  such  as  marketing,  PR,  HR,  and  sales.  These 


professionals  have  discovered  that  an  effective  CMS 
can  solve  their  pain  points  and  deliver  true  ROI. 

Here  are  five  key  business  benefits  that  can 
provide  the  cost  justification  your  organization 
needs  to  adopt  a  CMS: 

Empower  Business  Users:  A  CMS  empowers  dis- 
tributed users  to  create,  manage  and  publish  Web  con- 
tent easily  with  proper  checks  and  balances.  It  eliminates 
Webmaster  botdenecks,  speeds  the  time-to- Web,  and 
makes  everyone  in  the  content  chain  more  productive. 

Satisfy  Site  Visitors:  A  CMS  addresses  the 
need  to  keep  content  fresh,  accurate  and  findable. 
Satisfied  site  visitors  keep  coming  back,  leading  to 


more  business  and  driving  higher  profits. 

Cut  Your  Costs:  A  CMS  can  reduce  the 
costs  associated  with  call  centers,  support 
lines  and  collateral  printing  by  enabling 
Web  site  to  communicate  more  effectively 
customers,  partners,  and  employees. 

Eliminate  'Homegrown'  CMS:  Afford 
feature-rich  CMS  solutions  make  it  cost-effe 
to  replace  home-built  solutions.  Eliminate  c 
internal  development  projects  by  integrati 
refined  solution  that  works  out  of  the  box. 

Reuse  Web  Information:  A  CMS  mat 
possible  to  create  content  once  and  reuj 
across  multiple  sites  and  among  partners.  Rej 
redundant,  time-consuming  tasks  and  i| 
your  online  information  more  valuable. 


To  read  the  full  report,  go  to 
www.technology-reports.com/elrt  ron.a 


Ektron's  technology  simplifies  the  process  of  creating,  organizing,  and  publishing  Web  content  without  sacrificing  the  organization's  ability  to  ensure  ac  | 
priate  controls  and  workflow.  Today,  with  increasing  reliance  on  Web-based  business,  companies  seek  cost-effective  ways  to  empower  non-technical 
to  become  publishers  and  managers  of  their  own  content.  Founded  in  1998,  and  with  more  than  11,000  implementations  worldwide,  Ektron  is  redefil 
Web  content  management  with  highly  affordable  solutions  that  integrate  easily  and  deliver  rapid  ROI.  Amherst  NH  •  603-594-0249  •  www.ettron.L 


TECH  SOLUTIONS:  IT  2004 

For  in-depth  reports  on  these 

and  other  technology  topics,  visit 

www.technology-reports.com 


To  read  a  full  report  on  each  topic,  visit  the  www.technotogy-reports.com  direct  link  provided 


11  torn  a  ted  Software  Audit:  The 
'ay  to  Ensure  Outsourcing  Success 


mg  with  the  benefits  of  outsourcing  comes 
and  unknowns.  You  receive  thousands  of 
of  software  code   from  your  outsource 
ider.  Do  you  know  if  the  software: 

mplements  your  specification? 
4eets  your  development  standards? 
Mil  be  completed  on  schedule? 

w  can  you  evaluate  all  of  that  software?  It  is  too 
alt  and  time-consuming  to  review  the  software 
>y  line.  Additionally  there  are  other  concerns: 

s  the  software  maintainable,  reliable  and  of 
high  quality? 


•  Can  you  predict  when  it  will  be  completed? 

There  is  significant  business  risk  from  putting 
low-quality  code  into  production.  You  need  a  way 
to  evaluate  the  software  you  receive  that  is: 

•  Fast  -  takes  only  a  matter  of  hours. 

•  Painless  -  requires  no  labor  from  your  staff. 

•  Repeatable  -  delivers  consistent  results  every  time 

The  solution  is  an  automated  software  audit  - 
part  of  the  Automated  Error  Prevention  (AEP) 
Methodology.  An  automated  software  audit  auto- 
matically verifies  that  software  you  receive  com- 
plies with  your  established  development  stan- 


dards. Based  on  proprietary  error-detection  tech- 
nology, an  automated  software  audit  measures 
and  tracks  the  performance  of  your  outsourcing 
provider  -  and  can  be  used  to  develop  and  verify 
Service  Level  Agreements. 

With  an  automated  software  audit,  you  can 
finally  evaluate  your  outsourcing  provider's 
performance.  You  will  know  if  projects  are 
progressing  as  expected  and  can  see  if  they  are 
going  to  be  successful.  With  an  automated  soft- 
ware audit,  you  can  have  confidence  in  your 
schedule  and  predict  when  you  can  deliver 
finished  product. 

Now,  you  can  finally  control  your  risks.  There 
are  software  auditing  options  available  for  any 
process  or  team  configuration. 


To  read  the  full  report,  go  to 
www.technology-reports.com/parasoft.asp 


UPARASOFT 

Ezznxszazmai 


Founded  in  1987,  Parasoft's  clients  include  IBM,  HP,  Daimler  Chrysler  and  over  10,000  companies  worldwide.  Parasoft  provides  Automated 
Error  Prevention  (AEP)  Solutions™  that  combine  advanced  products,  services  and  expertise  to  automatically  prevent  software  errors  and 
improve  software  quality.  Based  on  Parasoft  AEP  Methodology™,  the  company's  solutions  and  products  automate  practices  such  as  cod- 
ing standards,  code  review,  unit  testing,  monitoring  and  more.  888-305-0041  x3303  •  businessweek@parasoft.com  ■  www4jaras0ft.com 


/ery  Minute  Counts: 
nployees  as  an  Asset 


hat  is  your  company's  greatest  asset? 
3-P-L-E?  Over  recent  years,  it  has  become 
nonplace  for  corporate  executives  to  name 
)le'  as  their  companies'  greatest  asset.  Yet, 
of  those  companies  can  claim  that  they 
lively  track  the  costs  associated  with  their 
D-P-L-E.  Human  resources  has  emerged  as 
y  relevant  and  integral  component  of  cor- 
te  strategy.  Managing  workforce  perform- 
,  pay  and  productivity  is  crucial, 
tomating  Human  Resources  records  and 
management  reports  is  an  option  companies 
come  to  rely  upon  across  every  industry  and 


occupation.  Arguably,  it  is  somewhat  difficult 
to  measure  'people'  in  terms  of  an  asset. 
Nonetheless,  tracking  personnel  costs  is  now  a 
matter  of  accountability.  Human  Resources  soft- 
ware solutions  offer  real-time  access  to  employee 
records  detailing  everything  from  work  history 
to  employee  benefits  and  pay.  Employees  are  able 
to  punch  in  and  out  with  the  wave  of  a  badge 
using  proximity  technology  or  at  individual  PCs 
by  matching  their  PIN  number  with  their  finger- 
print using  biometric  technology.  Customized 
management  reports  make  it  possible  to  analyze 
this  information  and  make  informed  decisions. 


Time  and  Attendance  software  is  also  a  pop- 
ular, reliable  method  for  tracking  employee 
hours  and  wages  electronically.  Unfortunately 
employee  theft  -  any  stealing,  use  or  misuse 
of  their  employers  assets  without  permission 
to  do  so  -  is  also  commonplace.  There  are 
numerous  reasons  that  employees  steal,  but  it 
all  boils  down  to  an  opportunity  presenting 
itself.  Savvy  employers  put  into  practice 
processes  that  deter  employees  from  wasting 
company  time  and  resources  for  personal  gain. 
As  a  scaleable  and  affordable  solution,  Time 
and  Attendance  software  is  a  best  practice 
for  maintaining  accurate  and  indisputable 
employee  records  that  comply  with  government 
regulations. 


To  read  the  full  report,  go  to 
www.technology-reports.com/acroprint.asp 


Acroprint  Time  Recorder  Company  is  a  leading  manufacturer  and  distributor  of  time  and  attendance  products  worldwide  with 
more  than  1,000  dealers/distributors  across  the  U.S.  and  70  foreign  countries.  Founded  in  1969,  Acroprint  is  recognized  as 
one  of  the  industry's  largest  mechanical  time  recorder  manufacturers;  and,  is  a  producer  of  a  full  line  of  computerized  time 
id  attendance  systems  that  use  the  latest  biometric  and  proximity  technologies  to  accurately  track  and  report  detailed  employee  records,  www.acroprint.com 
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'eport  on  each  topic,  visit  the  www.technoiogy-reports.com  direct  link  provided 


Health  Savings  Accounts: 
Underlying  Technology  is  Key 


Health  insurance  options  such  as  High 
Deductible  Health  Plans  (HDHPs)  can  bring  down 
costs  when  combined  with  Health  Savings  Accounts 
(HSAs).  HSAs  provide  insured  individuals  with  a 
convenient  way  to  pay  healthcare  providers  when 
service  is  rendered,  making  the  HDHP  more 
attractive  to  employers  and  employees  alike. 

Early  technology  investment  can  help  gamer  a 
sizable  share  of  the  market  and  position  an 
organization  to  support  high  account  volumes  in 
the  coming  years. 

Key  to  entering  the  potentially  lucrative  HSA 
market  is  the  delivery  of  a  satisfying  experience  for 


consumers  and  employers.  Successfully  launching 
an  HSA  program  requires  a  solid  technological  foun- 
dation that  can  suppon  diverse  processing  functions, 
handle  recordkeeping,  and  provide  the  necessary 
flexibility  to  suppon  emerging  requirements. 

Ease  of  use  elements  found  in  traditional  bank- 
ing services — such  as  checks  and  debit  cards — 
are  vital  in  making  the  HSA  appealing  to  con- 
sumers. Incorporating  employer  conveniences 
like  web  enrollment  and  automated  contnbution 
suppon  can  further  strengthen  and  competitively 
position  the  HSA.  Organizations  can  also  differ- 
entiate their  offering  by  integrating  advanced 


features  such  as  investment  options.  C 
with  integrated  marketing  suppon  can  lc 
branded  banking  services  through  custo 
debit  cards,  checkbooks,  and  collateral.  A 
sumer-dnven  functionality  increases  and 
tional  regulatory  requirements  emerge 
infrastructure    is    essential    to    accomrr. 
growth,  control  costs,  and  remain  compliai 
Companies  that  build  an  HSA  prograj 
sound  technology  will  have  a  leg  up  on  the! 
petition.  By  supplying  the  banking  con ven  I 
employers  and  individuals  demand,  and  11 
ing  a  framework  that  will  support  futunj 
cessing  and  reporting  needs,  organization 
be  able  to  capitalize  on  the  many  benefits  eft 
by  these  contemporary  healthcare  options  |i 


To  read  the  full  report,  go  to 

www.technology-reports.com/bisys.  a; 


BISYS 

Your  Vision  •  Our  Sohjbons"" 


BISYS®  provides  outsourcing  solutions  to  the  financial  services  industry  and  serves  more  than  22,000  domestic  and  international 
cial  institutions  and  corporate  clients.  Through  three  business  units-Investment  Services,  Insurance  and  Education  Services 
Information  Services-BISYS  leverages  its  extensive  experience  in  insurance  and  banking  to  provide  a  comprehensive  HSA  solution 
outsourced  environment.  For  more  information,  visit  www.bisys.corn/solutions/hsaone.asp,  email  hsa@bisys.com,  or  call  866-BISY 


Business  Exposure  in  a  Wi-Fi  World 


Todays  computer  viruses,  regulatory  compliance 
requirements  and  publicized  hacker  attacks 
are  bringing  corporate  network  security  to  the 
forefront  of  business  discussion.  As  Fortune  500 
Companies  continue  to 
spend  millions  of  dollars 
to  ensure  corporate,  cus- 
tomer and  financial  data 
is  protected,  they  fail 
to  realize  that  wireless 

devices  entering  the  workplace  render  these 
millions  of  dollars  of  investment  potentially  obso- 
lete. While  investments  in  firewalls,  VPNs  and 


The  advent  of  wireless  networks 
could  render  past  investments 
in  security  obsolete. 


other  security  systems  are  reassuring  and  neces- 
sary, these  tools  do  not  guarantee  the  protection 
required  in  a  wireless  world. 
The  simplicity  and  mobility  of  802.11  and 
Bluetooth  wireless  devices 
deliver  significant  conven- 
ience   and    productivity 
enhancements,    allowing 
employees    to    conduct 
mission  critical  business 
over  laptops,  PDAs  and  cell  phones.  However, 
analyst  firm  Gartner  estimates  that  through  2005, 
90   percent   of  mobile   devices   that   contain 


W 


corporate  data  will  have  insufficient  proi 
to  withstand  casual  to  moderate  hackers. 

The  characteristics  that  make  wireless 
viable  for  conducting  business  also  create 
doors"  for  intruders.  With  the  exponential 
in  the  number  of  access  points  and  wireless-e 
laptops,  the  number  of  open  doors  is  incite 
Hackers  can  enter  the  exposed  wireless  netwe  6 
compromise  a  company's  corporate  backboi 
information.  This  impacts  the  company's  repi  ■ 
and  proprietary  and  regulatory  information,  all 
can  lead  to  financial  loss  and  legal  ramificauor 

While  the  busmess  exposure  of  wireless 
protection  and  compliance  can  be  achie^ 
implementing  a  purpose  built  security 
designed  for  wireless  networks. 


To  read  the  full  report,  go  to  I, 

www.techno4ogy-reports.com/airdefeiv 


AirOefense,  the  leader  of  wireless  LAN  security  and  operational  support  solutions,  pioneered  the  concept  of  24x7  monitoring  I 
AifT^^f^'nc^      airwaves  and  provides  the  most  advanced  solution  for  rogue  WLAN  detection,  policy  enforcement,  intrusion  protectk) 
-**-"■  LA-lfcM  lot:      monitoring  wireless  LAN  health.  AirOefense  scales  to  support  from  single  offices  to  hundreds  of  locations.  Blue  chip  companit  Of 
government  agencies  rely  upon  AirDefense  solutions  to  secure  and  manage  wireless  LANs  around  the  globe.  Alpharetta,  GA  •  www.airdefense.net  •  770-663 
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tow  the  Nonprofits 
Jeed  Cleaning  Up 

Dzy  boardrooms  at  colleges  and  charities 
ce  increasing  government  scrutiny 


■       mm  WHEN    NEW   YORK 

A    II    ^V  Attorney     General 
II    I^V  Eliot  Spitzer  sued 
^^V^^^^f     former   New  York 
I  II     Stock      Exchange 
I     II      Chairman  Richard 
H      H      A.  Grasso  in  late 
/,  it  seemed  like  just  one  more  attempt 
clean  up  self-dealing  in  Corporate 
erica.  But  in  fact,  the  NYSE  is  a  non- 
fit  organization,  and  Spitzer  is  using 
Dbscure  state  law  that  governs  non- 
fits— not  the  2002   Sarbanes-Oxley 


law  passed  to  deal  with  public  companies. 
The  NYSE  is  likely  to  have  plenty  of 
company  among  more  traditional  non- 
profits such  as  universities  and  advocacy 
groups.  After  cracking  down  on  Corporate 
America,  lawmakers  and  enforcement  of- 
ficials are  training  their  sights  on  the  coun- 
try's 1.8  million  nonprofits  (table).  AGs 
from  California  to  Massachusetts  are  pur- 
suing nonprofits  and  their  board  members 
with  allegations  that  sound  every  bit  as  un- 
savory as  the  charges  leveled  against  En- 
ron Corp.  The  Internal  Revenue  Service 


lie  Do-Gooders:  If  s  Their  Turn 


FLIP-FLOP  BU  plans    to    examine 

gave  $1.8  million  executive  compensa- 
te someone  who  non  among  nonprof- 
didntworkaday  its.  And  at  least  13 
states  are  mulling 
new  laws  that  apply  Sarbanes-Oxley-type 
regulations  to  them,  while  pols  in  Wash- 
ington are  contemplating  legislation,  too. 

It's  unlikely  that  a  nonprofit  scandal 
would  reach  the  scale  of  the  big  corporate 
ones  simply  because  there's  usually  less 
money  at  stake.  But  many  of  the  problems 
are  similar  to  those  in  corporate  board- 
rooms, such  as  CEOs  who  pay  themselves 
too  much  and  directors— often  the  CEOs 
themselves— who  cut  sweetheart  deals 
with  the  nonprofit  they  serve.  Because 
nonprofits  have  no  investors,  they  have 
operated  with  little  scrutiny,  leading 
many  to  adopt  cozy  board  relations  that 
offer  potential  for  abuse,  says  Michael  W. 
Peregrine,  a  law  partner  at  McDermott, 
Will  &  Emery  who  works  with  nonprofits. 
Says  Senate  Finance  Committee  Chair- 
man Charles  E.  Grassley  (R-Iowa),  who 
has  been  leading  the  charge  in  Congress: 
Nonprofit  abuses  "stem  from  a  mind-set 
that  doesn't  put  donors  and  the  needy 
first,  just  as  corporations  didn't  put  em- 
ployees and  shareholders  first." 

Now  such  practices  may  start  to 
change.  The  most  sweeping  reforms  are 
likely  to  come  from  Washington.  Grassley 
has  probed  questionable  dealings  at  the 
Nature  Conservancy,  which  buys  land  for 
nature  preserves.  A  Washington  Post  inves- 
tigation last  year  turned  up  a  raft  of  insid- 
er real  estate  deals  between  the  Conser- 
vancy and  its  board  members.  The 
Conservancy  then  solicited  an  external  re- 
view of  its  policies.  This  year,  Congress 
held  hearings  and  the  IRS  launched  an  au- 
dit in  January,  which  is  still  ongoing.  Now 
the  Conservancy  has  set  up  an  audit  com- 
mittee with  independent  directors  and 
banned  land  sales  to  related  parties.  The 
episode  prompted  "us  to  take  seriously  the 
notion  of  governance  in  a  nonprofit  organ- 
ization—I'd been  a  little  superficial  in  my 


orporate  scandals 
ave  prompted 
closer  look 
:  the  boards  and 
Dtential  conflicts 
!  interest  at 
Dnprof  it  groups 


FEDERAL  Senate  Finance 
Committee  Chairman  Charles 
Grassley  has  held  hearings  on 
possible  conflicts  at  the  Nature 
Conservancy.  He  now  plans 
inquiries  into  whether  all 
nonprofits  should  be  required  to 
perform  independent  audits  and 
have  their  CEOs  certify  financial 
statements.  The  IRS  is  also  looking 
at  nonprofit  exec  compensation. 


STATE  LAWMAKERS  Thirteen 
states  have  bills  pending  to 
increase  nonprofits'  financial 
accountability.  California  would 
require  them  to  disclose  financial 
statements.  New  York  would 
require  executive  committees  for 
nonprofit  boards  with  more  than 
25  directors.  Massachusetts  would 
restrict  those  who  can  vote  on 
board-member  compensation. 


STATE  ATTORNEYS  GENERAL 

Several  AGs  have  been  targeting 
nonprofit  malfeasance.  California's 
is  probing  a  Bay  Area  nonprofit 
that  processes  United  Way 
donations  because  it  allegedly 
gave  donations  to  directors  and 
staff.  In  Massachusetts,  the  AG 
sued  a  Boston  credit-counseling 
firm  for  allegedly  tunneling  $60 
million  to  for-profit  businesses. 
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thinking,"  concedes  Conservancy  Presi- 
dent Steven  J.  McCormick. 

The  experience  has  led  Grassley  to  call 
for  a  cleanup  of  all  nonprofits.  He  plans 
to  introduce  Sarbanes-Oxley-like  legisla- 
tion for  the  sector  by  yearend  and  has 
scheduled  hearings  for  June  22.  The  bill 
would  lay  down  rules  for  governance, 
transparency,  and  financial  integrity  and 
would  broaden  the  reach  of  the  IRS, 
which  has  oversight  over  nonprofits. 

The  IRS  has  already  identified  as 
many  as  200  nonprofits  that  pay  an  exec 
or  board  member  more  than  $1  million 
a  year.  The  agency  says  it  will  investi- 
gate them  over  the  summer  and  may 
follow  up  with  audits.  Meanwhile,  Har- 
vard University's  management  of  its  $19 
billion  endowment  drew  criticism  when 
Harvard  shelled  out  a  total  of  $1075 
million  to  its  top  five  money  managers 
last  year. 

SELF-REGULATION 

STATE  AGs  ARE  ON  a  campaign,  too. 
Last  fall,  Boston  University  offered  its 
presidency  to  former  NASA  chief  Daniel 
S.  Goldin,  but  BU's  board  of  trustees  dis- 
missed him  the  day  before  he  was  to  take 
over  in  November  after  objections  from 
former  President  John  Silber,  who  had 
handpicked  most  of  the  trustees  over  his 
32  years  at  BU's  helm.  Silber's  flip-flop 
embarrassed  BU  and  stuck  it  with  a 
$1.8  million  severance  package  to  which 
Goldin  had  been  entitled.  The  Massa- 
chusetts AG's  office  decided  not  to  inves- 
tigate after  BU  moved  on  its  own  to  clean 
up  its  board,  but  the  AG  is  now  focusing 
more  on  nonprofits,  says  Chief  Public 
Protection  Officer  Alice  Moore. 

In  Minnesota,  AG  Michael  A,  Hatch 
ordered  an  audit  last  year  of  Minneapo- 
lis-based HealthPartners  Inc.,  a  non- 
profit healthcare  company.  It  revealed 
inflated  compensation  packages,  con- 
tracts between  insiders,  and  excessive 
travel  and  entertainment  costs.  Health- 
Partners  says  it  implemented  all  audit 
recommendations. 

Meanwhile,  independent  groups  are 
trying  to  head  off  lawmakers  via  self-reg- 
ulation. The  Maryland  Association  of 
Nonprofit  Organizations  is  offering  cre- 
dentials to  nonprofits  that  meet  its  finan- 
cial-disclosure and  governance  stan- 
dards. Five  other  state  umbrella  groups 
are  launching  similar  efforts;  27  more  are 
considering  proposals.  If  their  efforts 
gain  credibility,  that  could  help  to  satisfy 
lawmakers,  says  Grassley.  But  many  reg- 
ulators aren't  waiting  to  see  if  it  works.  ■ 
-Byjessi  Hempel  in  New  York  and 
Amy  Borrus  in  Washington 
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HOT  SEAT?  Under 

fire  for  endorsing 
some  weight-los" 
products 
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Getting  Real-And 
Getting  Real  Rich 

Dr.  Phil  Inc.  keeps  growing,  but  the 
relentless  self-promoter  has  his  critics 


OU  DON'T  GET  TO  BE 
where  Phillip  C.  Mc- 
Graw,  a.k.a.  Dr.  Phil,  is  in 
life  without  relentlessly 
promoting  yourself.  He's 
sitting  pretty  just  behind 
Oprah  Winfrey  as  the 
country's  most  popular  talk  show  host 
and  at  the  center  of  his  own  multimil- 
lion-dollar brand.  On  his  program  last 
fall,  he  selected  13  overweight  people  to 
live  in  a  Beverly  Hills  mansion  for  a  week 
while  he  put  them  through  a  rigorous  fit- 
ness program— based,  naturally,  on  the 
liet  and  exercises  that  he  extols  in  his 
book,  The  Ultimate  Weight  Solution.  As 
McGraw  sent  his  volunteers  off,  he  of- 


fered stern  advice  to  all  the  overweij 
members  of  his  TV  audience:  "I  w; 
you  to  use  my  new  book,  this  show,  1 
Phil.com  to  follow  along."  Ask  him  h 
to  solve  America's  obesity  epidemic  a 
he  doesn't  hesitate:  "Everyone  needs 
read  my  book." 

McGraw,  53,  is  building  a  persor 
brand  empire  around  his  two-year- 
show  the  likes  of  which  we  haven't  s< 
since  Martha  Stewart's  glory  days, 
even  incorporated  himself  back  in  20  :. 
McGraw,  a  psychologist,  doles  out  his  t 
your-face  advice  on  topics  ranging  fr  | 
marital  strife  to  child  rearing.  And  1 
not  afraid  to  tell  people  they're  fat  or  1 
parents  or  just  outright  blithering  idifc 


r  those  who  can't  take  it, 
lgh  luck.  "I'm  not  for 
;rybody,"  he  says  as  he 
mges  in  his  safari-themed 
illywood  office  after  a  re- 
lt  taping. 

When  he's  not  scolding  his 
ests  in  front  of  his  5  million 

fans,  he  has  managed  to 
a  four  best-selling  books; 

fifth,  a  cookbook,  came  out 
late  May.  He  also  admon- 
es  America  in  a  monthly 
ivsletter,  Dr.  Phil:  The  Next 
sel,  published  by  American 
press  Custom  Publishing 
d  in  a  column  he  writes  for  i^^HHi 
The  Oprah  Magazine,  pub- 
led  by  the  feel-good  queen,  who  first 
ited  McGraw  onto  her  show  in  1998. 
Last  year,  McGraw  lent  his  name  and 
sness  to  Shape  Up,  a  line  of  weight-loss 
Is  and  foods  started  by  a  former  busi- 
>s  partner.  Should  someone  want  even 
>re  Dr.  Phil,  they  can  buy  T-shirts  and 
lgs  with  his  picture  on  them  and  photo 
mes  engraved  with  the  words  "I  Love 
.  Phil"  on  his  Web  site.  (He  declined  to 
real  sales  figures.)  And  in  the  ultimate 
ind  extension,  he  has  brought  his  son 
o  the  act.  Jay  McGraw,  24,  has  written 
n  versions  of  three  of  his  father's  books 
d  regularly  appears  on  the  show. 

IIP  OUT,  SHAPE  UP 

T  A  GROWING  BAND  of  detractors  be- 

ves  McGraw's  entrepreneurial  zeal  is 

:oming   unseemly.   They 

rue  that  he  is  capitalizing 

his  celebrity  status  by  po- 

ioning  himself  as  an  au- 

)rity  on  any  number  of  se- 

us     psychological     and 

;dical  issues— from  how  to 

k  to  kids  about  the  photos 

prisoner  abuse  in  Iraq  to 

w  to  lose  weight— that  he 

ly  not  be  entirely  qualified 

address.  "Ifs  not  clear 
s  staying  within  the  limits 
his  expertise,"  says  Peter 

Barach,  a  psychiatry  in- 
uctor  at  Case  Western  Re- 
"ve  University.  After  all, 
;y  add,  the  guy  hasn't  had 
eal  practice  in  15  years. 
Some  marketing  experts 
ntend  McGraw  is  over- 
ping  his  brand  to  the  point 
lere  he  could  turn  off  peo- 
:.  'Tm  not  sure  he's  around 
five  or  10  years.  I  have  a 
ise  he  knows  that  and  is 
Iking  it  at  every  step,"  says 


T-shirts, 
mugs,  you 
name  it- 
Dr.  Phil's 
face  is  on  it 


Peter  Sealey,  a  visiting  profes- 
sor of  marketing  at  Stanford 
Graduate  School  of  Business. 
The  criticism  is  not  just  an 
academic  consideration.  In 
March,  three  consumers  filed 
a  class  action  against  Mc- 
Graw and  the  makers  of 
Shape  Up,  alleging  that  ads 
for  the  supplements,  bars, 
and  shakes  make  several 
claims  that  nutritionists  dis- 
pute: that  the  products  re- 
duce cravings  for  carbohy- 
drates and  help  dieters 
change  their  behavior  to  take 
■h  control     of    their    weight. 

"These  products  don't 
change  people's  behavior,"  says  Henry 
Rossbacher,  the  Los  Angeles  lawyer  rep- 
resenting the  plaintiffs.  "That's  false  ad- 
vertising, and  it's  illegal."  McGraw,  who 
donated  his  endorsement  fee  to  his  foun- 
dation, which  funds  research  into  child- 
hood obesity,  contends  that  the  products 
are  healthy  alternatives  to  fattening 
snacks.  Still,  the  complaints  gnawed  at 
the  TV  doctor,  and  he  recendy  ended  his 
endorsement  deal. 

The  Shape  Up  controversy  isn't  likely 
to  do  too  much  damage  to  McGraw, 
though.  His  show,  which  he  produces  in 
partnership  with  Viacom  Inc.  unit  Para- 
mount Domestic  Television,  drew  $81 
million  in  ad  revenues  last  year, 
handily  beating  other  syndicated 
juggernauts  such  as  Wheel  of  For- 


THE  DOCTOR  IS  IN 


Phillip  McGraw 

He  has  turned  himself  into  a 
multimillion-dollar  brand. 


BORN  Sept.  1, 1950, 
Vinita.  Okla. 

EDUCATION  BS 

psychology,  Midwestern 
State  University,  1975; 
MS  and  PhD  psychology, 
University  of  North  Texas, 
1976  and  1979. 

POSITION  Host  and 

production  partner  of 
The  Dr.  Phil  Show. 

BONA  FIDES  Made  his 
way  to  TV  after  owning 
health  clubs,  working  as 
a  psychologist,  and 
founding  a  seminar 
business  as  well  as  a 


company  that  advised 
lawyers.  Met  Oprah 
Winfrey  when  she  faced  a 
court  case  in  Texas 
brought  by  angry 
ranchers.  He  then 
became  a  frequent  guest 
on  her  show. 

OPRAH'S  ADVICE 

"She  said,  'Don't  become 
homogenized.  Do 
everything  the  way  you 
want  to  do  it.' I've  taken 
that  to  heart." 

FAMILY  Married  to 
second  wife,  Robin,  for 
28  years;  two  sons. 


tune  and  Seinfeld.  McGraw  won't  reveal 
his  cut,  but  he  doesn't  dispute  estimates 
that  he'll  pocket  $15  million  this  year— in 
addition  to  $1  million  in  speaking  fees 
and  a  reported  $10  million  book  advance. 

IMPATIENT  WITH  PATIENTS 

MCGRAW  BEGAN  HONING  his  straight- 
talking  style  long  before  anyone  turned  a 
camera  on  him.  At  the  University  of  North 
Texas,  where  he  earned  a  PhD  in  psychol- 
ogy, McGraw  stood  out  as  an  assertive 
and  somewhat  odd  student.  "Midway 
through  one  semester,  he  came  up  to  me 
and  said:  'Let's  renegotiate  this  whole 
class  business,' "  recalls  G.  Frank  Lawlis, 
one  of  McGraw's  professors  and  now  a 
consultant  to  his  show.  McGraw  wanted 
the  class  to  spend  more  time  debating 
psychological  theory.  Lawlis  was  so  im- 
pressed with  his  student's  chutzpah  that 
he  decided  to  give  the  approach  a  try. 

But  McGraw's  in-your-face  style  didn't 
work  as  well  when  people  were  paying  for 
his  advice.  As  a  psychologist,  he  was 
tempted  to  tell  his  patients  to  "get  real," 
as  he  often  says  on  his  show.  "I  had  no 
patience  for  my  patients,"  McGraw  jokes 
of  his  10  years  in  practice. 

So  he  began  dabbling  in  business.  His 
most  successful  venture  was  Courtroom 
Sciences  Inc.,  a  legal  consulting  firm  he 
co-founded  in  1989.  (He  recently  sold  his 
50%  stake  because  he  no  longer  has  time 
to  devote  to  the  company.) 
CSI  quickly  built  a  roster  of 
clients  in  the  oil  and  enter- 
tainment industries,  includ- 
ing Winfrey,  whom  McGraw 
counseled  after  she  was  sued 
by  cattle  ranchers  for  ex- 
pressing her  fear  of  mad  cow 
disease  on  the  air. 

These  days,  McGraw  is 
writing  his  sixth  book,  which 
he  describes  as  a  manual  for 
parents,  and  in  May  he  an- 
nounced that  CBS  will  air  a 
prime-time  special  this  fall 
timed  to  the  book's  release. 
And  his  newsletter  is  about 
to  get  a  major  marketing 
boost  from  its  publisher. 
With  all  this,  it  seems  unlike- 
ly that  Dr.  Phil  would  care  to 
appease  his  critics  by  easing 
up  on  the  self-promotion.  As 
he  might  say:  Get  real.  ■ 

-ByArlene  Weintraub 
in  Los  Angeles 
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For  a  Q&A 
with  Dr.  Phil,  go  to  business- 
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Toward  an  adaptive 
manufacturing  enterprise 

By  Lane  F.  Cooper,  Larstan  Business  Reports  ^^  ■ 

The   strategic,    technical   and   operational   landscape   in   the      Neal  Elgersma,  Director,  Worldwide  Automotive  Industry  a 

manufacturing  industry  is  in  the  midst  of  a  transformation  that      Hewlett  Packard  (HP). 

is  prompting  organizations  in  this  space  to  be  even  more 

responsive  to  global  market  dynamics.  Success  in  this 

sector  is  being  achieved  by  those  companies  that  can 

adapt  to  customer  demands,  respond  to  competitors'  moves 

and  coordinate  go-to-market  strategies  with  channel  partners  in 

increasingly  shorter  time-frames. 


In  short,  manufacturing  executives  are  responding  to  an  Adaptive 
Enterprise  imperative  that  calls  for  dramatic  improvements  in 
internal  operations  while  simultaneously  strengthening  ties 
throughout  the  channel  of  distribution  by  creating  agile  supply 
chains  and  collaborative  business  infrastructures.  This  trans- 
formation is  realizing  a  dynamic  that  has  been  developing 
steadily  for  the  past  decade:  to  synchronize  investments  in  tech- 
nology, business  strategy,  operational  processes,  and  people. 

However,  while  there  is  a  growing  consensus  about  the  benefits 
associated  with  becoming  a  more  Adaptive  Enterprise,  there  is  a 
significant  implementation  gap  that  the  industry  is  wrestling  with. 
According  to  a  recent  Larstan  Business  Report  survey  of  1 03  IT  and 
operations  professionals/executives  in  the  manufacturing  industry: 

►  90%  of  respondents  believe  that  standardized  business 
processes  can  benefit  their  organizations  by  streamlining  enter- 
prise and  extended  enterprise  initiatives; 

►  But  only  1 7%  said  that  enterprise  systems  and  business  strate- 
gies currently  in  place  at  their  organizations  are  optimized  to 
effectively  manage  an  extended  enterprise  environment. 

Meanwhile,  analysts  at  Boston-based  Aberdeen  Group  report 
that  an  increased  reliance  on  external  supply  partners  to  manage 
a  larger  portion  of  product  content  and  business  processes  has 
only  increased  the  need  for  companies  to  improve  their  ability  to 
track,  measure,  and  analyze  supplier  performance.  Unfortunately, 
most  companies  continue  to  exhibit  inadequate  and  inconsistent 
supplier-performance  measurement  procedures.  Such  factors  are 
putting  businesses  at  risk  of  inflated  costs  and  performance 
disruptions  at  a  time  when  every  dollar  counts.1 

And  according  to  analysts  at  Boston-based  Yankee  Group,  the 
strategic  high  ground  is  shifting  from  managing  suppliers  and 
inventory  for  a  just-in-time  production  system  to  smart  management 
of  demand.  From  demand  forecasting  to  revenue  management, 
the  intelligent  distribution  of  goods  and  services  is  becoming  the 
primary  concern  of  many  corporations.2 

"The  time  to  develop  a  methodical  approach  to  creating 
adaptive  manufacturing  enterprises  has  clearly  arrived,"  says 


Elements  of  HP's  Adaptive 
Enterprise-Enablement  Strategy 

HP  has  developed  a  multi-pronged  Adaptive  Enterprise- 
enablement  strategy  that  is  designed  to  provide  manufacturers 
with  ways  to  bridge  the  gap  between  their  current  enterprise 
systems  capabilities,  and  the  emerging  critical  requirements 
of  an  adaptive  manufacturing  enterprise. 

SUPPLY  CHAIN  ASSESSMENTS  This  service  helps  manufac- 
turing  organizations  understand  their  supply  chain  performance 
relative  to  other  companies.  Through  the  application  of  bench- 
marks and  correlation  of  the  results  with  the  various  industry 
benchmark  models,  HP  can  establish  a  time-phased  supply 
chain  strategy  and  roadmap  for  improvement. 

AGILITY  ASSESSMENT  SERVICES  ►  Industry  specific  Agility 
Assessment  services,  delivered  by  HP  to  help  customers  identify 
their  ability  to  respond  to  macro  and  micro  economic  businesj 
events.  A  company's  performance  is  assessed  in  each  key 
business  process  area.  The  output  of  the  service  is  a  prioritizec 
(based  on  ROI)  list  of  improvements  the  customer  could  make 

COLLABORATIVE  BUSINESS  INFRASTRUCTURE  SOLUTIONS  ► 
HP  is  delivering  an  adaptive  manufacturing  integration  anc 
collaboration  framework  developed  for  tfie  Microsoft's  Window? 
Server  System  and  the  Intel  architecture.  It  is  an  integratior 
and  collaboration  solution  created  on  the  Microsoft  Window; 
Server  System  and  .NET  Framework.  It  is  delivered  on  a  ref 
erence  architecture  built  on  Intel  based  servers,  HP  Storage 
and  HP  Management  software.  The  CBI  solution  integrate: 
business  systems  in  Supply  or  Design  Chain,  and  enables  ar 
organization  to  securely  extend  and  manage  busines: 
processes  created  on  those  systems  to  distributed  teams  inside 
or  beyond  firewalls,  or  to  partners  and  suppliers. 


For  more  information,  go  to: 
www.hp.com/go/manufacturing  /cbi 


"Those  manufacturers  that  design  and  implement  an  Adaptiv 
Enterprise  strategy  early  —  to  not  only  streamline  interne 
operations,  but  also  strengthen  ties  throughout  the  supply  chai 
—  can  achieve  a  significant  competitive  advantage.  But  b 
the  time  we  enter  the  second  half  of  this  decade,  the  evidenc 
indicates  that  what  is  a  competitive  advantage  will  soon  becom 
a  competitive  requirement,"  says  Allen  Johnson,  Directo 
Americas  Manufacturing  Industries  Solutions  at  HP. 


1 )  Larstan  Business  Report  -  Collaborative  Business  Infrastructures  in  the  Manufacturing  Industry:  An  Executive  Briefing 

2)  Yankee  Group  Report  -  The  Strategic  Opportunity  for  Demand  Chain  Management:  Key  Processes  Defined 
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Advance  Transformer,  a  leading  component  manufa 
lighting  systems,  had  legacy  IT  systems  that  no  longer  .. 
with  production  demands.  They  turned  to  HP  to  help  them  better 
manage  their  supply  chain.  Now,  with  a  unified  management 
of  the  whole  infrastructure,  their  systems  automatically  solve 
problems  as  they  occur.  All  this  has  reduced  production  time  from 
28  to  5  days,  cut  inventory  levels  by  50%  and  revealed  the  bright 
side  of  change,  www.hp.com/adapt 

Solutions  for  the  adaptive  enterprise. 
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GM:  Gunning  It 
In  China 

If  s  splurging  on  plants  and  hoping  that 
the  economy  won't  hit  a  wall 


n 


IMAGINE  A  GENERAL  MOTORS 
Corp.  that  could  start  from  scratch. 
It  wouldn't  be  saddled  with  billions 
in  pension  and  health-care  costs. 
Its  manufacturing  costs  would 
match  those  of  rivals  like  Toyota 
Motor  Corp.  and  Honda  Motor  Co. 
This  GM  would  be  something  like  the 
well-oiled  machine  that  was  building  new 
plants  and  boosting  its  U.S.  market  share 
throughout  the  early  20th  century.  In 
such  a  world,  GM  wouldn't  suffer  from  a 
reputation  for  poor-quality  cars— even 
moribund  brand  names  like  Buick  would 
be  held  in  high  esteem. 

That,  in  a  nutshell,  is  GM  in  China. 
Chairman  and  CEO  G.  Richard  Wagoner 
Jr.  is  doubling  down  his  bet  on  the  world's 
fastest-growing  car  market.  Since 
launching  Buick  in  China  five  years  ago, 
GM  has  poured  more  than  $2  billion  into 
an  expanded  lineup  of  14  cars,  ranging 
from  the  $8,000  Chevrolet  Spark  minicar 
to,  starting  later  this  year,  luxurious 
Cadillacs.  Now,  GM,  along  with  its  Chi- 
nese partners,  plans  to  sink  $3  billion 
more  over  the  next  three  years  into  boost- 
ing production  by  145%,  developing  new 
engines,  and  ramping  up  research  and 
development  in  Shanghai.  In  time,  GM 
plans  to  offer  20  new  models— a  car  for 
every  Chinese  purse  and 
purpose,  to  paraphrase 
legendary  GM  Chairman 
Alfred  P.  Sloan. 

But  Wagoner  is  taking  a 
big  risk.  He's  betting  that 
the  Chinese  economy  will 
keep  roaring  along  at  its 
present  torrid  pace,  at  a 
time  when  many  analysts 
believe  China  is  set  to  slow, 
or  maybe  even  overheat. 


THE  STAT 


56% 

GM's  saies 
increase  in  China 
through  April  '04 


And  he's  not  alone  at  the  craps  table.  Over 
the  past  decade,  nearly  every  major  auto 
company  has  jumped  into  China,  the 
No.  3  car  market,  with  both  feet.  Already, 
growth  is  slowing— car  sales  were  up 
45%  through  April,  off  from  75%  in 
2003— amid  signs  of  a  glut.  Last  year, 
prices  dropped  12%  as  import  tariffs  fell 
and  all  manner  of  Chinese  companies, 
from  motorcycle  makers  to  electronics 
firms,  piled  into  the  car  business. 

For  now,  though,  GM's  investment  is 
paying  off  big.  Its  sales  in  China  surged 
56%  through  the  first  four  months  of  this 
year,  giving  the  auto  maker  the  No.  2  spot 
(behind  Volkswagen)  with  11%  of  the 
market,  up  from  9.3%  last  year.  More  im- 
portant, GM  hasn't  had  to  shell  out 
$4,000  per  vehicle  in  incentives  to  lure 
those  new  buyers.  The  $437  million  prof- 
it GM  made  last  year  in  China,  selling  just 
386,000  cars,  compares  with  an  $811  mil- 
lion profit  made  in  all  of  North  America 
on  sales  of  5.6  million  autos.  In  the  first 
quarter  of  this  year,  GM's  total  China 
profits  quadrupled,  to  $162  million. 

For  a  car  giant  that  is  still  on  the  road 
to  a  full  turnaround,  that's  a  nice  chunk  of 
change  to  offset  its  seemingly  endless 
losses  in  Europe.  But  if  China  car  sales 
grow  as  Wagoner  expects,  the  increased 
scale  there  could  prove 
more  significant,  helping 
GM  stave  off  the  world- 
wide challenge  from  Toy- 
ota. GM  predicts  that  Chi- 
na will  surpass  Japan  as 
the  second-largest  vehicle 
market  around  2007— and 
could  pass  the  U.S.  by 
2020.  By  establishing  its 
brands  and  seizing  share 
now,  Wagoner  thinks,  GM 


/ 


BUICK  ABROAD  GM's 
Shanghai-assembled 
Regal  is  a  smash  hit 
as  a  luxury  car 


will  be  able  to  mine  profits  for  years  m 
come.  Says  Michael  J.  Dunne,  president  k 
Bangkok  consulting  firm  Automotive  I OC 
sources  Asia  Ltd.:  "China  may  be  the  p  li 
feet  case  study  for  the  re-creation  of  Gl\ «? 

Even  if  China  hits  a  wall,  Wagor  nr 
thinks  GM  could  still  emerge  in  bet  mi 
shape  than  its  rivals.  He  believes  its  lit  ro: 
up  offers  more  variety  than  those  of  1  n 
Japanese  or  Europeans.  GM  also  bene  ns 
from  a  solid  distribution  network  est;  k 
lished  through  its  sole  partner,  Shang]  u 
Automotive  Industry  Corp.  (SAIC).  S;  if 
Wagoner:  "There  is  always  risk  wh  :,  I 
you're  investing  in  an  emerging  marl  m 
But  the  bigger  risk  is  not  being  there."  i: 

Indeed,  for  auto  makers  seeking  i 
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n  a  global  price  war,  China  is  the  only 
ne  in  town.  With  just  8  vehicles  per 
)0  residents— vs.  940  in  the  U.S.  and 
\  in  Western  Europe,  according  to  J.D. 
ver  and  Associates  Inc.— there  could  be 
aty  of  upside.  Says  Frederick  A.  "Fritz" 
iderson,  GM's  group  vice-president  of 
•ope,  who  until  recently  ran  the  Asian 
rations:  "The  battleground  for  global 
ustry  leadership  is  China." 
Jesides  GM's  plan  to  boost  capacity  to 
million  vehicles  by  2007,  new  plants 
I  production  increases  are  planned  by 
,  Nissan,  Toyota,  Korea's  Kia  and 
indai,  DaimlerChrysler,  and  Ford, 
d  now  makes  Fiestas,  Mondeos,  and  a 
in  China.  The  company  says  it  will 


triple  production  this  year,  albeit  to  just 
65,000  vehicles.  Says  Mark  A.  Schulz,  ex- 
ecutive vice-president  and  president  of 
Ford  Asia  Pacific  and  Africa:  "Some  say 
we're  slower  or  behind  in  China.  But  to  us 
it's  a  brand-new  market  it's  just  starting  to 
blossom."  VW  alone  plans  to  spend  $6  bil- 
lion to  double  production  over  the  next 
four  years.  The  German  carmaker,  which 
started  with  almost  exclusive  rights  to  for- 
eign car  sales  in  the  1980s,  still  has  a  26% 
share.  To  bolster  its  dated  lineup,  VW  re- 
cently introduced  vehicles  such  as  the 
$80,000  Phaeton  luxury  sedan  and  will 
add  the  Golf  and  Skoda  Octavia  compact. 
Its  Audi  unit  is  already  a  powerful  luxury 
nameplate  in  China. 


Over  the  past  10  years  China  has  seen 
the  emergence  of  a  middle  class  number- 
ing in  the  tens  of  millions  with  enormous 
buying  power— much  of  that  directed  at 
big-ticket  items  like  autos.  In  a  market  that 
used  to  be  dominated  by  government  and 
big-company  purchases,  individual  buyers 
have  rapidly  become  the  new  driving  force. 
Unlike  many  emerging  markets,  China 
also  has  a  large,  wealthy  entrepreneurial 
class.  The  average  price  of  the  2.8  million 
passenger  cars  that  will  sell  in  China  this 
year  is  about  $20,000.  The  average  car 
price  in  markets  such  as  India,  Brazil,  and 
Indonesia  is  $6,000  to  $8,000.  China  is 
BMW's  biggest  market  for  the  most  expen- 
sive 7- Series  sedan,  outstripping  even  the 
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U.S.— even  though  Chinese  buyers  pay 
double  what  Americans  pay. 

Even  more  astonishing  is  how  many 
Chinese  are  shelling  out  cash  for  those  ex- 
pensive cars.  Foreign  lenders  will  get  the 
green  light  to  offer  auto  loans  later  this 
year.  For  now,  though,  GM  estimates  that 
at  most  a  fifth  of  all  car  purchases  are  fi- 
nanced. Most  buyers  are  like  Xu  Zhenyu, 
a  27-year-old  construction  contractor  liv- 
ing in  Shanghai.  Xu  plunked  down 
$30,000  in  cash  for  a  new  Buick  Regal 
2.5  GL  for  his  family— plus  $7,000  to  cov- 
er license  fees  and  taxes.  A  year  ago  he 
bought  a  Buick  Sail  with  cash.  Says  Xu: 
"Buick  has  a  good  price-to-quality  ratio." 

SEIZING  AN  OPPORTUNITY 

GM  HAS  BEEN  WORKING  to  build  up  its 
business  in  China  since  the  early  1990s. 
Retired  GM  Chairman  John  F.  "Jack" 
Smith  Jr.  had  a  keen  interest  in  Asia  and 
spent  a  lot  of  time  with  Japanese  partners 
Suzuki  Motor  Corp.  and  Isuzu  Motors 
Ltd.  But  Japan's  auto  market  was  virtual- 
ly closed  to  Western  carmakers  and 
Smith  saw  China's  huge 
population  as  an  oppor- 
tunity. He  went  to  China 
in  1994  and  began  a  year 
of  negotiations  with  gov- 
ernment officials,  in- 
cluding then-Vice-Pre- 
mier Li  Lanqing  and 
auto  maker  SAIC.  Out- 
bidding Ford  Motor  Co., 
Smith  hammered  out  a 
deal  to  invest  an  initial  ^^^^^^^^ 
$1  billion  to  develop  a 
plant  with  SAIC  to  build  only  the  Regal. 
Production  started  in  1999.  Government 
officials  liked  the  Buick  brand  because  it 
was  popular  in  China  before  World  War 
II,  and  they  figured  an  expensive  car 
would  fit  the  market,  dominated  then  by 
government  officials  and  big- company 
executives.  GM  bet  that  it  could  later  ex- 


A  Car  For 
Every  Chinese 

Purse  and 
Purpose 

General  Motors  is  building 
a  top-to-bottom  lineup  for  its 
fastest-growing  market. 
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$1,132 


GM's  profit  per  vehicle 
in  China  vs.  $145  in 
North  America 


as   a  consumer 


pand, 

class  developed.  Critics 
laughed,  pointing  out 
that  the  auto  maker  had 
enough  trouble  just  try- 
ing to  sort  out  its  home  market. 

With  China's  economy  surging  9.8%  in 
the  first  quarter,  no  one  is  laughing  now. 
But  can  the  boom  last?  There  are  serious 
concerns  that  the  nation's  financial  insti- 
tutions helped  fuel  overly  rapid  growth 
with  loose  lending  practices.  Many  banks 
loaned   money  to   unprofitable   state- 


■ 


owned  businesses,  and  backed  expansi  3 
in  industries  like  steel,  aluminum,  c  If 
ment,  and  real  estate  that  now  have  ov»  i : 
capacity.  The  People's  Bank  of  China,  t  a 
central  bank,  has  tried  to  get  lending  u  li 
der  control.  But  there  is  still  plenty  of  ft  d 
that  business  ventures  that  grew  fat  ui 
borrowed  capital  could  fail.  Standard  ei 
Poor's  estimates  that  some  40%  of  bu  al 
ness  loans  in  China  are  nonperformir  Is. 
The  growth  is  also  fueling  inflation.  "Y  b 
have  an  economy  based  on  easy  mone;  ct 
says  Bill  Adams,  Asia  analyst  for  Ausi  ivi 
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Cadillac  CTS.STS.XLR 


$33,000-$77,000  $30,000 


>st  Caddies  arrive  later  this  year  for  a  growing 
, ,  mber  of  Chinese  seeking  prestigious  autos 


Sold  to  wealthy  party  officials  or  entrep  fif 
includes  video  screens  for  rear-seat  pas 
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t.)-based  Strategic  Forecasting  Inc. 
f  the  economy  slows,  some  auto  mak- 
may  be  in  trouble.  Morgan  Stanley 
:casts  that  car  manufacturers  in  China 
double  their  plant  capacity  to  5.4  mil- 
i  vehicles  by  2006.  Sales  need  to  con- 
le  to  grow  at  30%  a  year  to  keep  every- 
in  the  money,  figures  Morgan  Stanley 
lyst  Stephen  J.  Girsky:  "If  demand 
>,  there  could  be  a  bloodbath." 
iuto  makers  could  sop  up  excess  pro- 
tion  in  China  by  exporting  cars, 
/be  even  to  the  U.S.  Wagoner  says  that 


LAUNCH  PARTY  won't  happen  in 

Cadillacs  and  shiny  the    foreseeable 

models  strutted  their  future      Despite 

stuffmBeijing  wage  "  rates    of 

78  <t  an  hour  at 
Chinese  car  companies,  he  says,  Chinese 
production  isn't  cost-competitive.  Many 
locally  made  parts  are  inferior.  That's  why 
GM  and  others  import  parts  despite  tar- 
iffs. Plus,  GM  would  have  big  problems 
with  the  United  Auto  Workers  if  it  tried  to 
displace  U.S.  plants. 

For  now,  the  Chinese  government  is 
trying  to  head  off  a  car  glut.  It's  particu- 
larly worried  about  the  many  new  local 
players  entering  the  market.  In  early  June, 
the  government  decreed  that  companies 
new  to  the  market  must  invest  a  mini- 
mum of  $240  million  in  manufacturing 
facilities  and  $60  million  more  for  an 
R&D  center.  The  government  also  is 
mulling  emissions  and  safe 


styling  that  marked  the  '80s  and  '90s.  But 
newly  minted  Chinese  executives  equate 
Buick  with  prestige  and  quality.  Hu  Zhi- 
long,  50,  who  runs  the  Shanghai  Yongda 
Auto  Puxi  Sales  &  Service  Co.,  says  his 
best-seller  is  the  Regal:  "It  is  a  symbol  of 
one's  status  and  very  luxurious."  Hu,  who 
has  an  executive  MBA  degree  from  Chi- 
na's People's  University  in  Beijing,  hopes 
to  become  become  a  Cadillac  dealer  later 
this  year  as  well. 

AN  OPEN  ROAD? 

INDEED,  NOTHING  CAPTURES  GM's 
ambitions  for  China  more  than  the  rapid 
rollout  planned  for  its  luxury  brand.  On 
June  7,  it  staged  a  glitzy  launch  ceremony, 
with  dancers  and  models,  some  in  futur- 
istic-looking costumes,  a  vintage  1948 
Cadillac  and  a  1,000-horsepower  "Six- 
teen" concept  car,  in  Beijing's  584-year- 
old     Imperial     Ancestors' 


ty  regulations  that  could  be    fTJY/T  1C  ITU  SI  Tl  2*    Temple.  The  first  Cadillac 
toueh  on  weak  competitors.  -  &     CTS's  will  roll  off  ships  this 

fall,  followed  by  the  SRX 


its  bet  by 
$3  billion. 
What  if 
the  bubble 
bursts? 


tough  on  weak  competitors 

Analysts  assume  that 
many  local  carmakers— 
which  now  hold  some  20% 
of  the  market— will  fall  by 
the  wayside.  But  that  will 
leave  stronger  Chinese  play- 
ers, such  as  Chery  and  Geely, 
which  have  doubled  their 
sales  annually  the  past  cou- 
ple of  years.  They  have 
thrived  partly  by  copying 
popular  brands:  GM  griped  to  the  Chinese 
government  that  a  new  model  from  Chery, 
the  QQ,  is  a  knockoff  of  the  Spark  And 
Toyota  sued  Geely  for  copying  its  logo  but 
lost  in  a  Chinese  court.  However,  both 
Chery  and  Geely  are  improving  their  qual- 
ity and  are  likely  to  survive. 

GM's  biggest  advantage  in  China, 
though,  is  its  unsullied  reputation.  In  the 
U.S.,  it  still  struggles  to  convince  many 
young  and  middle-aged  drivers  that  it  is 
past  the   production   gaffes   and   dull 


sport  sedan,  and  the  XLR 
roadster.  All  will  start  as  im- 
ports. But  soon  after,  assem- 
bly will  begin  in  Shang- 
hai—the first  Caddies  ever 
to  be  built  outside  the  U.S. 
"China  will  become  Cadil- 
lac's second-largest  market, 
and  this  will  happen  very 
quickly,"  says  Mark  LaNeve, 
the  brand's  general  manager. 

GM  execs  see  an  open  road  ahead  in 
their  fastest-growing  market.  They're  step- 
ping on  the  gas— even  if  there's  no  telling 
what  waits  beyond  the  next  curve.  ■ 

-By  David  Welch  in  Detroit, 

with  Dexter  Roberts  in  Beijing 

and  Gail  Edmondson  in  Frankfurt 


For  an  interview 
with  GM  CEO  Rick  Wagoner,  go  to 
www.businessweek.com/magazine/extra.htm 


Buick  Excelle 


Buick  Sail 


000-$20,000  $12,000 


M's  Chinese  family  car,  based 
on  a  Daewoo  vehicle 


A  compact,  five-passenger  sedan  or  wagon, 
similar  to  GM's  European  Opel  Corsa 


Chevy  Spark 

$8,000 


A  minicar  aimed  at  entry-level  buyers, 
also  based  on  a  Daewoo 
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With  a  big  budget  and  more  lawyer s. 
Enforcement  Chief  Steve  Cutler  is 
playing  hardball  with  wrongdoers  in 
Corporate  America  and  on  Wall  Street 


AK'M'AUI  Ah' 


STEPHEN  M.  CUTLER  WAS  STEAMED.  FOR  NEARLY  TWO  YEARS, 

Securities  &  Exchange  Commission  lawyers  had  been  investigating  charges 
that  top  managers  at  Banc  of  America  Securities  had  traded  shares  with  ad- 
vance knowledge  of  potentially  market-moving  rating  changes  by  the  bro- 
kerage's analysts.  But  the  Bank  of  America  Corp.  unit  still  had  not  turned 
over  many  e-mails  and  documents  the  SEC  had  requested. 

Fed  up  with  the  runaround,  Cutler,  the  normally  mild-mannered  SEC  Di- 
rector of  the  Division  of  Enforcement,  called  BofX  's  then-general  counsel, 
Paul  J.  Polking,  last  Dec.  3  and  lambasted  him.  According  to  people  famil- 
iar with  the  incident,  Cutler  said:  "It's  a  shame  if  you  don't  know  about  [the 
stalling]  and  a  shame  if  you  do."  Two  weeks  later,  BofX  Chairman  and  CEO 
Kenneth  D.  Lewis  was  in  Cutler's  Washington  office  trying  to  make 
amends.  Even  so,  BofX  paid  a  steep  price.  Cutler  hit  the  brokerage  unit  with 
a  $10  million  fine— a  first  fine  in  a  standalone  case  for  failure  to  cooperate 
with  an  SEC  investigation.  And  BofX  still  faces  possible  charges  of  illicit 
trading,  plus  more  stiff  fines. 

Cuder  is  on  a  tear.  The  42-year-old  attorney,  named  to  head  the  Enforce- 
ment Div.  just  days  after  Enron  Corp.  revealed  its  first  big  loss  in  October, 
2001,  is  retooling  his  division  into  an  elite  police  force  patrolling  the  board- 
rooms and  corner  offices  of  America  Inc.  Leveraging  new  laws  and  com- 
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manding  a  vastly  larger  budget  than  his  predecessors,  Cutler  is 
using  hardball  tactics  and  stiffer  penalties  to  put  CEOs,  directors, 
lawyers,  bankers,  and  accountants  on  notice  that  a  more  aggres- 
sive SEC  will  hold  them  responsible  for  shoddy  finances  and  hid- 
den conflicts  of  interest.  "We  are  trying  to  change  behavior,"  says 
Cutler.  "People  have  to  get  used  to  the  new  way  of  thinking." 

His  goal  is  nothing  less  than  to  make  markets  safer  and  more 
transparent  for  investors  by  sweeping  away  Wall  Street's  bad 
habits.  Corporate  lawyers  will  no  longer  be  allowed  to  sign  off  on 
foggy  reports  to  shareholders  that  conceal  more  than  they  reveal. 
Banks  will  have  to  ensure  that  clients  aren't  using  their  financial 
deals  to  create  phony  revenues  or  hide  debt.  And  brokers  will 
have  to  spell  out  how  they  are  paid  for  their  services  and  reveal 
conflicts  that  pit  their  wallets  against  those  of  their  clients. 

Cutler  has  the  crucial  support  to  make  the  effort  work.  Al- 
though by  some  accounts  SEC  Chairman  William  H.  Donald- 
son, a  Wall  Street  veteran,  may  be  wavering  on  proposals  to 
make  it  easier  for  dissident  shareholders  to  oust  company  di- 
rectors, he  backs  Cutler  and  his  enforcement  efforts  to  the  hilt. 
That's  critical:  Enforcement  directors  have  enormous  freedom 
to  set  priorities,  investigate,  and  develop  cases,  but  they  need 
the  chairman  on  board  to  bring  charges.  The  pair  talk  several 
times  a  week,  and  Donaldson  calls  Cutler  periodically  to  ask 
about  current  cases  and  suggest  new  targets.  Indeed,  because 


A TOUGHER 
BREED  AT 
THE  SEC 

Armed  with  a 
dramatically  bigger 
budget,  Steve  Cutler's 
enforcement  division  at 
the  SEC  is  forcing 
Corporate  America  to 
watch  its  step 


Enforcers  have 
more  resources. 

,  MILLI0NS-0F  DOLLARS 
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the  chairman  shuns  the  limelight,  Enforcement  is  often 
public  face  of  the  SEC.  Says  Donaldson:  "I  have  a  great  dea 
confidence  in  the  division  and  in  Steve.  He's  an  outstand 
leader,  and  he  has  been  very  creative." 

He's  had  to  play  catch-up.  When  the  Wall  Street  scandals  bn 
in  2002,  the  SEC  was  caught  flat-footed.  New  York  Attorney  G 
eral  Eliot  Spitzer  humiliated  the  feds  twice  in  two  years.  1  ik 
probes  of  analyst  conflicts  of  interest  and  mutual-fund  trad 
abuses— areas  that  are  central  to  the  agency's  oversight  dutieb 
made  the  SEC  look  inept,  and  asleep  at  the  wheel.  Says  a  forr  m 
SEC  lawyer:  "[Spitzer]  embarrassed  us." 

T 

li 
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CLEAN  HOUSE-OR  ELSE 

DETERMINED  TO  RESTORE  the  agency's  preeminence,  drift 
forged  a  working  relationship  with  Spitzer  and  drove  his  tnx  o 
hard  to  produce  results.  Now,  SEC  Enforcement  is  again  lead 
the  charge.  Exhibit  A  is  Cutler's  big  effort  to  force  Wall  Stree  jri 
look  critically  at  itself.  Last  September  he  challenged  financ: 
firms  to  do  a  top-to-bottom  review  of  their  operations  to  r  s< 
out  hidden  conflicts  that  had  become  accepted  practice  anc  xi 
report  back  to  the  SEC  on  how  they  manage  them.  If  they  dc  n 
'fess  up  about  and  fix  problems,  they  face  added  penalt  :c 
"Many  bad  practices  evolve  in  a  creeping  sort  of  way,"  sl~ 
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Data;  SEC  releases  compan , 


...to  play  rough  with 
rule  breakers... 

FREEZING  ASSETS  Went  to  court  to 
halt  payment  of  $23  million  to 
Vivendi  Universal  ex-CEO  Jean- 
Marie  Messier  in  September,  2003, 
during  their  investigation 

GIVING  WRONGDOERS  THE  BOOT 

Barred  Richard  Strong  from  the 
securities  industry  over  allegations 
that  he  conducted  abusive  trades  in 
funds  he  founded 

ENFORCING  RESPECT  Slapped 
Lucent  with  a  $25  million  fine 
when  a  lawyer  publicly  downplayed 
the  company's  accounting  fraud 
after  it  had  reached  a  tentative 
settlement  with  SEC  staff 


...exact  stiffer 
penalties... 

$1.4  BILLION  Analyst  conflicts  at  10 
large  Wall  Street  banks,  2003 

$750  MILLION  WorldCom 
accounting  fraud,  2003 

$375  MILLION  Bank  of  America 
mutual-fund  unit  trading  abuses, 
pending,  2003 

$250  MILLION  Alliance  Capital 
Management  mutual-fund  trading 
abuses,  2003 

$100  MILLION  Credit  Suisse  First 
Boston  IPO  violations,  2002 


(Recent  SEC  penalties,  including  fines, 
disgorgement,  and  interest) 


...hold  gatekeeper  ir 
responsible... 


BANKERS  Charged  four  Wa 
firms  in  2003  for  assisting 
frauds,  winning  $416  millio 
settlements,  including  $13 
from  J.R  Morgan  Chase  las 

INSURERS  Fined  American 
International  Group  $10  mi 
September  2003  for  allege 
crafting  policies  that  helpe< 
companies  hide  losses,  the 
such  charge  against  an  insi 

AUDITORS  In  April,  barred 
Young  from  accepting  new 
for  six  months  for  violating 
independence  rules  in  a  joi 
venture  with  client  Peoples 
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he  goal  is  nothing  less  than  to  make  markets 
ifer  for  investors  by  changing  Wall  Street  culture 


ler.  The  review  "requires  firms  to  stop  and  reassess." 
he  self-exams  are  a  clever  way  to  stretch  the  SEC's  re- 
rces.  And  securities  firms  are  taking  them  seriously.  Morgan 
lley  assigned  former  Spitzer  deputy  Eric  R.  Dinallo  to  over- 
its  housecleaning.  "It's  a  brilliant  move,"  says  a  former  SEC 
per  who  now  advises  securities  firms.  "Everyone  realized 
:  if  they  didn't  do  it,  and  a  problem  surfaced  down  the  road, 
r  would  be  defenseless." 

hat's  just  the  start.  SEC  insiders  and  defense  lawyers  say  the 
icy  has  plenty  more  charges  to  bring  against  mutual  funds 
hedge  hands.  Cuder  is  also  broadening  the  SEC's  attack  on 
keepers— the  auditors,  lawyers,  and  bankers  who  advise 
ipanies  and  sometimes  aid  their  frauds— by  targeting  direc- 
and  lawyers  who  counseled  companies,  such  as  Enron  and 
ldCom  Inc.,  which  melted  down  after  accounting  failures.  He 
aining  his  sights  on  senior  Wall  Street  execs  who  failed  to  po- 
dealings  between  analysts  and  investment  bankers.  And  his 
n  is  probing  whether  some  firms'  bond  operations  took  bids 

from  preferred  customers  after 
auction  deadlines. 

Cuder's  zero-tolerance  strat- 
egy has  incensed  many  finan- 
cial and  legal  mavens.  Privately, 
Wall  Streeters  say  they  fear  that 
if  their  self-exams  miss  some- 
thing smelly,  the  SEC  will  sniff 
it  out  and  punish  them  harshly. 
"This  is  the  most  ominous  and 
threatening  thing  ever  from  the 
SEC,"  says  a  former  SEC  lawyer 
involved  in  one  of  the  reviews. 
Corporate  defense  lawyers  say 
Cuder  and  his  troops  are  going 
w  too  far:  cutting  corners,  tram- 

^^        ^k         pling  on  their  clients'  legal 
B      ^k  ^^    «  rights,     imposing     excessive 

^  ^|  ^^1  fines,  and  making  liberal  use  of 

lifetime  employment  bans  on 
execs.  "There's  been  a  cata- 
clysmic change,"  says  one  at- 
torney. "The  staff  is  unbridled 
and  unreasonable." 

SEC  targets  are  increasingly 
fighting  back.  In  the  six  months 
through  Mar.  31,  the  agency 
had  to  sue  in  45%  of  the  cases  it 
filed,  up  from  38%  in  the  whole 
of  2003.  Courts  are  no  haven 
for  Cuder's  targets,  however.  In 
the  same  six  months,  the  SEC 
won  eight  out  of  nine  trials  in 
U.S.  District  Court  and  all  nine 
heard  by  administrative  judges. 
Cuder  isn't  fazed  by  his  crit- 
ics. With  the  nation  revolted  by 
financial  crimes,  he  is  seizing 
an  historic  opportunity  to  lead 
his  1,100-strong  band  of  en- 
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forcers  on  a  mission  to  overhaul  the  culture  of  Wall  Street  and 
Corporate  America.  In  a  string  of  lawsuits  and  settlements,  Cut- 
ler is  forging  new  legal  tactics  to  make  the  SEC's  rules  stick.  One 
example:  His  broad  assault  on  gatekeepers  to  hold  them  re- 
sponsible for  the  honesty  of  clients'  financial  statements.  Last 
year,  the  SEC  leveled  charges  against  JPMorgan  Chase, 
Citibank,  Merrill  Lynch,  and  Canadian  Imperial  Bank  of  Com- 
merce for  helping  Enron  defraud  investors,  winning  $416  mil- 
lion in  settlements. 

Cuder  also  is  exploiting  fully  the  SEC's  enhanced  powers  un- 
der the  2002  Sarbanes-Oxley  corporate-reform  act  And  he  hasn't 
hesitated  to  explore  the  outer  limits  of  the  law— at  times  even 
making  policy  ahead  of  the  SEC's  five  commissioners.  In  Decem- 
ber, he  used  a  creative  reading  of  the  law  to  bring  charges  of  fail- 
ure to  supervise  employees  against  the  head  of  Marque  Millen- 
nium Group  Inc.,  an  unregistered  investment  adviser  to  a  hedge 
fund,  even  though  the  SEC  has  no  authority  over  hedge  funds. 

If  s  a  dramatic  change  from  the  1980s  and  '90s,  when  cor- 
porate crime  wasn't  front-page  news  and  Cuder's  predecessors 
were  a  more  cautious  lot.  "There  was  resistance  by  the  en- 
forcement staff  to  hit  hard  and  make  those  who  had  done 
wrong  really  pay  for  it,"  concedes  one  agency  insider.  "That's 
not  true  anymore."  Put  it  together  and  "Cuder  has  become  one 
of  the  most  effective  enforcement  directors  in  SEC  history,"  says 
Joel  Seligman,  dean  of  Washington  University  School  of  Law. 


IMPLACABLE  LOGIC 


EVEN  SO,  CUTLER  IS  no  Dirty  Harry  for  the  white-collar  set. 
The  son  of  two  lawyers,  he  had  a  privileged  upbringing  in  Los 
Angeles.  He  played  varsity  water  polo  at  a  private  high  school 
and  earned  B  A.  and  law  degrees  at  Yale  University. 

What  drives  Cuder  is  the  urge  to  make  a  difference.  When  he 
graduated  from  Yale  Law  School  in  1985,  Cuder  interviewed  for 
a  clerkship  with  Judge  Dorothy  W  Nelson,  a  federal  appeals 
court  judge  in  Pasadena,  who  asked  him  what  he  wanted  to  be 
doing  in  10  years.  "He  wanted  a  job  where  he  would  have  a  ma- 
jor impact  on  public  policy,"  says  Nelson.  "I  hired  him  on  the 
spot."  After  clerking,  Cuder  spent  a  year  representing  minori- 
ty oilfield  workers  in  an  employment  lawsuit. 

Cuder,  whose  government  salary  is  a  fraction  of  what  he  could 
earn  in  private  practice,  has  been  appalled  by  the  greed  and  de- 
ceit his  enforcers  have  uncovered.  "When  the  WorldCom  lawyers 
came  in  the  night  before  the  announcement"  of  the  company's 
initial  discovery  of  $3.8  billion  in  accounting  fraud  in  June,  2002, 
"the  prosecutor  in  me  said:  This  is  incredible,'"  Cuder  recalls. 
"And  the  public  citizen  in  me  said:  This  is  depressing.' " 

Intense  and  thoughtful,  Cuder  has  a  reputation  for  fairness. 
In  settling  mutual-fund  trading-abuse  cases,  for  example,  he  re- 
fused to  join  Spitzer  in  forcing  funds  to  lower  annual  fees,  ar- 
guing that  they  are  a  separate  issue  from  trading  violations. 
"We  worry  over  whether  we  are  doing  the  right  thing,  reaching 
the  right  result,"  says  Linda  Chatman  Thomsen,  Cuder's 
deputy  at  the  Enforcement  Div. 

No  table-pounder,  Cuder  is  more  likely  to  squash  an  oppo- 
nent's case  with  implacable  legal  logic.  Just  ask  the  attorneys  for 
five  New  York  Stock  Exchange  specialist  firms  accused  of  trad- 
ing abuses.  When  talks  bogged  down  in  mid-February,  Cuder 


June  21.  2004  I  BusinessWeek  1 119 


FINANCE 


Cutler  has  challenged  financial  firms  to  root  out 
conflicts.  If  they  don't,  future  penalties  could  soar 


SPtTZER  After  a  rocky 
start,  the  New  York 
AG  and  the  SEC  chief 
have  forged  a  good 
working  relationship 


walked  into  a  meeting  of  lawyers  for 
the  firms,  outlined  the  SEC's  case,  and 
said:  "This  is  going  to  happen  by  6 
p.m.  Tuesday  or  we  don't  want  to  talk 
to  you  again  until  we  file  a  case  in 
court."  Recalls  a  lawyer  for  one  firm: 
"He  didn't  raise  his  voice  or  get  rattled.  But  he  had  [the  mis- 
conduct] nailed  and  drove  a  very  hard  bargain."  By  Tuesday, 
the  firms  had  agreed  to  a  $240  million  joint  settlement. 

Before  joining  the  SEC  in  1999,  Cutler  worked  for  12  years  at 
the  Washington  law  firm  now  known  as  Wilmer  Cuder  Pickering 
Hale  &  Dorr  LLP.  (He's  not  related  to  founding  partner  and  for- 
mer White  House  counsel  Lloyd  Cutier.)  There,  he  came  under 
the  wing  of  partner  Theodore  A.  Levine,  today  a  dean  of  the  se- 
curities bar.  "Steve  is  incredibly  hard-working  and  incredibly 
fair,"  says  Levine,  now  a  partner  at  Wachtell,  Lipton,  Rosen  & 
Katz.  (And  imaginative:  When  Cuder  was  asked  to  plan  the  firm's 
annual  retreat  in  1993,  he  loosened  up  his  staid  colleagues  by 
having  lawyers  don  inflatable  suits  for  "sumo  wrestling 

Two  years  after  joining  the  SEC,  he  was  promoted  to  En  irce- 
ment  director  by  then- Chairman  Harvey  L.  Pitt.  Six  month  s  lat- 
er, Spitzer  shamed  the  SEC  by  revealing  explosive  e-mails  from 
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Merrill  Lynch  &  Co.  analysts  that  lifted  the  lid  on  Wall  Street'! 
conflicts.  Despite  that  rough  start,  the  two  prosecutors  hav< 
forged  a  partnership  that,  while  occasionally  strained,  seems  gen 
uine.'T  have  only  the  greatest  admiration  and  respect  for  Stevi 
Cuder,"  says  Spitzer.  "We've  handled  many  cases  together,  anc 
we've  always  worked  through  our  disagreements." 

Spitzer  credits  Cutier's  deft  use  of  humor  for  defusing  tensioi 
in  their  relationship.  At  an  SEC  Historical  Society  dinner  las 
June,  Cuder  brought  down  the  house  when  he  read  spoof  Spitze 
e-mails  knocking  the  AG's  penchant  for  stretching  his  authority 
Sample:  "Dear  God:  It's  my  understanding  that  you  are  every 
where,  including,  apparendy,  the  State  of  New  York  As  I  read  th 
Stamp  Act  [of  1765]  you  are  subject  to  regulation  and  taxation  b 
the  State  of  New  York  While  you  are  and  should  be  the  primar 
regulator  of  humanity,  I  have  some  ideas  Fd  like  to  share  wi 
you."  Says  Spitzer:  "I  laughed  so  hard,  I  cried." 

But  the  last  laugh  will  be  Cutier's.  While  Spitzer  is  taking  o; 
other  industries— and  tuning  up  for  his  expected  2006  run  fo 
governor  of  New  York— "Cuder  is  building  a  program  that  wi 
last  longer  than  anything  Spitzer  is  doing,"  says  one  Wall  Stree 
official  who  is  close  to  Spitzer.  And  the  Enforcement  chief  is  pick 
ing  up  new  allies.  The  Justice  Dept.— long  reluctant  to  try  com 
plex  financial  fraud  cases— now  is  eager  for  Cutler's  team  to  refefi 
cases  to  U.S.  Attorneys.  The  greater  prospect  for  criminal  charge 
strengthens  the  SEC's  hand  in  negotiating  settlements.  "Big  f  I 
nancial  frauds  are  the  hottest  thing  around,"  says  Cuder  depu 
Thomsen.  "My  phone  is  ringing  off  the  hook"  Here's  how  Cu 
ler  is  reshaping  Enforcement: 

PRESSURE  TO  COOPERATE  SEC  guidelines  promise  compani 
and  executives  lighter  penalties  if  they  cooperate— a  mess 
Cutler  pushes  hard.  The  flip  side:  The  agency  will  slam  thos 
such  as  BofA,  who  don't  play  ball.  "That  settlement  is  worth  i 
weight  in  gold,"  says  SEC  Commissioner  Harvey  J.  Goldschmi 
"It  sends  a  message  that  it's  one  thing  to  fight  hard  for  yoi 
clients;  if  s  another  to  pass  ethical  lines  and  improperly  frustrat 
Enforcement's  efforts."  A  BofA  spokesman  refused  to  commen 

Even  after  settlements  are  reached,  Cutler's  troops  watch  f< 
signs  of  backtracking.  Just  ask  Lucent  Technologies  Inc.  In  Ma 
2003,  Enforcement  staff  tentatively  agreed  to  resolve  the  co 
pany's  accounting-fraud  charges  without  penalty.  But  then  a 
outside  lawyer  for  Lucent  gave  a  magazine  interview  in  whic 
he  downplayed  the  misdeeds.  Lucent  also  agreed  to  pay  the  1 
gal  fees  of  employees  who  are  contesting  SEC  charges  of  sea 
rities  fraud.  That  was  too  much :  On  May  17,  Cutler  slapped  Li 
cent  with  a  $25  million  fine. 

Defense  lawyers  gripe  that  the  SEC  now  treats  any  disagre 
ment  about  a  case  as  obstruction  of  justice.  Enforcement,  tin 
say,  is  bullying  targets  with  deadlines  of  as  little  as  three  days 
respond  to  Wells  notices— letters  from  the  SEC  telling  targe 
the  agency  intends  to  bring  charges.  "When  you  don't  knuck 
under  to  unreasonable  requests,  they  say  you're  failing  to  c 
operate,"  says  Andrew  W  Vollmer,  a  securities  enforceme 
partner  at  Cutier's  old  firm.  "Even  the  threat  of  being  accused 
failing  to  cooperate  intimidates  responsible  clients." 


SKY-HIGH  FINES  Last  year,  WorldCom,  now  MCI,  paid  a  $71 
million  fine  for  cooking  its  books.  Alliance  Capital  Manageme 
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The  zero-tolerance  policy  has  some 

Wall  Streeters  crying  foul— and  fighting  back 


A-TEAM  Berger, 
Thomsen,  and 
Newkirk  are  experts 
on  financial  fraud 


forked  over  $250  million  in  penalties  and  disgorge- 
ment to  settle  mutual-fund  trading-abuse  charges, 
and  JPMorgan  Chase  paid  $135  million  in  penalties, 
disgorgement,  and  interest  to  settle  charges  that  it 
helped  Enron  commit  accounting  fraud.  To  add  to 
the  sting,  in  these  and  other  cases,  the  SEC  bars  of- 
fenders from  seeking  reimbursement  for  fines  from 
insurers.  Most  of  the  money  has  gone  into  restitu- 
tion funds  to  compensate  investors  for  heavy  losses. 

Those  payouts  dwarf  the  $10  million  the  SEC 
fined  Xerox  Corp.  in  2002— at  the  time,  the  record 
penalty  for  financial  fraud.  What  changed?  Until 
Sarbanes-Oxley,  the  SEC  was  reluctant  to  hit  com- 
panies with  big  penalties,  reasoning  that  fines  paid 
to  the  Treasury  would  hurt  shareholders  already 
victimized  by  fraud.  But  the  new  law  allows  the  SEC 
to  use  penalties  to  repay  shareholders,  so  it  began  to 
jack  up  fines. 

The  sharp  rise  in  penalties  has  defense  lawyers 
seething.  "The  only  principle  [Cuder]  follows  is 
that  the  amount  has  to  be  higher  than  the  last  case," 
says  one  former  SEC  lawyer.  "It's  like  doing  busi- 
ness in  a  rug  market." 

The  griping  is  especially  strong  in  mutual-fund 
cases.  The  SEC  found  that  Massachusetts  Finan- 
cial Services  Co.  reaped  $175  million  in  ill-gotten 
gains  from  abusive  trading;  the  company  had  to 
pay  that  much  into  a  fund  to  compensate  in- 
vestors, plus  a  $50  million  fine.  When  Putnam  In- 
vestment Management  LLC  settled  similar 
charges,  the  SEC  calculated  its  illicit  profits  at  just  $5  million— 
but  Putnam,  too,  was  hit  with  a  $50  million  fine.  Even  former 
SEC  lawyers  find  the  logic  puzzling.  "The  economic  sanctions 
being  sought  so  far  eclipse  any  real  damage  that  people  won- 
der what  barometer  the  SEC  is  using,"  says  one.  But  the  SEC 
contends  Putnam  deserved  a  more  severe  penalty  because 
senior  executives  knew  about  the  abuses  and  hid  them  from 
the  board. 

NEW  TOOLS  Sarbanes-Oxley  is  a  veritable  hardware  store  for 
Cuder's  troops.  Before,  the  SEC  had  to  show  that  accountants  or 
executives  were  "substantially  unfit"  to  bar  them  from  practic- 
ing or  serving  as  public-company  officers  or  directors.  Now  the 
hurdle  is  simply  "unfit."  In  2003  the  SEC  booted  170  execs, 
quadruple  the  38  it  barred  in  2000.  The  dishonor  roll  includes 
former  Xerox  CFO  Barry  D.  Romeril  and  ex-Tyco  International 
Director  Frank  E.  Walsh  Jr.— both  banned  for  life. 

The  law  indirectiy  boosted  the  SEC's  leverage  over  defen- 
dants by  encouraging  the  U.S.  Sentencing  Commission  to  over- 
haul guidelines  for  prison  terms  for  criminal  securities  fraud. 
Now  defendants  can  get  20  years  instead  of  10  for  willfully 
making  bogus  financial  disclosures.  Jaws  dropped  in  legal  cir- 
cles in  January  when  Jamie  Olis,  a  former  Dynegy  Inc.  execu- 
tive, was  sentenced  to  more  than  24  years  in  prison  for  his  role 
in  a  scheme  to  conceal  a  $300  million  loan  from  investors.  Says 
Helen  R.  Friedli,  a  partner  at  McDermott  Will  &  Emery:  "The 
Olis  case  made  people  look  carefully  at  the  potential  benefits  of 
early  cooperation  and  resolution"  with  the  SEC. 
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In  some  areas,  the  agency  may  have  overreacl  Is 
Consider  its  new  authority  to  go  to  court  to  halt '  It 
traordinary"  payouts  to  departing  executives  while  1 1 
investigating  possible  fraud.  The  SEC  has  used  its  r  t'< 
powers  to  freeze  payments  totaling  more  than  $:J| 
million,  including  a  $23  million  check  to  former  Vivendi  Unir  1 1 
sal  CEO  Jean-Marie  Messier.  But  on  May  12,  the  Ninth  Cir*.  ft 
Court  of  Appeals  in  San  Francisco  said  the  SEC  went  too  far  w)  p 
it  froze  $38  million  in  severance  to  two  former  Gemstar-TV  Gu 
International  Inc.  executives  in  May,  2003.  The  court  said 
amounts  were  not  "extraordinary."  The  SEC  has  appealed. 

POLICY-SETTING  In  his  zeal  to  clean  up  the  markets,  Cutle 
stretching  the  SEC's  jurisdiction  and  using  case  law  to  set  r 
rules  for  the  financial  industry.  Last  November,  Morgan  Star 
shocked  Wall  Street  when  it  agreed  to  pay  $50  million  to  se 
SEC  allegations  that  it  had  failed  to  disclose  payments  frorr 
mutual-fund  companies  for  selling  their  funds.  SEC  poll 
makers  had  debated  for  years  whether  and  how  to  require  b 
kerage  firms  to  disclose  such  revenue-sharing.  With  the  M 
gan  Stanley  charges,  Cutler  sliced  that  Gordian  knot,  e 
though  top  SEC  lawyers  say  the  legal  precedents  were  not 
their  side. 

Some  fund  lawyers  are  crying  foul.  "The  [SEC]  went  too  f; 
says  Richard  M.  Philhps  of  the  San  Francisco  office  of  Ki 
patrick  &  Lockhart  LLP.  Still,  the  settlement  kicked  the  SE 
Investment  Management  Div.  into  high  gear:  Four  months 
er  it  proposed  banning  another  unsavory  practice  highligh 
in  the  case,  whereby  mutual  funds  funnel  stock  trades  to  b 
kers  who  sell  their  products. 

PREEMPTIVE  STRIKES  As  the  post-Enron  cleanup  wii 
down,  Cutler  is  taking  up  Donaldson's  campaign  to  del 


■uses  before  they  explode  into  scandals, 
e's  recruiting  specialists  in  trading, 
nd  management,  and  accounting.  "I 
int  them  to  know  what's  in  the  popu- 
r  press,  academic  literature,  the  indus- 
f  buzz,  and  elsewhere  in  the  [SEC] 
lilding,"  says  Cutler.  Enforcement  is 
so  launching  industrywide  probes  to 
e  if  questionable  practices  by  some 
mpanies  are  part  of  a  broader  prob- 
n.  Among  the  SEC's  current  investiga- 
>ns  are  those  into  cable  companies' 
>ssible  manipulation  of  their 
bscriber  numbers,  into  pension  con- 
ltants'  hidden  deals  with  fund  man- 
ors, and  into  food  companies'  ac- 
unting  for  vendor  rebates.  Says 
ider's  mentor  Levine:  "They're  com- 
itted  to  being  out  in  front  of  problems 
ther  than  being  reactive." 
However  much  Cuder  does,  there  are 
ose  who  argue  it's  still  not  enough, 
nes  should  be  higher,  says  Donald  C. 
ingevoort,  a  Georgetown  University 
iv  professor.  And  in  egregious  cases,  he 
Ids,  the  SEC  should  force  defendants  to 
ncede  guilt— which  would  make  it 
sier  for  investors  and  others  to  sue. 
Tie  chances  of  getting  caught  are  so 
w  that  for  many  it's  still  worth  the 
:k,"  says  Langevoort. 
But  the  greater  danger  to  Cuder's  cru- 
de may  be  that  many  Wall  Streeters 
ink  the  opposite.  And  they're  looking 
r  a  chance  to  blunt  his  efforts  by  press- 
g  the  SEC's  congressional  paymasters 

rein  the  agency  in.  Undoubtedly, 
me  finance  execs  are  holding  their 
eath,  waiting  for  the  storm  of  scandal 

pass  and  support  for  tough  enforce- 
ent  to  wane. 

They  could  have  a  long  wait.  Cuder 
l't  just  changing  the  way  corporations 
id  financial  institutions  treat  investors 
id  clients.  He's  also  transforming  en- 
rcement  culture  at  the  SEC.  He's  hon- 
g  a  team  of  top  lawyers,  including  Paul 
i  Berger  and  Thomas  C.  Newkirk,  who 
e  experts  in  financial  fraud.  They  are 
ring  hundreds  of  lawyers  and  ac- 
iuntants  and  instilling  a  new  ethos: 
in't  just  probe  whether  an  arcane  se- 
rities  law  has  been  broken— ask 
lether  companies  have  met  their  bur- 
n  of  honesty  and  transparency. 
The  game  is  no  longer  "catch  me  if  you 
n."  With  higher  standards  for  corporate 
mpliance  and  the  housecleaning  Wall 
reet  is  being  forced  to  undertake,  if  s 
sre  like  "catch  it  yourself— or  else."  The 
C  may  not  be  able  to  prevent  new  out- 
rsts  of  greed  and  deceit  across  Corpo- 
:e  America.  But  it  will  be  on  guard  as 
ver  before.  ■ 


"I  need  a  field-proven 
IP  telephony  solution 

that  can  grow 
with  my  business." 


Give  3Com®  a 
seat  at  the  table. 


IP  telephony  is  a  long-term  investment.  So  you  need  a  system  that 
can  meet  your  long-term  needs. 

(T^gm*^^        3Com  IP  Telephony  Systems  scale  from  5  to  50,000 

HflDnl  ers  to  support  your  business  growth — whether  you 

V    B+f9    I        QTOW  into  a  larger  single  site  or  multi-site  < 

■B^^J        With  3Com,  teleworkers  and  remote  offices 
^^^^^^^  e  the  same  productivity  enhancements  as  y 

onal  headquarters — and  you  can  have  the  same  central 
management  and  affordar, 

ig  at  IP  telephony,  look  at  the  provider  that  can  gro. 
way  you  do.  Give  3Com  a  seat  at  the  table,  and  get  the  true  scalability 
i  need. 


Find  out  more  about  3Com's  IP  Telephony  Solutions  by  visiting  us  at 
Visit  www.3com.com/IPtelephony17.  Or  call  us  at  866-IPT-3COM. 


3Com 
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Snorts  Biz  Golf 


COMMENTARY 


BY  MARK  HYMAN 


Let's  All  Play  Golf-Just  Not  Here 

New  USGA  Prez  Fred  Ridley  is  a  member  of  not  one  but  two  male-only  clubs 


WHO  GETS  THE  best  park- 
ing space  at  the  2004  U.S. 
Open  at  Shinnecock  Hills 
on  Long  Island?  Not  Mas- 
ters champ  Phil  Mickel- 
son.  Not  even  Tiger  Woods.  That  perk  be- 
longs to  Fred  S.  Ridley,  new  head  of  the 
U.S.  Golf  Assn.,  which  stages  golfs  most 
prestigious  championship.  Ridley,  a  Tam- 
pa real  estate  lawyer  and  former  U.S. 

Amateur  winner,  was  appointed  to  the  two-year  volunteer  post 
in  February.  The  June  10-13  Open  is  his  public  debut  as  USGA 
president.  Whether  that  tenure  will  be  marred  by  a  public-rela- 
tions black  eye  depends  on  how  Ridley  handles  a  small  problem 
that  could  become  a  big  one. 

Ridley  still  plays  golf  superbly— he  carries  a  one  handicap- 
so  it's  not  surprising  that  he  would  be  drawn  to  superb  golf 
courses.  He's  a  member  of  two  of  the  best,  Augusta  National 
in  Georgia  and  Pine  Valley,  hidden  away  in  the  Pine  Barrens  of 
New  Jersey.  Both  clubs  choose  their  members  as  carefully  as 
Donald  Trump  picks  an  apprentice.  Neither  club  has  a  woman 
member.  Pine  Valley's  course  is  off-limits  to  female  players. 

Ridley's  memberships  weren't  anyone's  business  while  he 
was  closing  deals  for  his  Florida  clients.  But  the  rules  of 
the  game  changed  when  he  assumed  his  high-profile  post. 
Now,  Ridley  has  to  answer  to  millions  of  golfers.  He  says  he 
has  no  plans  to  relinquish  his  membership  in  either  club.  "I 
do  not  connect  my  official  role  at  the  USGA  with  where  I  play 
golf,"  says  Ridley,  who  won  the  U.S.  Amateur 
in  1975. 

To  critics,  that  stance  seems  as  dated  as 
plus-fours  and  hickory-shafted  clubs.  "For 
the  top  guy  at  the  USGA  to  belong  to  these 
clubs  with  their  policy  toward  women,  it's  not 
an  honorable  thing,"  says  Jane  Blalock,  a  star 
on  the  Ladies  Professional  Golf  Assn.  Tour 
in  the  1970s  and  '80s.  Adds  Athena 
Yiamouyiannis,  executive  director  of  the  Na- 
tional Association  for  Girls  &  Women  in 
Sport,  in  Reston,  Va.:  "It  gives  the  impression 
that  the  USGA  is  a  good  of  boy  system.  It  pro- 
motes the  idea  of  exclusion." 

Hobnobbing  at  golf  clubs  that  bar  women 
creates  a  perception  problem  for  the  USGA 
Foundation,  which  last  year  donated  more 
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$5.7 

Million 


Total  amount  the  USGA 
Foundation  donated  last  year 
to  programs  aimed  at 
making  golf  "more  affordable 
and  accessible,"  such  as 
Chicago's  Girls  in  the  Game 


than  $5.7  million  to  char 
ties  dedicated  to  makir 
golf  "more  affordable  ar 
accessible."  Among  th 
year's  grants:  $8,000 
Chicago -based  Girls  in  ti 
Game  to  help  200  innt 
city  players  learn  the  b 
sics.  Ladies,  just  dor 
grow  up  hoping  to  tee  i 
at  Pine  Valley.  ^ 

"He's  making  a  mocke  £ 
of  [the  foundation's]  wri  h 
ten  policies.  If  s  impossib  B 
to  reconcile,"  says  Marti:  as 
Burk,  chair  of  the  Nation  m 
Council  of  Women's  Org  £ 
nizations,  who  has  unsu  c 
cessfully  pressured  Augusta  to  admit  women  members. 

Long  before  Ridley,  golf  had  a  sorry  record  of  elitism  and  e  B 
elusion.  But  now  all  of  golf  s  major  organizations— the  PGA  ai  b 
LPGA  Tours,  the  PGA  of  America,  and  the  USGA— have  wis  lei 
up.  They  insist  that  clubs  hosting  their  events  not  discrimina  n 
on  the  basis  of  race,  sex,  or  religion.  (Augusta  National,  whi  : 
hosts  the  Masters,  isn't  an  official  PGA  Tour  event). 

Ridley's  USGA  follows  these  high-minded  principles  id 
scrupulously  as  any.  So  do  some  of  its  senior  officials.  Dav  k 
Fay,  the  organization's  executive  director,  resigned  from  Pi  I 
Valley  back  in  2000.  Asked  about  it  at  the  time,  Fay,  wi  . 
declined  to  be  interviewed  by  BusinessWeek,  said  he  could?  < 
justify  the  club's  all-male  membership  policy  to  his  t\  g 
daughters.  ■ 

Ridley's  three  golfing  daughters  ha 
barely  raised  an  eyebrow,  he  says:  "It's  i 
a  negative  issue  in  our  family."  Ma> 
Ridley  takes  solace  in  that— and  in  the  fi 
that  USGA  members  have  yet  to  ma 
noise.  During  Ridley's  first  four  months 
president,  only  18  of  700,000  membt 
have  contacted  the  USGA  to  complain,  i 
cording  to  a  spokesman. 

Ridley  can  wait  until  more  hackers  jc 
the  trickle  of  lady  pros  and  equal-rigl 
activists  calling  for  him  to  cut  ties  with  t 
male-only  clubs.  Or  he  can  act  now  a 
spare  the  USGA  a  gender  firestorm 
doesn't  need.  It's  a  tough  choice,  but  i 
that  tough.  Just  think  of  all  the  mor 
he'll  be  saving  on  dues.  ■ 
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Marketing  Casinos 


Rebuilding  the 
Roman  Empire 

]an  a  massive  makeover  return 
]aesars  to  its  old  Vegas  glory? 


OLD  LAS  VEGAS  CASINOS 
usually  die  slow  deaths. 
First  comes  Wayne 
Newton,  then  the  wreck- 
ing ball.  That  seemed  to 
be  happening  at  Caesars 
Palace,  which  had  been 
e  grandest  hotel  on  the  Strip  when  it 
>ened  in  August,  1966,  at  a  cost  of  $25 
illion,  financed  largely  by  Teamsters' 
:nsion  money.  The  casino's  legendary 
eator,  Jay  Sarno,  insisted  that  the  apos- 
Dphe  be  left  out  of  the  name  to  convey  to 
tests  that  anyone  could  be  a  Caesar.  In 
;  heyday,  Frank  Sinatra  was  the  head- 
ier, the  waitresses  wore  skimpy  togas 
ley  still  do),  and  Evel  Knievel  nearly 
lied  himself  trying  to  jump  over  its  fa- 
ous  fountains.  But  the  shine  started  to 
m  in  the  mid-'90s,  as  one  owner  after 
other  failed  to  keep  up  appearances 
id  flashier  places  such  as  the  swanky 
tllagio  moved  into  town. 
Now,  after  years  of  decline,  a  new  boss 

DONISM  *s  ^"S  t0   recreate 

is  play  up  Caesars'  glory  with- 

6  old  image  what   else?-cheeky 

■  advertising    and    an 


orgy  of  new  construction. 
And  he's  hoping  those  ef- 
forts will  boost  the  for- 
tunes of  Caesars  Enter- 
tainment Inc.,  the  parent 
company,  and  give  it  a 
fighting  chance  against 
more  focused  rivals  such 
as  Harrah's  Entertain- 
ment Inc.  and  what  could 
be  the  biggest  operation  in 
Vegas:  the  proposed  com- 
bination of  MGM  Mirage 
and  Mandalay  Resort  Group.  "An  icon 
like  Caesars  is  not  something  I  want  to 
disappear,"  says  Wallace  R.  Barr,  the 
longtime  casino  executive  who  took  over 
Caesars  Entertainment  last  year.  Created 
in  1998  when  Hilton  Hotels  Corp.  spun 
off  its  casinos,  Caesars  Entertainment  is  a 
disparate,  some  might  say  disorganized, 
collection  of  29  hotels  and  casinos  oper- 
ating under  six  different  names  on  four 
continents.  It  earned  $150  million  last 
year  on  sales  of  $4.5  billion,  a  7%  decline 
in  profits  from  the  year  before  and  way 
less  than  its  main  competitors. 

Barr  has  kicked  up  the  marketing  with 


1111.* 


M   *   • 


KP^h'l 


•5  tt  -*•-*- 


Caesars  Rejuvenation 


New  CEO 
Wallace 
Barr  is 
revitalizing 
the  Caesars 
brand 
through ... 


MARKETING  A  cheeky  new  ad  campaign  plays  upon 
people's  images  of  Las  Vegas  decadence.  In  one 
magazine  ad  a  confident-looking  older  man  at  a 
card  table  gets  the  eye  from  a  busty  young  blonde  in  a 
red  dress.  The  caption  reads:  "Invest  where  you  get  the 
most  interest^ 

CAPITAL  INVESTMENT  Spending  some  $480  million" 
on  new  facilities,  including  the  Colosseum  space  where 
Celine  Dion  sings  200  nights  a  year,  a  "Roman  Plaza"  due 
in  July,  and  a  hotel  tower  to  open  next  year. 

EXPANSION  Barr  hopes  to  put  the  Caesars  name  on 
new  properties  in  California  and  Minnesota. 


a  campaign  that  plays  on  Vegas'  recent  re- 
discovery of  its  hedonistic  past.  So  much 
for  the  Strip's  attempt  to  go  wholesome. 
Kiddie  rides  are  out  these  days;  topless 
revues  are  back.  To  get  the  right  tone  for 
the  Caesars  ads,  Barr  hired  R&R  Partners 
Inc.,  the  local  ad  shop  that  has  generated 
national  attention  with  its  "What  hap- 
pens here,  stays  here,"  campaign  for  the 
Las  Vegas  Convention  &  Visitors  Author- 
ity. One  magazine  ad  for  Caesars  features 
a  tousled,  unshaven  man  being  fed  an 
olive  by  a  woman  at  2:13  a.m.  The  copy 
reads:  "Ah.  Nothing  starts  the  day  like  a 
good  breakfast."  For  this,  Barr  makes  no 
apologies.  "That's  what 
Las  Vegas  is  all  about," 
he  says. 

Barr  is  backing  up  his 
ads  with  serious  capital 
investment.  A  new  $95 
million  Colosseum  that 
features  long-running 
shows  by  Celine  Dion 
and  Elton  John  opened 
last  year.  In  July,  a  $21 
million  "Roman  Plaza," 
including  an  amphithe- 
ater, will  be  unveiled. 
And  Barr  is  spending 
$289  million  on  a  hotel 
tower  and  $76  million 
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for  additional  meeting  space  that 
should  be  ready  next  year. 

Customers  luce  what  they  see.  "We've 
been  everywhere,"  says  Michael 
Daniele,  a  49-year-old  lawyer  from  San 
Diego,  enjoying  a  cigar  and  a  bottle  of 
champagne  with  his  wife  and  friends  at 
Caesars  Palace's  Seahorse  Lounge  on  a 
recent  Friday  afternoon.  "It's  classy 
without  taking  itself  too  seriously.'' 

'A  HODGEPODGE' 

THE  CHANGES  SEEM  to  be  working  fi- 
nancially as  well.  Although  Caesars 
doesn't  get  a  cut  of  ticket  sales  from  Ce- 
line Dion's  shows— those  go  to  the  pro- 
moter—Barr  says  the  casino  does  more 
business,  some  $170,000  more,  on  the 
200  nights  a  year  she  performs.  The  av- 
erage room  rate  was  up  65%,  to  $348  per 
night,  in  the  second  quarter,  according  to 
the  brokerage  firm  Fulcrum  Global  Part- 
ners. That  rate  of  increase  bested  the 
Strip's  other  high-end  properties.  And  in 
April,  Caesars  Palace  reported  its  most 
profitable  quarter  ever,  with  revenue  ris- 
ing 41%,  to  $172  million,  and  cash  flow 
increasing  74%,  to  $47  million. 

Still,  Barr  has  a  ways  to  go.  Return  on 
investment  is  low,  just  6%,  compared 
with  an  average  of  13%  for  other  prop- 
erties on  the  Strip,  according  to  UBS 
Warburg's  Robin  M.  Farley.  And  some 
investors  don't  believe  Caesars  Enter- 
tainment knows  quite  what  to  do  with 
all  those  other  casinos  and  hotels.  "I 
talked  myself  out  of  buying  it,"  says  San 
Francisco  money  manager  Frank  Husic. 
"It's  still  a  hodgepodge  of  assets." 

Barr  is  hoping  to  ease  those  worries 
by  differentiating  the  casinos  with 
sharply  defined  marketing  and  attrac- 
tions. Caesars  Palace  is  trying  to  lure 
high  rollers  with  higher  betting  limits. 
Television  ads  for  the  Paris  in  Las  Vegas 
sell  it  as  a  romantic  getaway,  while  the 
Flamingo,  across  the  street  from  Cae- 
sars, is  party  central.  In  December  it 
opened  a  branch  of  singer  Jimmy  Buf- 
fett's  Margaritaville  restaurant  chain, 
where— several  times  a  night— a  comely 
waitress  is  shot  out  of  a  volcano  into  a 
giant  margarita  glass. 

The  casinos  in  Las  Vegas  are  just  part 
of  Barr's  revitalization.  He  has  signed  a 
deal  with  Gordon  Group  Holdings  to 
build  a  $145  million  maU  on  a  pier  his 
company  owns  across  from  the  Caesars 
in  Atlantic  City.  And  he  is  looking  to 
manage  new  casinos  in  California  and 
Minnesota,  which  would  get  the  Caesars 
name.  Maybe  not  everything  that  hap- 
pens in  Las  Vegas  has  to  stay  there.  ■ 

-By  Christopher  Palmeri  in  Las  Vegas 
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COMMENTARY 


BY  ALEXANDRA  STARR 


Desperately  Seeking 
Single  Women  Voters 

Democrats  are  scrambling  to  mold  a  potent  new  bloc 


FIRST  THERE  WERE  THE  soccer  moms  wh 
gave  Bill  Clinton  a  boost  in  1996.  Then  cam 
the  security  moms  who  turned  out  for  the  G< 
in  2002.  This  year  the  most  desperately  sough 
female  voters  don't  have  a  catchy  tide,  bu 
some  Democrats  are  convinced  that  they  could  hel 
swing  the  election.  They're  America's  46  million  unmai 
ried  women-a  group  that  ranges  from  never-married 
just  out  of  college  to  single  mothers,  middle-age 


divorcees,  and  widows.  Despite  their  dif- 
ferences, these  women  have  two  things 
in  common:  deep  economic  insecurity 
and  a  tendency  to  turn  out  for  Democrats 
when  they  vote— by  a  30-percentage- 
point  margin  in  some  polls. 

The  prospect  of  shaping  Sideline  Sin- 
gles into  a  voting  bloc  has  liberal  activist 
groups  in  a  lather.  After  all,  says  Demo- 
cratic pollster  Anna  Greenberg  of  Green- 
berg  Quinlan  Rosner  Research,  if  un- 
married women  had  voted  in  the  same 
proportions  as  their  wedded  sisters  in 
2000,  some  6  million  more  voters  would 
have  gone  to  the  polls— and  most  would 
have  punched  the  chad  for  Al  Gore.  So 
organizations  ranging  from  NARAL  Pro- 
Choice  America  to  the  Committee  to  Re- 
Defeat  the  President  are 
burning  up  the  phone  lines 
to  tap  a  potential  mother 
lode  of  support. 

But  turning  apathetic  un- 
marrieds  into  this  year's  po- 
btical  It  Girls  will  involve 
one  extreme  makeover.  Sin- 
gle women  tend  to  be  poor- 
er, are  more  likely  to  be 
members  of  a  minority,  and 
juggle  complicated  work 
and  family  schedules— all  of 
which  makes  it  hard  to  get 
them  to  the  polls.  And  poli- 


tics isn't  a  big  factor  in  their  lives.  Parti 
ipants  in  Greenberg's  focus  groups  sa 
they  have  little  time  to  read  up  on  cane 
dates  and  issues  and  don't  think  poli 
cians  are  likely  to  improve  their  circui 
stances.  "Most  of  these  women  have?^ 
really  fared  better  under  one  party  th 
the  other,"  says  Susan  A.  MacManus 
political  scientist  at  the  University 
South  Florida  in  Tampa. 


i 
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68 

The  percentage 
of  married 
women  voters 
who  turned  out 
in  2000 


Careful  Kerry 

STILL,  THE  PRESUMPTIVE  Democra 
nominee,  John  Kerry,  is  pushing  polici^ 
that  could  strike  a  chord.  He  backs  an  i 
crease  in  the  minimum  wage  and  « ^ 
panded  health  coverage  for  the  unify 
sured.  A  strong  backer  6 
abortion  rights,  the  senai  me 
is  also  emphasizing  the  L  '  < 
portance  of  pay  equity.  ^ 
But  Kerry's  policies  set  & 
crafted  more  for  the  mid<  k 
class  than  for  unmarri  ft 
women,  29%  of  whom  es  j- 
less  than  $15,000  a  year, ;  fe 
cording  to  Greenberg.  Ke  & 
has  yet  to  talk  about  requ  ^ 
ing  companies  to  prov  £ 
paid  family  leave.  And  c  > 
proposal  from  the  disbai  i- 
ed  campaign  of  former  G  $ 
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Women's  Voices, 
Women  Vote  ads 


il  Wesley  K.  Clark— expanding  tax 
:dits  for  working  poor  families— could 
ike  a  significant  impact  on  the  income 
single  mothers.  But  it's  absent  from 
ay's  legislative  wish  list. 
Still,  it's  probably  good  politics  not  to 
Lft  a  platform  around  economically  inse- 
re  voters.  Mindful  of 
Diding  the  Massachusetts 
;-and-spend  liberal  label, 
nator  Kerry  has  shied 
ay  from  promoting  more 
pensive  social  programs, 
'you  really  spoke  to  the  is- 
:s  of  poor  mothers,  you'd 
Tie  across  as  crazy  liber- 
"  says  Jennifer  E.  Duffy, 
inaging  editor  of  The 
ok  Political  Report,  a  non- 
rtisan  newsletter. 
The  Bush  campaign,  for 
ample,  is  concentrating 
imen  voters,  68%  of  whom  went  to  the 
lis  in  2000.  It  is  running  Internet  ads 
ituring  First  Lady  Laura  Bush  on  the 
;b  sites  of  Ladies'  Home  Journal  and 
mily  Circle.  The  target  audience:  mar- 
d  women  with  children  who  are  con- 
Tied  about  their  family's  safety.  As  Rep- 


Single 

women  tend 
to  be  poorer 
—and  harder 
to  get  to 
the  polls 


on  married 


resentative  Kay  Granger 
(R-Tex.)  put  it  at  the  un- 
veiling of  the  "W  stands 
for  Women"  initiative  this 
May:  "Today  we  don't  have  soccer  moms 
that  stand  on  the  sidelines,  we  have  secu- 
rity moms."  Counters  a  Kerry  strategist: 
"There's  a  great  concern  among  women 
about  what  Iraq  is  costing  us  at  home. 
They  want  a  plan  to  get  out,  and  they 
don't  have  a  lot  of  confidence  that  the  per- 
son who  can  do  that  is  George  Bush." 

Critical  Mass 

THE  BIGGEST  PUSH  to  energize  single 
women  is  coming  from  activist  groups 
outside  the  Kerry  campaign.  The  two- 
year-old  nonprofit  Women's  Voices, 
Women  Vote  has  spearheaded  the  effort, 
compiling  the  names  of  some  24  million 
single,  voting-age  women  in  12  states. 
The  organization  is  officially  nonpartisan 
but  is  partially  financed  by  MoveOn.org 
and  the  Heinz  Family  Foundation,  and 
the  groups  tapping  into  its  data  bank  are 
unmistakably  rooting  for  the  Democrats. 
The  Committee  to  ReDefeat  the  Presi- 
dent, for  example,  is  calling  unregistered 
women  aged  18  to  45  in  the  swing  states  of 
Oregon  and  Pennsylvania  with  the  goal  of 
registering  1  million  new  voters  by  No- 
vember. NARAL  Pro-Choice  America  is  tar- 
geting women  age  18  to  39,  who  tend  to  be 
particularly  receptive  to  appeals  about  re- 
productive choice.  And  the  National  Orga- 
nization for  Women  has  launched  the  RE- 
NEW project— Register  and  Empower 
New  Women— with  an  emphasis  on  get- 
ting single  women  in  swing  states  like 
Florida  to  the  polls  this  fall.  "One  of  the 
reasons  we  keep  hearing  for  not  voting  is 
'politicians  don't  listen  to 
people  like  me,'"  says  NOW 
President  Kim  Gandy.  "But  if 
we  get  enough  of  this  demo- 
graphic to  vote,  politicians 
will  have  to  listen.  It's  about 
achieving  critical  mass." 

Can  an  appeal  to  solidar- 
ity break  the  cycle  of  apa- 
thy? It's  not  hard  to  find 
skeptics.  "Getting  people  to 
register  is  the  easy  part," 
says  MacManus.  "Getting 
them  to  vote  is  harder,  par- 
ticularly when  you're  talking  about 
women  with  children  who  are  very 
pressed  for  time.  They  really  need  a  moti- 
vating factor."  But  if  there  ever  was  a  time 
when  small  changes  in  large  blocs  could 
make  a  difference,  2004's  neck-and-neck 
campaign  is  it.  ■ 

-By  Alexandra  Starr  in  Washington 
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COMPANIES  THAT 
THOUGHT  THEY 
COULDN'T  AFFORD  SAP 
RUN  SAP 


"lou  don't  have  co  be  big  to  think  big.  Or  to  run  SAP1  With  a  variety  of  solutions  for  small  and  midsize  businesses, 
SAP  is  an  affordable  choice  for  growing  companies.  Working  with  partners  experienced  in  your  industry,  SAP  can 
deliver  scalable  solutions  to  make  your  business  run  more  efficiently.  And  do  it  faster  than  you  ever  thought 
possible.  Visit  sap.com/value  or  call  800  880  1727  to  see  big  ideas  for  your  company. 
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III   INFORMATION   SECURITY: 


[t  was  labeled  The  Year  of  the  Worm 
and  "the  worst  year  ever"  by  more  than 
one  security  expert.  Starting  with  the 
sstructive  Slammer  worm,  2003  reached 
5  peak  with  Sobig,  which  circulated  300 
illion  infected  e-mail  messages.  Then  in 
nuary,  2004,  the  Internet  was  hit  with 
lyDoom,  the  fastest-spreading  worm  in 
story.  Today,  the  number  of  known  virus- 
;  exceeds  70,000. 

ut  the  most  telling  number?  $1  million, 
hat's  the  average  cost  of  a  Slammer-type 
rus  to  a  large  business,  according  to 
search  firm  TruSecure.  And  that's  just  for 
eanup  and  restoration;  it  doesn't  include 
>st  productivity  and  opportunity  cost. 

i  an  era  of  Orange  Alerts  and  Sarbanes- 
'xley,  security  has  never  been  more  front- 
f-mind.  From  viruses  to  identity  theft  to 
tiysical  break-ins,  security  threats  are  varied 
id  constant  -  and  a  major  business  issue, 
hat's  why  security  is  garnering  the  attention 
f  business  executives. 


"There's  no  need  for  business  executives  to 
focus  on  security  at  the  technical  level,"  says 
Robert  Richardson,  editorial  director  of  the 
Computer  Security  Institute  (CSI).  "But  they 
do  need  to  understand  the  larger  security 
issues  that  affect  the  business.  Executives 
need  to  mandate  the  policies  that  result  in 
secure  operations." 

Assess,  Assess 

What's  the  solution?  It  starts  with  a 
thorough  assessment  -  of  your  vul- 
nerabilities, the  likelihood  of  a  security  inci- 
dent and,  most  important,  the  effect  such  a 
breach  could  have  on  your  business.  Also 
assess  how  you  classify  and  manage  data, 
how  you  determine  what's  confidential, 
who's  responsible  for  confidential  data,  and 
who's  allowed  to  access  that  data.  "There 
are  probably  250  to  300  aspects  of  security 
that  need  to  be  assessed,"  Richardson  says. 
"That's  why  security  is  so  difficult." 

It's  also  why  many  experts  advise  organiza- 
tions to  seek  external  help  with  security 


You  Are  Responsible 

HOW  MUCH  ARE  SECURITY  VIOLA- 
TIONS COSTING  YOUR  COMPANY? 
HOW  MANY  CUSTOMERS  ARE  YOU 
LOSING  BECAUSE  OF  PRIVACY  CON- 
CERNS? SECURITY  ISSUES  CAN  NO 
LONGER  BE  RELEGATED  TO  THE  IT 
DEPARTMENT.  IT'S  TIME  FOR  BUSI- 
NESS EXECUTIVES  TO  FOCUS  ON 
INFORMATION  SECURITY. 


assessment.  "Larger  companies  might  want 
to  handle  assessments  internally,"  says 
Sachar  Paulus,  chief  security  officer  of  SAP, 
a  global  provider  of  enterprise  software  and 
services.  "But  midsize  companies,  which 
have  smaller  security  budgets  and  often  less 
internal  resources  or  expertise,  should  con- 
sider external  help." 

The  next  step  is  to  prioritize  vulnerabilities 
according  to  their  impact  on  your  business. 
For  example,  if  a  product  line  is  a  major  con- 
tributor to  your  revenues,  then  address 
weaknesses  that  affect  that  product  line  first. 

"Believe  it  or  not,  [prioritization  is]  a 
weak  part  in  many  companies'  approach  to 
security,"  Pescatore  says.  "That's  because 
the  IT  department  knows  which  machine 
is  Windows  and  which  is  UNIX,  but  it 
doesn't  know  which  machine  is  important 
to  the  business." 

Knowing  what's  important  to  the  business 
is  key,  because  few  organizations  can  afford 
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to  apply  the  same  high  level  of  security  to  all 
systems.  That's  a  primary  reason  manage- 
ment has  to  be  involved. 

The  Best  Policy 

Toward  that  end,  you  need  an  overar- 
ching policy  that  dictates  how  security 
supports  the  business.  "The  things  we  think 
about  when  we  think  about  security  -  pass- 
words and  firewalls  and  so  on  -  are  just  ways 
of  using  technology  to  carry  out  the  policy," 
Richardson  says. 

Security  policy  should  cover  high-level 
issues  such  as  the  value  of  your  infor- 
mation. It  should  also  address  specific 
questions  such  as  how  you  grant  access 
rights  to  employees,  how  you  ensure 
that  employees  haven't  exceeded  those 
rights  and  how  you  prevent  unautho- 
rized people  from  gaining  access.  And 
be  sure  to  include  procedures  for  testing 
and  remediation. 

Security  must  also  be  aligned  with  busi- 
ness goals.  "The  best  way  to  achieve  this 
is  through  an  independent  team  that 
coordinates  security  issues  and  reports 
directly  to  the  board,"  Paulus  says.  "The 
team  should  focus  on  security  policy  as 
well  as  central  security  reporting,  and  rep- 
resent the  security  needs  of  various  groups 
to  the  board." 

Finally,  security  policy  should  establish  a  set 
of  standards,  Pescatore  says,  "standards  for 
your  operating  environment,  standards 
for  how  you  connect  customer  systems  to 
your  systems,  standards  for  how  you  store 
customer  information,  and  so  on."  Once 
you  establish  those  standards,  you  can 
apply  them  consistendy  and  cost-effectively. 

Closing  the  Gap 

C  effectiveness  is  a  key  aspect  of  secu- 
rity. But  how  do  you  strike  a  balance 
between  ideal  security  and  the  reality  of 
tight  budgets? 


Some  organizations  are  considering  security 
insurance.  Such  insurance  can  cover  security 
breaches,  computer  theft,  infringement  of 
copyrights  and  privacy  violations.  But  secu- 
rity insurance  still  new.  "It  hasn't  yet 
become  a  standard  part  of  risk  manage- 
ment," Pescatore  notes.  "There  are  sce- 
narios where  insurance  can  limit  your  lia- 
bility, but  many  of  these  policies  are 
narrowly  defined." 

What's  more  common  is  to  seek  help  from 
a  security  consultant  -  even  outsourcing  the 
entire  security  function.  An  experienced 
managed  security  services  provider  has 
invested  in  the  training  and  technology  to 
keep  your  business  secure.  Just  as  important, 
it's  constandy  dealing  with  new  security  risks 
and  their  solutions. 

Ultimately,  such  security  services  should 
result  in  business  continuity  -  in  the  ability 
to  prevent  or  quickly  respond  to  security 
breaches  in  a  manner  that  has  minimal 
impact  on  your  business.  When  evaluating 
a  managed  security  services  vendor,  look  for 
investment  in  the  latest  technologies,  expe- 
rienced and  certified  personnel,  and  a  long 
track  record.  An  established  player,  such  as 
AT&T,  has  the  experience  and  infrastructure 
to  design,  deploy  and  manage  security  and 
business  continuity  solutions  to  meet  the 
most  mission-critical  requirements. 


The  Security  Mind-Set 

But  even  the  best  consultant  can't  soh 
all  your  security  issues.  Security  mu- 
become  part  of  your  corporate  culture.  T 
instill  a  security  mind-set,  invest  in  secur 
ty  training.  Ensure  that  IT  staff  are  up-t< 
speed  on  the  latest  threats.  Build  awarene 
training  into  employee  orientation,  an 
establish  penalties  for  violations  of  yoi 
security  policy. 

As  security  becomes  embedded  in  your  bu 
ness  operations,  it  will  become  less  a  fun 
tion  of  the  IT  department  and  more  a  foci 
of  the  executive  suite.  Aligned  with  yoi 
business  goals,  information  security  equip 
you  to  protect  existing  operations  -  an 
empowers  you  to  pursue  new  busine: 
opportunities. 
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The  Best  Defense 


Can  your  network  chase  off  hackers? 


Chances  are,  your  business  came  under 
attack  today.  A  recent  study  from  the 
Computer  Security  Institute  and  the  FBI 
found  that  92%  of  companies  surveyed 
detected  security  breaches  on  their 
network.  More  attacks  were 
launched  in  the  last  six  months 
than  in  the  previous  10  years. 

The  fact  is  that  each 

month,  hackers  are 

creating  200 

distinctly  new 

viruses  and 

worms  which 

have  evolved 

from  an  occasional  nuisance 

to  being  a  critical  concern  for 

companies  and  the  people 

they  serve. 

In  today's  networked  economy,  what 
was  once  just  the  ClO's  problem 
is  top  of  mind  for  everyone 
in  business.  The  reason: 
sophisticated  viruses  and 
worms,  ever  more  resistant  to 
anti-virus  software,  can  easily  assault  the 
network  through  unsecured  connections 
or  weakened  firewalls.  And  with  more  and 
more  users  now  able  to  access  the  network 
wirelessly,  your  network — and  all  the 
privileged  data  it  contains — is  more 
exposed  than  ever  to  outside  intruders. 


A  company  without  a  prevention  plan  is,  in 
essence,  putting  itself,  its  partners,  suppliers 
and  customers  at  risk. 

The  best  defense  companies  have  is 
to  take  the  fight  to  the  enemy  with 
advanced  networking  and  security 
solutions  that  can  assess  the 
risk,  as  well  as  detect, 
intercept  and 
block  attacks 
—  long  before 
they  have  a  chance  to  penetrate 
your  network — no  matter  where 
they're  brewing. 

True  security  comes  from  working  with 

technology  partners  that  do  more  than 

just  help  overcome  the  pain  when  an 

attack  is  launched.  A  real  security 

partner  can  work  with  you  well  ahead 

of  time  to  develop  a  blueprint  that 

can  anticipate  every  possibility 

and  prevent  the  next 

potentially  deadly  assault. 

The  best  defense  is  a  good 
offense.  To  keep  networks  safely  networking, 
visit  www.att.com/insights. 


AT&T 

The  world's  networking  company5" 

att.com/insights 


w 


rsonal  Business  Invest  in 


Letting 
Goof5 
Your  Big 
Winner 

You've  made  a  fortune  on  one  stock.  But  now  is  the 
best  time  in  decades  to  diversify,  by  annetergesen 


GREAT  FORTUNES  ARE  sometimes  built  on  the 
narrow  foundation  of  a  single  company's 
stock.  (Think  Microsoft).  Great  fortunes  are 
also  lost  that  way.  (Remember  Lucent  Tech- 
nologies?) With  the  brutal  bear  market  still 
fresh  in  their  minds,  wealthy  investors  with  a 
lot  riding  on  one  company's  fate  are  looking 
for  protection.  "They're  selling  or  hedging  their  exposure," 
says  Don  Weigandt,  a  wealth  adviser  at  JPMorgan  Private 
Bank  in  Los  Angeles.  SNow  is  a  good  time  to  take  action.  Why? 
The  top  federal  long-term  capital-gains  tax  rate,  which  gener- 
ally applies  to  sales  of  stock  held  for  more  than  a  year,  is  just 
15%,  down  from  20%  in  early  2003  and  28%  a  decade  ago. 
That  means  the  tax  bite  is  perhaps  the  lowest  it  will  be  in  our 
lifetime.  Here's  another  key  statistic:  The  average  large-cap 
stock  is  44%  more  volatile  than  it  was  a  decade  ago,  says 
Daniel  Loewy,  research  director  at  Bernstein  Wealth  Manage- 
ment Research.  So  the  risk  of  suffering  a  loss  on  a  single  stock 
position  is  greater  today  than  in  the  last  several  decades. 


Paring  or  selling  an  outsized  holding 
not  a  market-timing  decision.  Most  a 
visers  say  if  s  best  to  reinvest  the  procee* 
in  a  diversified  portfolio.  You  may  give  i 
the  potential  for  shoot-for-the-moc 
profits,  but  you'll  get  investing's  equiv 
lent  of  a  free  lunch— enhanced  rerun 
with  less  risk,  on  average.  How  so?  Sini 
1984,  stocks  in  the  Standard  &  Poor 
500-stock  index  with  an  average  level  \ 
volatility  have  returned  10.3%.  If  that  r< 
turn  reflects  what's  to  come,  two-thirds  \ 
the  time,  these  stocks  can  be  expected  i 
swing  between  a  46.3%  gain  and  a  25.7' 
loss.  In  contrast,  two-thirds  of  the  tim 
the  S&P  index  can  be  expected  to  swin 
between  a  31%  gain  and  a  5%  loss.  Wh 
the  lesser  spread?  Not  all  the  stocks  in  th 
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J  rise  and  fall  together,  so  the  gains  on 
ae  at  least  partly  offset  the  losses  on 
ers.  The  S&P's  history  of  fewer  and  less 
matic  losses  has  also  helped  it  earn  a 
her  average  annual  return  than  the  av- 
ge  single  stock  in  the  index— 13%,  vs. 
3%  since  1984,  according  to  Bernstein. 

FETY  COLLAR 

W  MUCH  SHOULD  you  sell?  Loewy 
ommends  unloading  as  much  as  it 
es  to  protect  your  goals,  such  as  guar- 
eeing  a  living  standard  or  assuring  a 
luest  to  heirs.  To  set  a  target,  the  firm 
is  an  analysis  that  quantifies  your 
inces  of  meeting  your  financial  goals 
h  various  amounts  of  the  concentrated 
ck  based  on  a  host  of  potential  out- 


comes for  the  market  and  your  stock.  A  fi- 
nancial adviser  can  run  the  numbers,  too. 

Your  time  horizon  is  another  consider- 
ation. The  longer  you  can  afford  to  invest 
the  proceeds  from  a  stock  sale  in  a  diver- 
sified portfolio  without  touching  it,  the 
more  of  your  stake  it  makes  sense  to  sell. 
If  the  last  20  years  is  any  guide,  a  diversi- 
fied portfolio  will  earn  more  than  the  av- 
erage stock,  and  that  will  help  recoup  the 
money  lost  to  capital-gains  taxes. 

If  an  immediate  sale  isn't  possible,  some 
alternatives  can  achieve  a  similar  result. 
One  is  a  collar.  This  involves  buying  a 
"put" — an  option  that  lets  you  sell  your 
shares  for  a  specific  price.  If  your  stock 
trades  at  $100  a  share,  for  example,  you 
might  buy  a  put  for  a  fraction  of  the  share 


price— say  $3— that  protects  you  by  guar- 
anteeing a  $90  sale  price  over  time  periods 
ranging  from  one  month  to  three  years. 

To  reduce  the  cost  of  the  put,  sell  a  "call" 
option,  advises  Michael  Carr,  head  of  equi- 
ty capital  markets  at  Citigroup  Private 
Bank  With  this  strategy,  another  investor 
pays  you  for  the  right  to  buy  your  stock  at  a 
predetermined  price— say,  $120.  Of  course, 
if  your  stock  rises  to  $125,  you'll  be  forced 
to  sell  at  $120.  But  you'll  still  capture  $20  of 
gain  above  today's  $100  price.  If  your  goal 
is  to  own  a  diversified  portfolio,  you  can 
buy  one  by  taking  out  a  loan  secured  by 
your  collared  stock's  value,  says  Weigandt. 

If  you've  got  stock  worth  $3  million  or 
more,  you  can  enter  a  contract  called  a 
prepaid  variable  forward  (PVF).  Here's 
how  it  might  work  for  a  $100  stock:  An 
investment  bank  pays  you  some  fraction 
of  your  stock's  current  value— say,  85%. 
(The  exact  amount  will  depend  on  factors 
including  the  contract's  length  and  the 
level  of  interest  rates.)  As  a  result,  you'd 
be  able  to  plow  that  $85  a  share  into  a  di- 
versified portfolio.  If  the  stock  falls,  the 
PVF  protects  you  since  you  get  to  keep  the 
$85.  If  it  rises,  you'll  get  the  $85  plus  a 
share  of  the  gains.  Typically,  the  higher 
your  stock's  volatility,  the  more  upside 
you'll  to  get  to  keep,  says  Weigandt. 

When  the  prepaid  expires— typically,  in 
two  to  five  years— you  can  deliver  your 
stock  to  the  bank,  triggering  a  sale  and  a 
tax  bill.  The  number  of  shares  you'll  owe 
depends  on  the  stock's  price  when  the 
contract  is  up.  Or  you  can  delay  the  day  of 
reckoning  with  Uncle  Sam  by  delivering 
the  cash  equivalent  and  keeping  your 
stock.  You  can  also  enter  into  a  new  pre- 
paid—but be  cautious  since  you'll  take 
another  discount  on  your  stock.  And,  as 
with  cash  settlement,  there  may  be  tax 
complications— so  consult  a  tax  adviser. 

Prepaids  are  often  used  to  defer  taxes. 
They  can  even  help  wipe  them  out.  For 
example,  if  a  stock  owner  dies  before  a 
contract  expires,  heirs  can  calculate  the 
taxable  gain  using  the  stock's  apprecia- 
tion since  the  owner's  death  instead  of  the 
gain  since  purchase. 

PVFs  work  best  when  a  stock  rises  over 
the  life  of  the  contract.  Why?  If  the  stock 
you  put  into  the  PVF  falls,  you're  guaran- 
teed $85.  But  since  you'll  have  to  pay  tax- 
es on  that  amount,  you'll  wind  up  with 
less— about  $72  if  you  owe  the  15%  capi- 
tal-gains rate  on  the  entire  amount.  Had 
you  sold  the  stock  at  $100,  you'd  be  better 
off  since  you'd  have  $85  after  taxes.  But  if 
the  stock  rises,  the  prepaid  contract  will 
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give  you  $85  plus  a  share  of  the  gains. 

Another  tax-friendly  way  to  diversify  is 
with  a  charitable  remainder  trust  (CRT). 
This  can  be  done  with  $100,000  and  up. 
Since  these  trusts  are  irrevocable,  they're 
only  appropriate  for  those  wishing  to 
leave  a  charitable  bequest. 

Here's  how  it  works:  Say  you  put  $1 
million  of  stock  into  a  CRT.  The  trustee 


can  in  turn  sell  the  stock  tax-free  and  in- 
vest the  proceeds  in  a  diversified  portfolio. 
You're  entitled  to  withdraw  a  set  amount 
of  money— typically,  at  least  5%  of  the 
trust's  value— each  year,  paying  capital 
gains  or  income  tax  depending  on  the 
source  of  the  money.  When  you  die, 
what's  left  goes  to  the  charity  you  name. 
One  of  the  benefits  is  that  when  you  es- 


tablish a  trust,  you  get  a  tax  deduction 
the  present  value  of  the  projected  char 
ble  gift.  You'll  get  to  deduct  at  least  109.  H" 
what  you  put  in,  says  Weigandt. 

Parting  with  a  long-held  stock  that « 
hanced  your  or  your  family's  wealth  is 
easy.  But  to  give  your  fortune  a  stronj  1 
foundation,  it's  important  to  take  the  \ 
tra  risk  out  of  a  single-stock  portfolio.  \ 


Is  Your 
House  Sick? 

Mold  expert  Jeffrey  May  talks  about  spotting 
a  problem  and  what  you  can  do  about  it 


YOU'VE  SEEN  THE  HEADLINES  about  dream  houses 
lost  to  toxic  mold,  and  your  insurance  provider 
has  already  eliminated  mold  coverage  from 
your  homeowners'  policy.  Senior  Correspon- 
dent Larry  Armstrong  spoke  with  JEFFREY  C.  MAY, 
an  air-quality  expert  and  co-author  of  My  House 
is  Killing  Me!  and  The  Mold  Survival  Guide 
Hopkins  University  Press),  about  what  homeowners 
look  out  for  and  what  to  do  if  you  suspect  trouble. 


(Johns 
need  to 


What  are  the  warning  signs? 

If  you  ever  smell  a  musty  smell,  or  if  peo- 
ple tell  you  your  clothing  smells  musty,  or 
if  you're  sick  and  it's  worse  when  you're  at 
home,  then  you  have  a  problem.  Chronic 
coughs,  asthma,  and  sinus  infections  are 
often  caused  by  mold.  I  became  asthmat- 
ic from  two  things:  a  portable  air  condi- 
tioner in  my  home  office  that  was  black 
with  mold  inside,  and  a  moldy  onion  in 
my  refrigerator  drip  tray. 

Where  is  mold  most  likely  to  grow? 

If  you  have  central  air  conditioning, 
you're  more  likely  to  have  a  sick  house. 
Then  come  furnaces,  because  you  have 
ductwork  that  often  goes  through  cold, 
damp  spaces.  Moisture  condenses  inside, 
and  the  ducts  get  moldy.  And  both  have 
blowers  that  blow  the  allergens  around. 


What  about  basements? 

Over  90%  of  carpets  in  basements  have 
mold  or  some  other  contamination- 
bacteria  or  yeasts  or  other  organisms 
like  mites.  Not  everybody  is  affected  by 
it,  and  for  the  three-quarters  of  the 
people  who  don't  have  allergies,  it's  not 
a  problem.  But  if  you  do,  it  can  make 
you  sick. 

Can  you  prevent  the  problem? 

Make  sure  there  are  no  leaks  or  any  kind 
of  water  intrusion  from  gutters  or  roofs. 
And  keep  the  relative  humidity  less  than 
50%  in  basements.  Go  out  and  buy  a  dig- 
ital hygrometer— a  good  one  costs  $30 
or  $40.  If  the  relative  humidity  gets  up  to 
70%  or  80%,  you're  going  to  start  get- 
ting mildew.  Then  you'll  need  to  get  a 
dehumidifier  to  control  it. 


What  if  you  do  everything  you  can  do 
to  avoid  mold  and  still  have  a  problem? 

The  first  step  is  to  get  an  ASHI  [Amen 
Society  of  Home  Inspectors]  home 
spector.  Very  often  they  can  figure 
what's  causing  the  moisture  problem  ai : 
what  the  solutions  might  be.  In  80% 
the  cases,  they  can  spot  the  problem  w  - 
a  visual  inspection  and,  if  not,  they  c 
usually  recommend  an  industrial  h 
gienist  for  the  next  step— to  do  any  te: 
ing  that  needs  to  be  done.  They  can  al 
recommend  experts  who  can  get  rid 
any  mold  you  may  have. 

Can  you  do  any  of  this  yourself? 

You  can  take  a  sample  from  a  surface  wi 
some  Scotch  tape  and  send  it  off  to  a  It 
to  see  if  if  s  mold,  and  there  are  comp 
nies  that  will  give  you  httle  bags  so  yt 
can  vacuum  up  the  dust  to  see  if  you  ha1 1 
a  moldy  carpet.  I  would  not  encouraj B 
people  to  buy  the  petri-dish  kits  th  ® 
some  hardware  stores  sell.  They  just  tal a 
samples  that  setde  out  of  the  air,  and  yc*" 
have  no  idea  where  they  come  from. 

What's  the  most  important  thing  a 
homeowner  can  do  to  prevent  mold? 

Have  your  whole  air-conditioning  sry 
tern— the  air-conditioning  coil,  the  blov 
er,  the  ductwork— cleaned,  and  then  pi 
in  a  good  filter.  Those  inexpensive,  throv 
away  filters  are  useless.  You  should  oni 
use  pleated  filters— they're  about  $15 
and  avoid  the  washable  types.  ■ 


For  an  extended 
version  of  this  interview,  go  to 
www.businessweek.com/magazine/extra.htr 
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hartering 

V  Slow  Boat 

po  Anywhere 

areboat  or  fully  staffed,  trawlers  are  a 
jrf  ect  getaway,  by  roy  furchgott 


FROM    THE    DECK    OF    A 
mammoth     cruise     ship, 
Wayne  Johnson  found  his 
Alaskan  vacation  went  too 
fast— up  to  22  knots,  in 
fact.  So  on  his  most  recent 
visit,  instead  of  charging  up 
:  coast  on  a  floating  resort,  he  and  sev- 
family  members  chartered  the  Ursa 
ijor,  a  65-foot  trawler  that  putts  along 
a  pokey  nine  knots. 

It's  not  the  kind  of  trawler  that  pulls  in 
:s  gorged  with  salmon.  The  Ursa  Major 
i  luxury  yacht  fitted  atop  the  hearty  hull 
a  working  boat.  But  the  ship— and  the 
my  luxury  trawlers  like  her— do  share 
ne  traits  with  their  working  brethren. 
r  one  thing,  their  slow  motion  doesn't 
rtle  sea  life,  such  as  the  pods  of  whales 
tt  sometimes  splash  alongside. 
Irawler  travelers  have  a  lot  of  options, 
m  65-footers  with  a  full  crew,  includ- 
;  a  gourmet  chef,  to  more 
irtan  32-foot  "bareboats,"     MASTER  CABIN 
dch  travelers  stock  and  pilot    Queen  bed, 
unserves.  Big  luxury  boats    private  bath 
it  may  even  have  satellite  TV 


and  Internet  hookups 
typically  cost  about 
$3,000  per  passenger, 
all-inclusive,  for  a 
week.  A  smaller  40- 
foot  bareboat  might  go 
for  about  $600  per 
person  per  week,  not 


including  groceries,  dock  fees,  and  gas. 

GETSEA-SAWY 

NO  CERTIFICATION  IS  required  to  cap- 


tain a  trawler,  but  charter  companies  will 
insist  on  basic  boating  knowledge  and 
skill.  Volunteer  organization  U.S.  Power 
Squadrons  offers  an  eight-hour  course  on 
safety,  rules  of  the  sea,  and  anchoring  for 
about  $25.  A  more  complete  $40  course 
including  navigation  takes  about  18 
hours,  says  the  USPS'  Darrell  Allison 
(usps.org/d_stuff/  dist.html). 

Many  of  the  charter  companies  offer 
training,  too.  "Typically,  if  they 
are  really  inexperienced,  it  might 
take  two  to  three  days,"  says  Bill 
Shermer,  a.k.a.  "Mother  Goose," 
of  Blue  Goose  Charters  in  Balti- 
more. "I  can  teach  them  to  read  a 
chart  and  to  dock  a  boat,  and  the 
rest  is  common  sense."  ABC 
Yacht  Charters  in  Anacortes, 
Wash.,  runs  a  three-day  training 
course  for  $595  or  can  arrange 
for  a  skipper,  at  $250  a  day,  who 
will  teach  you  while  your  trip  is 
under  way. 

Trawlers  come  in  many 
shapes  and  sizes  but  are  notable 
primarily  for  deep  ballasted 
hulls  that  can  right  themselves  if 
overturned.  Whether  single- 
screw,  twin-screw,  tugboat,  cata- 


RED  BLUFF  FALLS, 

ALASKA  The  60- 
foot  Explorer  has 
a  captain,  deck- 
hand, and  chef 


maran,    or    classic 
monohull,  the  boats 
are  tough  oceango- 
ing vessels  that  chug 
along  for  long  dis- 
tances.  In   fact,   in    ^~^~ 
2002,  a  40-foot  Nordhavn  trawler  be- 
came the  smallest  powerboat  ever  to  cir- 
cumnavigate the  globe. 

Since  there  are  few  passengers,  guests 
can  set  the  itinerary  as  they  go.  When 
Johnson  wanted  a  close-up  view  of  the 
huge  Alaskan  glaciers  that  teeter  at  wa- 
ter's edge,  he  got  one.  "I'd  say  we  were 
within  400  yards— as  close  as  we  could 
get  without  being  too  close,"  he  said. 
"We  were  eating  fish  we  had  caught  our- 
selves while  watching  bears  frolicking 
nearby  on  shore."  Johnson  was  even  al- 
lowed to  take  the  boar's  wheel  under  the 
captain's  eye. 

Jim  and  Brenda  Nawrocki  of  Midland, 
Mich.,  chartered  a  36-foot  trawler  last  Au- 
gust with  another  couple.  For  five  days, 
they  cruised  Chesapeake  Bay,  watching 
crab  and  oyster  boats  at  work,  swimming 
at  resortlike  marinas,  eating  crabcakes  at 
local  restaurants,  and  sailing  within  50 
feet  of  osprey  nests— all  on  fuel  that 
would  run  about  $73  at  today's  prices. 
"We  have  a  picture  of  the  girls  driving  the 
boat  and  we  like  to  say:  They  don't  let 
you  do  that  on  Carnival,' "  says  Jim.  He 
has  reserved  the  boat  for  this  year,  too.  ■ 
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Osteoporosis:  Men  Suffer  Tot 

In  fact,  bone  loss  is  a  bigger  threat  than  prostate  cancer.  BY  CAROL  MARIE  CROPPE  $ 


LARRY  CURSON  WAS  A 
strapping  6-foot-l-inch 
farmer  growing  200  acres 
of  corn  and  raising  some 
550  head  of  cattle  and  hogs 
in  Marshalltown,  Iowa. 
Then,  at  age  38,  he  was 
hospitalized  for  a  blood  clot  in  his  left  leg, 
and  doctors  discovered  that  his  bones 
were  breaking. 

Now,  25  years  later,  Curson  walks  on 
crutches.  Because  of  the  broken  vertebrae 


in  his  back,  he  stands  just  5-foot-5.  He  fills 
his  days  carving  wooden  caricatures  for 
friends,  having  given  up  farming  23  years 
ago.  "When  I  was  told  I  had  osteoporosis, 
I  asked  the  doctor:  What  is  this?  I've  nev- 
er heard  of  it.'  Whenever  you  pick  up 
something  about  osteoporosis,  it's  always 
about  women  and  menopause."  Today,  he 
says,  "I  can't  really  take  a  deep  breath  be- 
cause my  torso's  so  packed  together.  I  was 
not  aware  how  serious  it  was  going  to  be." 
Curson  is  one  of  2  million  American 


Who's 
Most 
At 
Risk 

Conditions 
and  behaviors 
that  can 
accelerate 
bone  loss: 


»  More-than- 
moderate  alcohol 
consumption 

»  Hypogonadism 
(underactive  output 
of  testosterone) 

»  Hyperthyroidism 
(overactive  thyroid) 


» Inactivity 


» Intestinal 
disorders  such  as 
Crohn's  disease 

»  Treatment  for 
prostate  cancer  that 
lowers  testosterone 


»  Smoking 


»  Steroid  use 


LOS' 

IBS' 


men  who  have  what  many  think  of  i  chi 
woman's  disease.  While  more  than  tl  t  '-■ 
times  as  many  women  have  this  probl  fe 
a  man  is  more  likely  to  get  osteopor  to 
than  prostate  cancer.  One  in  four  men  c  s » 
age  50  will  suffer  an  osteoporosis-rela  fe" 
fracture.  And  a  man  who  breaks  a  hi;  ik 
though  half  as  likely  as  a  woman  to  do  s;  m 
is  twice  as  likely  to  die  within  a  year. "  M  t ! 
men  aren't  aware  that  they  can  get  t  ks 
disease  until  they  get  a  fracture,"  says  ft 
Sundeep  Khosla,  professor  of  medicinale 
Mayo  Clinic  College  of  Medicine  anclnc 
leading  researcher  in  the  field.  Men  v»  nl 
learn  of  their  affliction  are  sometimes  e  de 
barrassed  to  own  up  to  it  For  example 
57-year-old  professor  with  osteoporcoc 
was  willing  to  talk  to  BusinessWeek  abou  b 
but  not  to  have  his  name  used. 


CLUELESS  PHYSICIANS 

ONLY  IN  RECENT  YEARS  have  doct 
come  to  understand  that  osteoporo^i 
threatens  men,  says  Dr.  Laura  Tosi,  wh( 
on  the  board  of  directors  of  the  Americ 
Academy  of  Orthopaedic  Surgeons.  Ev 
10  years  ago,  a  man  who  displayed  sig 
of  osteoporosis  might  have  puzzled  1 
family  physician.  In  1994,  when  an  X-r 
for  a  sprained  ankle  turned  up  the  proft  j 
soi^s  osteoporosis,  the  family  doctor  wl 
spotted  it  nonchalantly  told  him  to  takt 
little  calcium.  He  had  to  beg  another  far 
ily  doctor  to  do  additional  testing  to  d 
termine  the  severity  of  his  problem. 

Unlike  with  women— who  often  deve 
op  osteoporosis  after  menopause,  whe 
estrogen  levels  plummet— there  is  r 
abrupt  life  change  that  causes  a  man 
get  the  disease.  Age  is  a  factor  (as  it 
with  women).  Bones  reach  peak  densi 
around  age  30,  then  begin  a  (hopefuUH 
slow  decline.  The  propensity  for  norm] 
bone  loss  to  escalate  into  osteoporosis 
often  genetic  for  either  sex. 

Many  times  male  osteoporosis  arise 
from  an  underlying  condition:  smokin 
or  excessive  drinking;  low  testosteron 
levels;  glucocorticoid  steroids  (ofte 
prescribed  to  treat  ailments  such  as  astr 
ma);  hormone  agonists  to  cut  testos 


tie  output  during  prostate-cancer 
tment.  In  Curson's  case,  an  overac- 
thyroid  may  have  contributed  to 
development  of  osteoporosis  at 
,1  a  young  age.  Hyperparathy- 
ism.  or  overactivity  of  the  small 
ithyroid  glands  behind  the  thyroid, 
so  a  risk  factor. 

LOSER  LOOK 

AN  WITH  SUCH  conditions  should 
his  physician  for  a  DEXA  (Dual  En- 
j  X-Ray  Absorptiometry)  scan, 
ch  uses  low-dose  X-rays  to  measure 
e  density.  It  costs  around  $250  and 
ten  covered  by  insurance.  While  the 
ional  Osteoporosis  Foundation  ad- 
s  women  age  65  and  older  to  take 
test,  as  well  as  younger  women  con- 
:red  at  risk,  there  is  no  age  standard 
men.  The  sexes  lose  bone  at  the 
ie  rate  once  they  reach  65,  but  men 
less  likely  to  suffer  breaks  because 
r  start  out  with  bigger  bones, 
len  who  want  to  reduce  their 
nces  of  getting  this  crippling  disease 
aid  quit  smoking  and  drink  only 
ierately  (no  more  than  two  drinks 
day),  since  chemicals  in  these  sub- 
ices  can  be  toxic  to  the  cells  that 
ce  bone.  Weight-bearing  exercise 
i  as  walking,  running,  and,  of 
rse,  weight-lifting  help  strengthen 
es,  says  orthopedic  surgeon  Dr. 
iberly  Templeton. 

adequate  calcium,  magnesium,  and 
min  D  (which  comes  from  sunlight) 
needed  to  build  bone.  Adults  should 
e  1,000  milligrams  of  calcium  per 
and  1,200  after  age  50.  Since  a  glass 
lilk  or  fortified  orange  juice  provides 
r 300  milligrams  of  calcium,  supple- 
its  are  the  best  option  for  many  peo- 
says  Dr.  Tosi.  If  you're  taking 
icids  for  calcium,  check  the  label, 
id  those  containing  aluminum, 
ch  prevents  new  cells  from  adhering 
one.  For  people  who  work  indoors, 
ing  enough  Vitamin  D  can  also  be 
cult.  Adults  need  at  least  400  to  800 
[international  units)  to  fully  absorb 
recommended  calcium.  Ten  to  15 
utes  of  daily  sunshine  can  meet  the 
lirement.  Otherwise,  a  multivitamin 
r  be  in  order. 

Lesearchers  are  still  looking  for  rea- 
s  why  some  men  develop  osteoporo- 
and  others  don't,  and  studying 
ch  drugs  used  for  women  also  work 
men.  Part  of  the  solution  for  men  is 
ealize  they  need  to  be  watchful— 
,  if  necessary,  proactive— to  prevent 
;rious  problem.  When  it  comes  to 
es,  anyone's  can  break.  II 


Guard 

Your 

Bones 

Hormone  replacement 
is  tarnished.  Now  what? 

BY  CATHERINE  ARNST 


OSTEOPOROSIS  IS  ONE 
of  the  biggest  health 
risks  facing  older 
women.  The  drop  in  es- 
trogen levels  after 
menopause  can  lead  to 
bone  loss  of  up  to  20% 
over  5  to  10  years,  which  is  why  half  of 
all  women  over  50  suffer  from  some  de- 
gree of  osteoporosis.  Although  there  are 
many  treatments,  the  gold  standard  is 
tarnished.  Hormone  replacement  thera- 
py (HRT)  has  long  been  prescribed  both 
to  relieve  the  symptoms  of  menopause 
and  prevent  the  breakdown  of  bone  that 
occurs  when  the  body  stops  producing 
estrogen.  But  large  studies  reported  in 
the  past  two  years  have  revealed  that 
HRT,  though  good  at  bone  protection, 
can  increase  the  risk  of  breast  cancer, 
heart  disease,  and  Alzheimer's  if  taken 
for  frve  years  or  more. 

HRT  is  still  prescribed,  but  there  are  al- 
ternatives, and  medical  specialists  warn 
that  women  at  risk  of  osteoporosis  can  ill 
afford  to  ignore  them.  In  a  survey  released 
in  April,  1  out  of  13  untreated  post- 


DISEASEDBONE 

Weight-bearing 
exercise  and  diet 
are  the  best  defenses 


menopausal  women 
with  osteoporosis 
who  were  initially 
fracture-free  were 
likely  to  suffer  a  frac- 
ture within  a  year, 
even  if  they  were  tak- 
ing vitamin  D  and 
calcium,  typical  over- 
the-counter  treat- 
ments. "Choosing 
a  therapy  proven  to  act  rapidly  is 
important"  for  women  who  are 
losing  bone  density,  warns  Dr.  Robert 
Lindsay  of  Helen  Hayes  Hospital  in 
West  Haverstraw,  N.Y.,  the  lead  author 
of  the  report. 

Bone  loss  isn't  inevitable.  Women 
who  exercise  regularly  in  their  20s  and 
30s  and  eat  a  diet  rich  in  calcium  can  im- 
prove their  odds  of  avoiding  osteoporo- 
sis. Studies  have  found  that  even  elderly 
women  can  strengthen  their  bones  with 
regular  weight-bearing  exercise. 

For  women  already  at  risk,  new 
drugs  fall  into  two  categories:  those 
that  prevent  further  deterioration  and 
those  that  build  new  bone.  Evista  is  the 
most  popular  bone  protector.  It's  some- 
times referred  to  as  a  designer  estrogen 
because  it  mimics  the  hormone's  effects. 
It  may  also  confer  other  benefits:  In  a 
just-released  clinical  trial  that  followed 
5,200  women  with  osteoporosis  for 
eight  years,  Evista  cut  breast-cancer  risk 
by  66%. 

AN  OUNCE  VS.  A  POUND 

TWO  OTHER  DRUGS  that  protect  bone, 
Fosamax  and  Actonel,  are  biophos- 
phates.  They  bind  to  bone  crystals,  in- 
hibiting their  breakdown.  Evista,  Fos- 
amax, and  Actonel  are  approved  for 
both  prevention  and  treatment  of  osteo- 
porosis and  have  no  serious  side  effects. 
Evista  must  be  taken  daily,  while  the 
others  come  in  both  daily  and  once-a- 
week  doses.  Another  bone  protector, 
Calcitonin,  is  a  nasal  spray  and  is  used 
for  treatment  only. 

Only  one  drug  on  the  market  builds 
bone  density.  Forteo,  approved  in  2002, 
is  a  synthetic  hormone  that  stimulates 
bone  production.  It's  expensive  and  re- 
quires a  daily  injection,  so  it  is  usually 
prescribed  only  to  patients  with  severe 
osteoporosis.  Ideally,  though,  exercise 
and  a  healthy  diet  throughout  life  will 
keep  such  serious  bone  loss  at  bay.  ■ 
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SupersizeYour 
Set-Top  Box 

You  can  boost  the  hard  drive  on  personal  video 
recorders.  Just  buy  a  kit.  by  larry  Armstrong 


THERE  COMES  A  TIME  IN 
the  life  of  every  dedicated 
couch  potato  when  you 
run  out  of  TiVo.  Or  Re- 
playTV.  Or  whatever  your 
brand  of  PVR  (personal 
video  recorder),  those 
set-top  boxes  that  let  you  pause  and 
rewind  live  TV  and  that  automatically 
record  and  store  your  favorites,  letting 
you  watch  them  whenever  you  want. 

For  me,  it  happened  earlier  this  year. 
My  three-year-old  Sony  TiVo  box  hit  its 
max— some  30-or-so  hours  of  TV  pro- 
grams and  movies— and  started  deleting 
the  older  stuff  before  I  had  gotten  around 
to  watching  it.  (It's  worse  if  you  have 
young  children,  who  want  to  save  their  fa- 
vorite shows  forever.)  The  options  are 
costly:  Replace  your  box  with  a  more  ca- 
pacious, expensive  model,  or  buy  a  sec- 
ond one  and  give  the  first  to  the  kids.  Ei- 
ther way,  you'll  also  have  to  pony  up  for  a 
new  subscription,  usually  $13  a  month  or 
$299  for  the  life  of  the  box. 

Or  you  can  do  what  I  did:  Supersize  it. 
TiVo  and  its  ilk  are  not  much  more  than  a 


little  computer  with  a  big  hard  drive,  and 
there  are  instructions  on  the  Internet  for 
replacing  that  disk  drive  with  an  even 
bigger  one.  A  good  place  to  start  your  re- 
search is  tivocommunity.com. 

The  easiest  solution  for  most  people  is 
to  buy  an  upgrade  kit.  It's  a  new  hard 
drive  or  two  with  the  PVR  software  al- 
ready loaded,  and  all  the  cables,  brack- 
ets, and  tools  you  need  to  install  it.  I  got 


mine  from  WeaKnees.com.  It  cost 
$159,  little  more  than  the  price  of  an 
er  low-end  TiVo,  but  it  nearly  quae 
pled  my  storage  space,  to  105  ho 
Such  Internet  retailers  as  Digi 
Recorder.com,  PTVupgrade.com, 
tvrevo.com  sell  similar  kits. 

BREAKING  THE  SEAL 

O.K.,  SO  I  HAD  TO  open  up  my  TiVo. 
biggest  hurdle  was  breaking  the  seal 
voids  the  warranty  but,  heck,  that 
pired  two  years  ago.  After  that,  it  t 
me  35  minutes  from  start  to  finish, 
bad  for  a  novice.  For  about  $50  ex 
plus  shipping,  you  can  send  your  PVJ 
the  companies,  and  they'll  do  the  w 
for  you.  But,  even  with  overnight  sh 
ping,    that's    two 
three  days,  and  v 
wants  to  give  up  tf 
TiVo  for  that  long? 
If  you're  a  die-h 
do-it-yourselfer,     j 
may  want  to  tackle 
job  without  a  kit.  Bu 
you  have  a  newer  P^ 
by  the  time  you  buy  i 
necessary      hardw; 
and     tools— the    ti 
special      screwdriv. 
you'll    need    are 
each— you'll  only  s; 
about  $50.  Tip:  M4 
PVR  and  kit  manuf: 
turers  use  QuickVi* 
drives  from  Maxtor,  which  are  quie 
than  hard  drives  in  used  PCs. 

Someday,  I  may  be  sorry  I  didn't  spe 
more.  WeaKnees  has  kits  with  two  ha 
drives  for  up  to  $329  that  will  give  y» 
more  than  300  hours  of  space.  But,  1 
now  at  least,  my  souped-up  TiVo  has  g1 
en  me  the  means  to  build  a  vast  library 
must-see  TV.  Not  to  mention  a  new  i 
spect  from  my  techie  friends.  ■ 


C 


Gifts 


Guy  Gear 

For  Dads  who  like  to 
play  backyard  chef, 
here  are  our 
suggestions  for 
Father's  Day  gifts: 


MAYTAG'S 
SKYBOX: 

$499 

What  could  be 
more  satisfying 
than  the  ker- 
thunk  of  a  cold 
one  from  your 
personal  vending 
machine?  No 
coins  needed. 


ORKA  SILICONE 
MITT: 

$25-$30 

This  17"  glove  goes  up 
to  your  elbow,  taking 
the  heat  off  of 
fussing  over  a  hot 
fire.  It  resists 
temperatures  up 
to  500  degrees,  so 
it's  dishwasher  safe,  too 


THERMOS  FIRE+ICE: 

$130 

Barbecues-to-go  are  a  picnic  with 

this  combo 

ice  chest  and 

propane  grill 

on  wheels. 

The  pedal  lifts 

the  grill  to  a    /^k 

convenient     \J^ 

height. 
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Karen  Scott 

Co-owner  of 
Chelsea  &  Scott  Ltd. 

Creator  of  One  Step  Ahead 
and  Leaps  and  Bounds 


Trust  Northern. 

To  help  you  manage  the  growth  spurts. 

Bringing  home  baby  can  mean  sorting  through  a  bounty  of 
baby  products.  And  just  as  Karen's  catalog  customers  trust  her 
to  pick  out  the  best  and  brightest  of  the  bunch  for  their  children, 
Karen  trusts  Northern  for  the  best  financial  solutions  for  her 
business.  From  lines  of  credit  to  treasury  management,  our 
clients  know  the  financial  professionals  at  Northern  Trust  will 
craft  a  quality  plan  for  their  specific  situation.  And  give  them 
the  personal  attention  they  need  to  raise  their  company  from 
infancy  to  adulthood. 

To  ensure  your  financial  life  is  handled  with  kid  gloves, 
call  William  Morrison,  President  —  Personal  Financial  Services, 
at  800-468-2352. 


Northern  Trust 


Private  Banking    I    Investment  Management    I    Financial  Planning    I  Trust  Services    I    Estate  Planning  Services    I    Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation         Member  FDIC 
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EDITED  BY  TODDI  GUTNER 


MUTUAL  FUNDS 


? 


Sibling  Rivalry? 

INVESTORS  IN  THE  $96  MILLION  Credit  Suisse  Small  Cap  Growth  Fund  may  think  the 
32%,  12-month  total  return  is  good  until  they  get  a  look  at  its  sister  fund,  Credit 
Suisse  Institutional  Small  Cap  Growth.  The  $2  million  institutional  version  is  up 
61%  in  the  same  period,  even  though  the  two  funds  have  the  same  management 
team  and  virtually  identical  investment  objectives  and  stocks. 

One  difference:  The  institutional  fund  owns  preferred  shares  of  Prescient  Systems, 
which  makes  software  for  supply  chain  management.  Since  the  stock  is  illiquid,  the 
fund  used  "fair  value"  pricing— essentially  an  estimate  of  its  worth.  On  Apr.  30  the 
fund's  directors  increased  Prescienf  s  value  almost  tbirtyfold.  That  caused  the  fund 
to  jump  16.8%  that  day,  while  the  retail  fund  lost  1%  along  with  the  broader  market. 

Why  didn't  the  retail  fund  own  Prescient,  too?  "The  prospectuses  may  look  very 
similar,  but  the  funds  are  not  required  to  own  the  same  securities."  says  Steven 
Plump,  managing  director  at  Credit  Suisse  Asset  Management.  Maybe  so,  but  why  did 
the  same  managers  with  the  same  goals  choose  to  favor  one  with  Prescient  shares 
and  not  the  other?  That's  something  shareholders  may  want  to  ask.    -Lewis  Braham 


TIME  OFF 

BERTHED  AT  NAVY  PIER 

on  San  Diego's 
Embarcadero,  the 
decommissioned 
USS  Midway  opens  this 
month  as  the  San  Diego 
Aircraft  Carrier  Museum. 
For  $13  you  can  take  an  audio  tour  of  the  mess  and  hangar 
decks,  the  flight  deck  with  its  eight  vintage  aircraft,  and  the 
"island,"  the  ship's  above-deck  command  center.  It's  open  daily 
10  to  5;  plan  on  three  hours. 
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BOOKS 

J.P.  MORGAN'S 
SUMMER 
READING  LIST 

INSTEAD  OF  REACHING  for  some 
forgettable  potboiler  for  this  summer" 
beach  reading,  consider  choosing  a  be 
from  the  collection  J.P.  Morgan  Private 
Bank  recommends  to  its  clients.  On  its 
eclectic  list  of  10  nonfiction  titles 
compiled  even-  summer  is  Eats, 
&  Leaves:  The  Zero  Tolerance  Appro* 
Punctuation  by 
Lynne  Truss;  Modern 
Glamour:  The  Art  of 
Unexpected  Style  by 
Kelly  Wearsder; 
George  Plimpton  on 
Sports;  and 
Rambam's  Ladder:  A 
Meditation  on 
Generosity  and  Why  It 
Is  Necessary  to  Give 
by  Julie  Salamon. 

WEALTH 

WYOMING  IS 
FOR  TAX-HATERS 

WYOMING  GETS  A  GOOD  CHUNK  of  income 
from  taxes  on  oil  and  natural  gas 
produced  within  its  borders.  As  a  result 
its  residents  are  so  little  taxed  that 
Wyoming  was  named  the  wealth- 
friendliest  state  by  Bloomberg  Wealth 
Manager.  The  survey  compares  the 
impact  of  state  taxes  on  salary,  real 
estate,  personal  property,  and  retiremen 
assets.  Nowhere  are  state  taxes  more 
punitive  than  in  Rhode  Island.  But  tax 
cuts  have  caused  Massachusetts  to  shoo 
up  to  25th,  from  35th  in  2000,  while 
Hawaii  jumped  to  14th  from  39th. 
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Friend  to 
The  Rich... 

...And 
Foe 

Wyoming 

Rhode  Island** 

Nevada 

Wisconsin 

Tennessee 

New  York 

Alabama 

Vermont 

Alaska/Colorado* 


Nebraska 
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he  Barker  Portfolio 


BY  ROBERT  BARKER 


Now  Showing:  RegaTs 
Dubious  Dividend 


st  as  trading  started  on  June  3  at  the 
ew  York  Stock  Exchange,  shares  in 
2gal  Entertainment  Group,  the  nation's 
ading  chain  of  movie  theaters,  plunged 
j  more  than  22%.  Yet  most  investors  in 
sgal  likely  welcomed  the  drop,  evidence 
at  Regal  had  paid  a  special  $5  cash 
vidend,  its  second  big  payout  in  a  year. 

rhe  shares  fell  in  simple  recognition  that  anyone  now 

ying  Regal  wouldn't  get  the  dividend.  What  most  investors 

iy  not  appreciate,  however,  is  that 

gal  was  able  to  make  the  payment  not 

:ause  lots  more  people  have  been 

aping  their  troubles  and  buying 

ubes  at  one  of  the  chain's  545  theaters. 

the  latest  quarter,  RegaTs  favorite 

age  of  profitability,  EBITDA,  or 

•nings  before  interest,  taxes, 

jreciation,  and  amortization,  actually 

i  edged  down,  its  profit  margins 

rrowing.  To  make  the  $718  million 

/out,  Regal  first  had  to  borrow  from  its 

iks.  Then,  it  was  forced  on  June  1  to 

iend  the  dividend  in  Delaware  court. 

gal  is  controlled  by  Denver  billionaire 

ilip  Anschutz,  a  director  whose 

ijority  stake  brought  his  share  of  the 

raordinary  dividend  to  $368  million. 

ninority  shareholder,  Teachers' 

tirement  System  of  Louisiana, 

nplained  that  this  amounted  to  self- 

iling  and  a  breach  of  fiduciary  duty. 


AT  ARGUMENT  went  nowhere.  The 
lit  ruled  that  so  long  as  Regal  paid  the 
idend  equitably  to  Anschutz  and 
nority  shareholders  alike,  it  could  go 
sad.  It's  beyond  me  to  second-guess 
:  court  on  the  current  state  of  Delaware 
poration  law.  Yet  the  suspicions 
>mpting  the  pension  fund's  plea  won't 
i  as  long  as  majority  shareholders 
:rt  their  will  in  ways  that  minority 
restors  see  as,  at  best,  dubious. 
A.  spokesman  for  Anschutz  directed  me 


to  RegaTs  chief  financial  officer,  Amy  Miles,  who  laid  out  the 
case  for  borrowing  to  pay  the  dividend.  Regal,  she  said,  is  a 
mature,  slow-growing  business  with  limited  expansion 
opportunities  but  steady  cash  flow  and  an  underleveraged 
balance  sheet.  In  other  words,  RegaTs  operations  are  able  to 
support  more  debt.  Via  the  new  borrowings,  Regal  might 
return  to  investors  some  of  its  value  directly  in  cash.  Anyone 
who  bought  into  Regal  at  its  May,  2002,  initial  public  offering 
had  seen  a  40%  total  return.  "If  you  have  a  problem  with 
that,"  she  said,  "why  not  sell  the  stock?" 

It's  a  reasonable  question.  Yet  the  arguments  made  by 
Louisiana's  pension  fund,  which  the  court  dismissed,  focus 
not  just  on  the  past,  but  also  the  future.  Regal,  the  pension 

fund's  lawyers  noted, 


Soaring  Leverage 

Regal's  ratio  of  net  debt  to  earnings  before 
interest,  taxes,  depreciation,  and  amortization 


1.0 

YEAREND 
2002 


1.7 

YEAREND 
2003 


3.4 

MID-YEAR 
2004 


TEARJERKER? 

Regal's  profit 

margins 

narrowed 


Data:  ;  ompany  Reports.  BusinessWeek 


was  formed  by 
Anschutz  out  of  the 
wreckage  of  three 
_____  theater  chains  that  in 

2001  and  2002 
emerged  from  bankruptcy.  Despite  this 
legacy  of  financial  distress,  Regal  had 
borrowed  enough  last  year  (to  pay  its 
first  extraordinary  dividend,  of  $5.05  a 
share)  and  this  year  (to  pay  the  second, 
of  $5)  that  its  total  debt  has  tripled,  to 
$2.1  billion.  RegaTs  ability  to  service  the 
debt  also  grew  over  the  period,  but  not 
nearly  as  fast  (table).  Between  the  two 
special  payouts,  Anschutz  more  than 
recouped  his  original  investment, 
subdy  shifting  risk  onto  public 
shareholders.  "It's  a  way  to  get  your 
profit  out  and  maintain  control  of  the 
company,"  an  attorney  for  the  pension 
fund,  Jay  Eisenhofer,  told  me.  "You  only 
see  dividends  like  this  being  paid  where 
there  is  a  controlling  shareholder." 

So,  where's  the  harm?  It's  hard  to 
see,  as  long  as  Regal  pays  its  debts.  CFO 
Miles  told  me  Regal  always  considers 
"downside  scenarios,"  but  as  far  as 
what  could  go  wrong  to  make  it  rue  its 
indebtedness,  "that's  not  something  I 
lose  a  lot  of  sleep  over."  The  credit 
rating  agencies,  Moody's  Investors    - 
Service  and  Standard  &  Poor's,  are  less 
complacent.  They  issued  warnings.  ■ 
E-mail:  rb@businessweek.com 
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BY  GENE  G.  MARCIAL 

THE  RECOVERY  COULD  HAVE  GEARS  WHIRRING  FASTER  AT  KAYDOI 


DELTA  MAY  CLIMB  AGAIN-IF  THE  COCKPIT  ACCEPTS  A  PAY  CUT. 


MACHINES  SCAN  AT  A  GLANCE  THE  NEW  CARDS  FROM  ON  TRACK. 


SEPT.  8. '03         JUNE  9, '04 
Data:  Bloomberg  Financial  Markets 


Kaydon  Gets  Its  Bearings 

AS  MANUFACTURING  HEATS  UP,  stodgy  Kaydon  (KDN) 
is  attracting  investors'  attention.  "If  s  a  pure  industrial 
play,"  says  Stuart  Shikiar  of  ShiMar  Asset  Management, 
which  owns  shares.  Kaydon's  bearings,  hydraulic  gear,  and 
industrial  filters  are  vital  in  aerospace, 
electronics,  and  heavy  construction. 
The  stock  has  risen  27%,  to  28  since 
Oct.  23.  Shikiar  sees  it  at  35  to  40  in  a 
year.  CEO  Brian  Campbell,  who  has  a 
record  of  bulking  up  companies,  is  in 
talks  to  acquire  two  outfits,  says  Shikiar, 
that  he  thinks  will  boost  Kaydon's  sales 
and  earnings  by  30%  to  40%.  He  sees 
Kaydon,  with  a  cash  hoard  of  $260 
million,  or  $8  a  share,  earning  $1.40  a 
share  in  2004  and  $1.75  in  2005  (sans 
acquisitions).  He  notes  that  Campbell 
was  formerly  CEO  of  TriMas,  whose  stock  soared  in  six  years 
from  2  to  20— until  MascoTech  acquired  it  in  January,  1998.  Jeff 
Hershey  of  Awad  Asset  Management  says  Awad  has  upped  its 
stake  to  about  4%  because  of  Kaydon's  "tremendous  operating 
leverage"  in  this  recovery.  The  uptick  in  business  spending,  he 
adds,  assures  a  pickup  in  demand  for  Kaydon's  high-margin, 
sophisticated  industrial  components.  Kaydon  didn't  return 
calls  for  comment. 

Delta  Is  Ready 
When  the  Pilots  Sign 

DELTA  AIR  LINES,  (DAL),  the  third-largest  U.S.  carrier  in 
terms  of  operating  revenues  and  passenger  miles,  is  way 
down  on  the  Streef  s  favored  list.  Delta  faces  a  risk  of 
bankruptcy,  analysts  say.  Huge  debt  and  soaring  costs  for  fuel 
and  labor— especially  the  high  salaries  of  its  pilots— have  put 
Delta  in  a  bind.  Nonetheless,  some  savvy  investors  have  been 
buying  shares,  which  have  dived  from  15  on  Sept.  8  to  6  on 
June  9.  Among  them  is  Vince  Carrino,  president  of  Brookhaven 
Capital  Management.  He  thinks  Delta  is  "very  close  to  a  deal, 
with  the  pilots  agreeing  to  a  30%  pay  cut  in  exchange  for 
owning  a  30%  equity  stake  in  the  airline."  The  pilots  have  no 
choice,  with  bankruptcy  as  the  only  other  option,  he  adds. 
People  close  to  the  situation,  says  Carrino,  expect  Delta  will  ink 
a  pact  with  the  pilots  by  the  end  of  July.  The  pay  cut  could 
amount  to  savings  of  about  $1  billion  a  year,  says  Carrino. 
Delta,  he  adds,  aims  to  save  an  additional  $500  million  from 
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A SHARP 
DESCENT 


DOLLARS 


debt  restructaring  and  cost- cutting 
elsewhere.  That,  he  says,  plus  a  drop  in 
oil  prices  should  reenergize  the  stock, 
which  Carrino  figures  will  double  in  a 
year.  Gary  Chase  of  Lehman  Brothers, 
who  recently  upgraded  the  stock  from 
"equal  weight"  to  "overweight,"  says 
Delta  could  be  in  bankruptcy  court  if  it 
fails  to  win  the  pilots.  A  deal  would 
open  capital  markets  to  Delta  again. 

No  Need  to  Swipe 
These  Smart  Cards 


CONTACTLESS  SMART  CARDS  are  coming— from  Israel's 
On  Track  Innovations  (OTIV).  Its  new  technology  lets  a 
microprocessor  read  cards  without  users  having  to  swip* 
them  through  a  groove.  BP  customers  in  South  Africa  simply 
flash  the  cards  to  reading  devices  to  buy  fuel.  Palestinians  who 
work  in  Israel  use  OTl's  cards  for  identification  to  cross  borders 
MasterCard  will  roll  out  contactless  cards  in  the  U.S.  in  late 
2004,  says  Paul  Sethi  of  Vertical  Ventures,  which  owns  shares. 
OTI  provides  the  chips  in  the  cards  as  well  as  the  devices  that 
read  the  cards  and  expects  to  sell  2,000  to  5,000  of  them  in 

2004.  OTI  America  President  Ohad  

Bashan  says  the  technology  has  been 
tested  and  in  use  since  April,  2003,  at 
fast-food  chains  such  as  McDonald's 
and  gasoline  stations.  J.P.  Morgan 
Chase,  Citibank,  and  MBNA  have  tested 
the  cards,  too.  OTI  has  yet  to  make 
money,  but  Bashan  sees  it  breaking  even 
in  2004  on  estimated  sales  of  $24  mil- 
lion. In  2005,  he  expects  a  profit.  The 
stock,  which  hit  15.66  on  Jan.  6,  has  slid 
to  9,  partly  due  to  a  $15  million  equity 
offering.  Rick  Meckler  of  Liberty  View 
Capital  Management,  which  owns  shares,  says  the  technology 
may  be  a  big  player  in  Homeland  Security.  Leo  Bregman  of  LB 
Capital  Investments,  which  owns  shares,  says  OTl's  technology 
is  used  in  Israel  to  keep  track  of  meter-less  public  parking.  ■ 


miMiu'ssWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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tithe  Itanium  2  processor. 
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Server 


The  Intel*  Itanium  2  processor. 
It's  all  about  performance. 
The  more  you  demand  of  your 
servers,  the  more  you  should  demand 
the  Intel  Itanium  2  processor. 
It's  intelligently  engineered  for  industry-leading 
performance*  in  data-intensive  applications. 
A  wide  range  of  standards-based  solutions. 

And,  smartest  of  all,  reduced  operating 

costs  over  RISC  solutions.  For  details,  visit 

intel.com/itanium2. 


intel 


Derformance  tests  and  ratings  are  measured  using  specific  computer  systems  and/or  components  and  reflect  the  approximate 
jerformance  of  Intel*  products  as  measured  by  those  tests.  Any  difference  in  system  hardware  or  software  design  or  configuration  may  affect 
ictual  performance.  Buyers  should  consult  other  sources  of  information  to  evaluate  the  performance  of  systems  or 
;omponents  they  are  considering  purchasing.  ©2004  Intel  Corporation.  Intel,  the  Intel  Inside  logo  and  Itanium  2  are  trademarks  or  registered 
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COMMENTARY 

News  that  job  growth  is 
continuing  apace,  plus  falling  oil 
prices,  sent  stocks  higher.  But 
profit  worries  on  June  9  in  such 
Dow  bellwethers  as  Intel  and 
Coca-Cola  knocked  the  wind  out 
of  the  market.  Also,  hanging  over 
investors  is  Fed  Chairman 
Greenspan's  renewed  vigilance 
toward  inflation.  Still,  stocks  held 
on  to  much  of  their  gains  going 
into  earnings'  season. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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S&P  500  Dividend  Yield  1.61% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  21.4 
S&P  500  P/E  Ratio  (Next  12  mos.)'  17.1 
First  Call  Earnings  Revision*  1.91% 

TECHNICAL  INDICATORS  junes 
S&P  500  200-day  average                1089.3 

Stocks  above  200-day  average  67.0% 

Options:  Put/call  ratio  0.83 

Insiders:  Vlckers  NYSE  Sell/buy  ratio  2.79 
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%      52-WEEK  TOTAL  RETURN 
LEADEIS 

10.0     Japan  48.8 

9.3  Diversified  Emerg.  Mkts.  37.3 
8.9     Pacific/Asia  ex-Japan  34.9 

8.4  Diversified  Pacific/Asia  34.9 

LAGGARDS 

2.4     Domestic  Hybrid  10.6 

2.9     Utilities  11.7 

3.2     Large-cap  Growth  15.9 

4.0     Large-cap  Blend  16.1 
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INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 
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THE  WEEK  AHEAD 


RETAIL  SALES  Monday,  June 
14,  8:30a.m.  EOT  "Retail 
sales  very  likely  grew  1%  in  May, 
after  a  0.5%  drop  in  April.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Action 
Economics.  Excluding  autos,  sales 
probably  rose  by  a  smaller  0.5%, 
after  a  0.1%  fall  in  April. 
CONSUMER  PRICE  INDEX 
Tuesday,  June  15,  8:30  a.m. 
EDT  »  May  consumer  prices  for 
goods  and  services  most  likely 


rose  0.4%,  following  April's  0.2% 
rise.  Minus  the  more  volatile  food 
and  energy  components,  May 
prices  probably  moved  up  0.2%, 
after  a  0.3%  increase  in  April. 
BUSINESS  INVENTORIES 
Tuesday,  June  15,  8:30  a.m. 
EDT  » April  inventories  very  likely 
grew  by  0.5%,  following  a  0.7% 
increase  during  March. 
BEIGE  BOOK  Wednesday  June 
16,  2  p.m.  EDT  »  The  Federal 
Reserve  will  release  its  summary  of 


regional  economic  activity  before 
its  June  29-30  monetary  policy 
meiting.  Respondents  to  the  latest 
Action  Economics  survey  see  the 
Fed  raising  interest  rates  to  1.25%. 
INDUSTRIAL  PRODUCTION 
Wednesday,  June  16,  9:15 
a.m.  EDT  »  May  industrial 
output  very  likely  expanded  by  a 
stout  0.8%  for  a  second  straight 
month.  The  average  operating  rate 
probably  improved  to  77.3%,  from 
76.9%  for  April. 


The  BusinessWeek  production  index 
improved  to  219.6  for  the  week 
ended  May  29,  a  13.1%  jump  from  a 
year  ago.  Before  calculation  of  the 
four-week  moving  average,  the  index 
surged  to  221.7. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/magazine/extra.htrr 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 

©  2003  Computer  Associates  International,  Inc.  (CA).  All  rights  reserved. 
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HEALTH  HORIZONS 


NEWS  FOR  YOUR  WELL-BEING 


Health  Literacy 

U.  S.  Surgeon  General 
Richard  H.  Carmona,  MD 

What  do  a  pregnant  high-school  dropout, 
a  college-educated  computer  scientist 
managing  a  post-surgery  wound,  and  an 
elderly  married  couple  who  must  take  sev- 
eral different  medications  have  in  common? 

Answer:  They're  all  vulnerable  to 
misunderstanding  instructions  about 
medications,  diet  and  physical  activity, 
and  other  health-related  information. 
These  vulnerabilities  could  cost  them 
their  health  and  even  their  lives. 

Low  health  literacy,  or  the  inability 
to  understand,  access,  and  use  health- 
related  information  and  services,  is  an 
equal-opportunity  health  threat,  affecting 
rich  and  poor,  young  and  old,  and  people 
of  all  racial  and  ethnic  backgrounds. 

Low  Literacy,  High  Cost 

Health  literacy  is  fundamental  to  the  suc- 
cess of  every  prescription,  every  treatment, 
and  every  recovery.  It's  also  fundamental 
to  making  smart  choices  like  quitting 
smoking  or  never  starting,  wearing  your 
seatbelt  and  buckling  up  the  kids,  and 
getting  the  preventive  health  screenings 
you  need.  Patients  with  limited  health 
literacy  have  poorer  health  habits,  are 
less  likely  to  get  preventive  screenings, 
and  are  more  likely  to  need  hospitalization. 

More  than  90  million  Americans  cannot 
adequately  understand  basic  health 
information.  A  study  of  English-speaking 
patients  in  public  hospitals  revealed 
that  one-third  were  unable  to  read  basic 
health  materials.  Twenty-six  percent  of  the 
patients  could  not  read  their  appointment 
slips,  and  42  percent  did  not  understand 
the  labels  on  their  prescription  bottles. 

Low  health  literacy  adds  as  much  as 


$58  billion  to  America's 
healthcare  costs  each  year, 
with  employers  absorbing 
much  of  the  burden  through 
higher  insurance  premiums 
and  lost  productivity.  Impor- 
tantly, basic  health  literacy  is 
critical  as  we  seek  to  prevent 
chronic  health  conditions 
and  diseases  whose  origins 
are  in  smoking,  drinking, 
unhealthy  eating  habits,  and 
physical  inactivity. 

What's  called  for  is 
improved  health  education  from  elemen- 
tary school  through  college,  increased 
focus  on  health  literacy  in  medical 
schools,  and  more  creative  public 
health  information  campaigns.  The  U.S. 
Department  of  Health  and  Human 
Services  (HHS)  is  taking  steps  to  improve 
American's  health  literacy,  including: 
Surgeon  General  communications  written 
in  plain  language  that  people  can  under- 
stand; a  new  education  and  outreach 
campaign  to  better  inform  Americans 
about  when  antibiotic  treatment  is  needed 
and  about  the  potential  dangers  of  taking 
antibiotics  when  they're  not  needed;  and 
new  low-literacy  publications  aimed  at 
helping  people  avoid  medical  errors,  take 
medications  safely,  and  obtain  appropriate 
preventive  services. 

For  its  part,  the  U.S.  Food  and  Drug 
Administration  is  requiring  that  manufac- 
turers of  most  conventional  foods  and 
some  dietary  supplements  list  the  content 
of  trans  fat,  a  known  disease  agent,  in  addi- 
tion to  the  information  tha'  is  already  in  the 
Nutritional  Facts  panel  of  most  foods. 

Bottom  Line  Benefit 

Business  has  an  important  role,  too. 
Employers  can  take  the  lead  in  promoting 


healthy  habits  among  their  employees. 
Employer-sponsored  wellness  programs, 
both  on  and  off  the  worksite,  are  a 
good  investment,  for  employer  and 
employee.  Innovative  workplace  health 
promotion  activities  can  include  weight 
management,  smoking  cessation,  exer- 
cise programs  or  facilities,  immuniza- 
tions, and  substance  abuse  counseling. 

Businesses  can  also  take  their  efforts 
beyond  educating  and  informing  employ- 
ees by  connecting  their  employees 
to  healthcare  services.  For  example, 
don't  stop  at  helping  employees  under- 
stand why  a  flu  vaccine  is  important  but 
make  sure  they  know  where  and  when 
they  can  get  one. 

As  Surgeon  General,  I'm  asking  health- 
care professionals  to  focus  on  their 
patient  communication  skills.  Similarly, 
business  can  use  plain  language  to  com- 
municate clearly  with  consumers  and 
employees. 

Improved  health  literacy  can  save 
lives  and  improve  the  health  and  well- 
being  of  millions  of  Americans.  Overtime 
it  will  improve  the  bottom  line  for  our 
nation's  businesses  and  make  for  a  better 
relationship  between  employers  and 
employees.  That's  a  win-win. 


Conceived  and  produced  by  New  Futures  Media  Inc.,  Health  Horizons  provide  information  from  leading  medical  experts  that  contributes  to  the  health  and 
well-being  of  our  readers  and  their  families.  New  Futures  Media  also  creates  special  advertising  features  that  raise  public  awareness  of  other  important  social 
issues.  The  information  and  opinions  expressed  in  this  special  section  do  not  constitute  endorsement  of  advertisers  or  their  products  by  New  Futures  Media 
or  the  contributing  authors.  For  information  about  our  company  and  our  work  see  www.NewPuturesMedia.com  or  contact  us  at  info@NewFuturesMedia.com. 
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Hospital  Comparison  Tool 


Now,  choose 
a  hospital  based 
on  information, 
not  just  location. 

Choosing  the  right  hospital  can  be  one 
of  the  most  important  decisions  your 
employees  ever  make.  Now,  with  the 
Aetna  Navigator™  Hospital  Comparison 
Tool,  your  employees  can  get  the 
information  they  need  to  help  them 
choose  the  hospital  that's  best  for  them. 
Our  interactive,  online  resource  contains 
information  on  thousands  of  hospitals, 
and  allows  your  employees  to  compare 
them  based  on  criteria  that  they  consider 
most  important.  These  criteria  include 
the  number  of  patients  treated  per  year, 
the  rate  of  success  and  the  average 
length  of  stay  for  certain  conditions  and 
procedures.  It's  just  one  of  many  easy- 
to-use  online  tools  Aetna  provides  to 
help  your  employees  make  better 
informed  decisions.  To  find  out  more, 
call  your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 
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©2004  Aetna  Inc.    Plans  are  offered  by  Aetna  Life  Insurance  Company.  Plans  contain 
exclusions  and  limitations.  Aetna  Navigator  Hospital  Comparison  Tool  provided  by 
HealthShare  Technology,  Inc. 
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HEALTH  HORIZONS 


Understanding 
Osteoarthritis 

John  H.  Klippel,  MD 

Arthritis  is  the  nation's  leading  cause  of 
disability  and  a  major  public  health  concern. 
It  has  a  profound  impact  on  people's  daiy 
lives,  affecting  their  ability  to  work  and 
care  for  themselves  and  their  families. 
The  economic  costs  of  arthritis  exceed 
$86  billion  annually.  The  problem  for 
American's— and  for  the  nation's  health- 
care bill— will  worsen  over  the  next  several 
decades  as  an  overweight,  inactive,  and 
aging  population  contributes  to  a  marked 
increase  in  osteoarthritis— the  most  com- 
mon form  of  arthritis— which  currently 
affects  nearly  21  million  Americans. 


What  is  It? 

Osteoarthritis  (OA)  is  characterized  by 
the  loss  of  joint  cartilage— the  surface  of 
the  joint  that  cushions  the  ends  of  bones— 
as  well  as  changes  in  the  bone  itself.  This 
leads  to  pain,  stiffness,  and  loss  of  joint 
movement.  People  with  OA  may  notice  joint 
stiffness  when  they  first  get  up  in  the 
morning  or  after  prolonged  exercise,  a  limp 
when  walking,  or  pain  and  redness  in  the 
fingers.  OA  can  range  from  very  mild  to  very 
severe.  It  most  commonly  affects  hands 
and  weight-bearing  joints  such  as  knees, 
hips,  feet  and  the  low  back  and  neck. 

There  is  intense  research  to  learn 
more  about  the  causes  of  OA,  but  a 
number  of  risk  factors  have  been  identi- 
fied. Age  is  one  important  risk  factor. 


Obesity  is  associated  with  OA  of  the 
knees  and  joint  injuries  from  sports, 
work-related  activities  or  accidents 
also  increase  the  risk  of  developing  OA. 
Genetics  plays  a  role,  too,  in  the  devel- 
opment of  OA,  particularly  in  the  hands. 
Osteoarthritis  is  more  common  in  women, 
and  there  is  some  evidence  that  hormonal 
factors  may  contribute  to  the  disease. 

Diagnosis  and  Treatment  Options 

Physicians  rely  on  a  careful  history  and 
physical  examination  to  diagnose  OA  and 
distinguish  it  from  the  more  than  100  dif- 
ferent forms  of  arthritis.  X-rays  may  be  used 
to  detect  cartilage  or  bone  changes  and  to 
confirm  a  diagnosis.  The  most  common 
symptoms  of  OA  include  pain,  stiffness, 
swelling,  and  difficulty  moving  a  joint. 

The  treatment  of 
osteoarthritis  focuses  on 
the  goals  of  decreasing 
pain,  improving  joint  move- 
ment and  function  and 
preventing  progressive  joint 
damage,  and  may  include: 

■  Exercises  to  improve 
muscle  strength  and 
keep  joints  flexible 

■  Weight  control  to  pre- 
vent extra  stress  on 
weight-bearing  joints 
such  as  the  knees,  hips, 
and  low  back 

■  Medications  to  control 
pain,  including  analgesics  such  as 
acetaminophen  and  non-steroidal  anti- 
inflammatory drugs  (NSAIDs) 

■  Joint  injections  with  corticosteroids  or 
viscosupplements 

■  Topical  ointments  or  creams 

■  Local  heat  or  cold  applications 

■  Dietary  supplements  such  as  glu- 
cosamine and  chondroitin 

■  Joint  protection  to  prevent  strain  or 
stress  on  painful  joints 

■  Surgery  to  relieve  pain  and  restore  joint 
function 

Can  it  be  Prevented? 

Osteoarthritis  was  once  considered 
an  inevitable  part  of  aging.  People 
thought  if  you  lived  long  enough,  you'd 
eventually  get  OA.  Now,  however  medical 


What  Are  the  Risk  Factors? 


Age   OA  usually  affects  people  after 
age  40. 

Gender  Women  are  more  than  three 
times  as  likely  as  men  to  get  OA. 

Weight   Being  overweight  increases 
the  risk  of  knee  OA. 

Sports  Injury  Adolescents  and 
young  adults  with  joint  injuries  are  at 
higher  risk. 

Heredity  Men  and  women  with  a  family 
history  of  arthritis  are  at  higher  risk. 


researchers  are  learning  more  about; 
how  the  disease  develops  and  possible 
ways  to  control  risk  factors  for  OA. 
By  being  aware  of  what  may  put  you' 
at  risk  for  the  disease,  you  can  reduce 
your  risk  of  developing  the  disease 
or  minimize  its  effects.  To  prevent 
the  development  of  OA,  the  Arthritis 
Foundation  recommends  the  following: 

■  Control  Weight  — Maintaining  an 
appropriate  weight  or  reducing  weight  to 
a  recommended  level  lowers  a  person's 
risk  of  OA.  Research  shows  that  weight 
loss  of  only  1 1  pounds  in  women  of 
medium  height  decreases  the  risk  of 
developing  knee  OA  by  50  percent. 

■  Get  Active  — Regular  physical  activity 
helps  improve  and  maintain,  muscle 
strength  and  joint  flexibility. 

■  Prevent  Sports  Injuries— Young  and 
middle  age  adults  should  take  preven- 
tive measures  to  minimize  joint  injuries, 
which  puts  them  at  considerably 
increased  risk  for  OA  later  in  life. 

■  Modify  Job  Tasks  — Repeated  use  of 
joints  in  jobs  that  require  bending  and 
lifting  is  associated  with  an  increased 
risk  of  developing  OA. 

John  H.  Klippel,  MD,  is  president  and  CEO  of 
the  Arthritis  Foundation.  For  free  information 
about  taking  control  of  OA,  contact  the 
Arthritis  Foundation  at  800-283-7800  or 
www.  arthritis,  org. 


"I  had  my  hip  replaced  to  get  back  to  life, 

not  just  for  golf." 


Jack  Nicklaus 

A  few  years  ago,  I  finally  decided  to  get  a  hip  replacement. 
I  didn't  do  it  to  get  back  my  swing. 

I  did  it  to  get  back  to  participating  in  the  fun  of  a  big, 
active  family.  I  was  tired  of  being  a  bystander. 

After  discussing  my  goals  with  my  doctor,  he 
recommended  a  new  kind  of  ceramic-on-ceramic  and 
titanium  hip  developed  by  Stryker.  It's  part  of  a  new 
generation  of  joint  replacement  options  designed  for 
people  who  want  to  stay  active. 

My  advice  is  don't  wait.  Talk  to  your  doctor  and  find  out 
if  the  Stryker  ceramic  and  titanium  hip  is  an  option  for  you. 


stryker* 


For  more  information  on  a  new  generation  of  joint  replacement 
options,  consult  your  doctor,  visit  www. strykerceramics . com 
or  call  1800  395  2310. 

Take  Back  Your  Life™ 

Individual  results  may  vary.  There  are  potential  risks  and  recovery  takes  time.  The  life  of  any  joint  replacement  will  depend  on 
your  weight,  age,  activity  level  and  other  factors.  Only  an  orthopedic  surgeon  can  tell  if  surgery  is  right  for  you. 


Special  Advertising  Section 

HEALTH  HORIZONS 


Disease  Management: 
Controlling  Costs, 
Improving  Care 

Victor  Villagra,  MD 

One  of  the  most  pressing  concerns 
facing  U.S.  businesses  today  is  the 
rising  cost  of  employee  health  insurance. 
Chronic  diseases,  in  particular,  take  a 
very  high  toll  on  medical  costs  and  also 
on  employee  productivity.  For  employers 
interested  in  improving  the  quality  of 
care,  raising  productivity,  and  controlling 
healthcare  costs,  disease  management" 
is  becoming  the  strategy  of  choice. 
Through  disease  management  programs, 
people  with  asthma,  diabetes,  congestive 
heart  failure  and  other  chronic  diseases 
are  provided  with  the  information,  moti- 
vation, ongoing  support  and  tools  they 
need  to  help  them  with  self-care.  Disease 
management  programs  work  remarkably 
well  cutting  cost  and  have  received  rave 
reviews  from  participants. 

Proactive,  Not  Reactive 

Typically,  patients  involved  in  disease 
management  programs  become  more 
proactive  and  are  more  motivated  to 
follow  doctor's  orders  because  they 
understand  better  what  is  happening 
to  them.  Using  a  variety  of  modern  com- 
munication tools,  disease  management 
programs  reach  patients  when  and 
where  it  is  most  convenient  to  them.  For 
example,  disease  management  take 
advantage  of  Internet  technology  to  pro- 
vides patients  with  the  latest  treatment 
and  prevention  information,  and  enables 
them  to  interact  directly,  quickly,  often  in 
"real-time,"  with  trained  nurses  called 
care  managers  or  "health  coaches".  DM 
staff  maintain  regular  contact  with  patients 
via  telephone,  mail,  remote  monitoring 
devices,  and  the  Internet.  For  patients, 
these  multi-media  approaches  to  com- 
munication means  that  they  can  get  the 

Web  Directory 

www.Aetna.com 

www.PfizerHealthSolutions.com 

www.Stryker.com 


help  they  need  remotely,  without  worrying 
about  transportation  or  having  to  take 
time  off  from  work.  For  employers,  this 
can  mean  real  cost-savings'  by  avoiding 
costly  hospitalizations  or  emergency 
room  visits  and  greater  productivity  from 
employees  who  stay  at  work. 

Driven  by 
Information 

Currently,  the  short  time 
spent  in  physicians' 
offices  is  devoted 
to  making  important 
treatment  decisions. 
Following  a  visit  to  the 
doctor,  patients  often 
have  additional  ques- 
tions and  require  support 
to  put  into  practice  their 
doctor's  recommended 
treatment  and  behav- 
ior changes.  Disease 
management  programs 
never  initiate  new  treatments  or  alter 
existing  therapies  but  support  patients 
in  adhering  to  prescribed  treatments. 
Learning  about  their  conditions  and  the 
reasons  behind  their  treatments  gives 
people  great  confidence  in  helping  them- 
selves make  the  right  decisions  about 
lifestyles  and  adherence  to  their  doctor's 
treatment  plans. 

Already  a  Reality 

One  example  of  how  disease  man- 
agement is  helping  employers  is  a 
Corporate  Disease  Management 
program  implemented  by  WellPoint  Health 
Networks,  one  of  the  nation's  largest 
health  insurers.  WellPoint  collaborated 
with  Pfizer  Health  Solutions  and  two  large 
corporations  to  provide  selected  employ- 
ees with  access  to  a  novel  cardiovascular 
disease  program  that  empowers  patients 
to  take  a  more  active  role  in  their  health 
and  address  gaps  in  their  usual  care. 
With  the  assistance  of  a  nurse  "health 
coach",  participants  monitor  their  choles- 
terol level,  weight,  blood  pressure,  diet, 
activity  levels,  efforts  to  quit  smoking  and 
other  critical  components  of  cardiac 
disease  prevention  through  a  dedicated, 
personalized  Web  page.  Patients  can 


send  information  to  or  ask  questions  of  the* 
health  coaches,  who  can  quickly  responc 
to  new  concerns  or  questions.  Not  sur  j. 
prisingly,  early  results  show  improveme  I    I 
in  clinical  and  financial  outcomes. 

Another  large  health  insurer,  Aetna 
uses  sophisticated  analytic  tools  tc 
identify  members  who  can  benefit  from 


DM  programs.  The  data  from  members  with 
specific  chronic  conditions  are  examined 
and  grouped  together,  based  on  the 
severity  of  their  condition  to  enable  the 
appropriate  DM  intervention.  Extensive 
analysis  demonstrates  improvements  in 
both  the  quality  and  cost  of  care.  Aetna 
determined  that  a  large  employer  with 
10,000  employees  and  with  a  demo- 
graphic mix  and  benefit  design  similar  to 
Aetna's  typical  corporate  client  could 
save  a  projected  $224,000  annually  in 
direct  medical  costs,  reduced  absen- 
teeism, and  short-term  disability  savings 
As  a  result  of  these  disease  manage- 
ment programs,  healthcare  consumers 
are  now  able  to  reduce  risky  health- 
related  behaviors  and  live  healthier 
lives.  This  means  healthier,  happier,  more 
productive  employees  and  a  healthier 
bottom  line  for  companies  adopting 
these  programs. 


Victor  Villagra,  MD  is  president  of  the  healthcare 
consultancy  Health  and  Technology  Vector 
Inc.  and  former  president  of  the  Disease 
Management  Association  of  America. 

For  information  on  BusinessWeek 
Special  Advertising  Sections  contact 
Stacy  Sass  McAnulty  at  21 2  51 2-6296  or 
stacy_sass-mcanulty@  businessweek.  com . 
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People  with  chronic  diseases  need 
to  know  how  to  take  better  control 
of  their  conditions,  be  more  involved 
with  their  care  and  change  their 
unhealthy  behaviors. 

At  Pfizer  Health  Solutions,  we 
develop  innovative  clinical  technologies 
and  services  that  healthcare  providers 
use  to  help  their  patients  make  better 
informed  health  choices. 

People  need  to  know  how  to  manage 
chronic  diseases  better.  We  help  give 
them  the  knowledge  they  need. 


Pfizer  Health  Solutions 

Where  Technology  and  Healthcare  connect 

www.pfizerhealthsolutions.com 


'-q  -  Pfizer  Health  Solutions  Inc  is  the  care  management  subsidiary  of  Pfizer  Inc 
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Business/Career  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $400,000 

Own  a  Medical  Diagnostic  Center  in  your  area.  NO  medical 
experience  required.  $150,000  initial  fee  and  $300,000 
of  investment  capital  is  required.  Can  reach  profitability 
in  6  months. 

(866)  862-1222 

info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Business/Career  Opportunities 


The  current  economy  n  making 
3  MONEY  for  local  and  leasing  brokers! 

OWrJ  YCJUJi  OWj  J 
HJ5IM255  LOAN  COMMi  if 

jsiness  loans/Factoring/Equipment  leasing 

rrange    business    loons   and    leases 
om  $10,000  to  $10  million. 
Vork  directly  with  notional 
mders.     No     experience 
eeded.     We     completely 
ain      and      support      you 
'nlimited    earning    potential 
nd  residual  income. 

•OR  A  FREE  VIDEO 
IND  INFO  BROCHURE 

CALL  800-336-3933 

WWWVIEWTLC.COM 
<*-  The  Loon  Consultants,  Inc. 


Jewelry 


'AN  EXPRESSION 
OF  LOVE" 


Add-A-Pearl 

The  precious  children's  gift  that  grows 

in  beauty  and  value  every  year! 

Four  cultured  pearls  on  14k  gold  chain 

necklace.  Add  one  pearl,  or  pearls  by 

the  inch,  for  each  birthday,  Christmas, 

any  special  occasion. 

Juergens  &  Andersen 

Fine  jewelry  for  over  85  years. 

1-800-621-8333 
www.  addapea  rl.  com 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity 
costs  by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 
Email:  info@somar.co.uk 

for  information  pack 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  S  Int'l  Health  Corp.  from 
Japan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
For  Business  Ownership  details,  call 

877-747-6629 
www.  5pi liars,  com/mmiller 


Health/Fitness 


Botfyflai/ 

Weight  Training 
with  Reduced  Stress 
Strain  on 
Back! 


www.bodyrail.com 


Advanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

ased  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  Cllifornu  University 
for  Professional  Studies 

I  MO  E.  ITUl  Stmt.  S»nu  Alu.  CA.  9270S 

Since  1978 
Educational  Loans  Available 


(800)  477-2254 


WWW.SCUPS  EDU 


Yacht  Charters 


Discover  the 

yachting 

world  off  Greece 

on  a 

VALEF  YACHT 

Since  1  969 


Swim  At  Home 


Swim  At  Home 


800.223.3845 


info  aValefyachts.com 


Valefyachts.com 


VALEF  YACHTS  LTD. 
P.O.  BOX  385  AMBLER,  PA  19002 


Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  or 
ability.  Ideal  for  swimming,  water 
aerobics,  rehabilitation  and  fun. 
The  8'  x  1 5'  Endless  Pool  is  simple 
to  maintain,  economical  to  run,  and 
easy  to  install  inside  or  outdoors. 

For  Free  Video  or  DVD  Call 
(800)233-0741,  Ext  3454 

Visit  www.endleispools.com/3454 
Or  write  Endless  Pools,  Inc. 
200  C  Dutton  Mill  Road  — Q^> 

Aston,  PA  19014  JSSfJSS; 


Business/Career  Opportunities 


Create  Your  Ideal  Lifestyle! 

Market  Luxury 
Conferences.  Able  to  Earn 

$250-$500K  Yr. 

800-801-8946 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 
Email:  bwmarketplace@aol.com 

(For  customer  service/subscription  call  800-635-1200) 
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The  Real  Economic  Legacy 
Of  Ronald  Reagan 


RONALD  REAGAN  changed 
the  economic  conversation  in 
America.  But  while  his 
acolytes  focus  on  Reagan's 
big  tax  cuts  and  small 
government  rhetoric,  we  submit  that  the 
40th  President's  economic  legacy  is  far 
more  nuanced  and  mixed.  J  Reagan  was 
a  conservative  partisan  who  worked  with 
political  opponents  without  exhibiting 

the  rancor  so  prevalent  today.  In  1982  he  teamed  with 
Congress  to  pass  the  Tax  Equity  and  Fiscal  Responsibility  Act 
that  repealed  some  of  the  excesses  of  the  big  cuts  in  the  1981 
Economic  Recovery  Tax  Act.  He  negotiated  with  Democratic 
House  Representative  Dan  Rostenkowski  to  pass  the  1986  Tax 
Reform  Act.  He  accepted  Democrat  Paul  A  Volcker's  tough 
monetary  policy  at  the  Federal  Reserve,  so  necessary  to 
defeating  double-digit  inflation.  And  he  backed  the 
recommendations  of  a  bipartisan  commission  on  Social 
Security,  led  by  Alan  Greenspan,  that  raised  taxes. 

Reagan  took  office  at  a  time  when  America  was 
economically  unsure  of  itself— mired  in  stagflation  and 
cowering  before  a  Japanese  invasion  in  autos,  electronics, 
finance,  and  real  estate.  By  easing  tax  rates  for  individuals  and 
corporations,  he  lowered  the  bar  to  risk-taking.  Yet  it  was  his 
unshakable  confidence  in  the  future  that  encouraged  chief 
executives  to  take  risks.  Reagan's  bonhomie  changed  the 
psychology  in  the  markets:  It  was  as  important  in  reigniting 
growth  as  his  tax  cuts  were  (page  34). 

So  was  Reagan's  tax  reform.  While  some  point  to  the  sharp 
cut  in  marginal  rates— from  70%  to  28%— as  the  reason  for 
solid  growth  in  the  '80s,  the  1986  bill  that  made  the  tax  code 
simpler  and  fairer  should  receive  at  least  as  much  credit.  The 
reforms  cut  loopholes  for  old-line  industries  such  as  railroads, 
utilities,  and  real  estate,  freeing  capital  for  the  enormous  task 
of  restructuring  Corporate  America. 

Indeed,  it  was  by  making  markets  more  flexible  that 
Reagan  really  helped  to  revive  economic  activity.  The  same 
month  that  Reagan  signed  his  first  tax  cut— August,  1981— he 
also  fired  members  of  the  striking  Professional  Air  Traffic 
Controllers  Organization.  The  more  flexible  labor  markets 
that  followed  fueled  the  wave  of  takeovers,  mergers,  and 
leveraged  buyouts  in  the  1980s.  There  actually  was  less 
government  deregulation  under  Reagan  than  under 


Presidents  Carter  and  Clinton.  The  one  exception, 
deregulating  the  Saving  &  Loan  industry,  led  to  a  disastrou: 
scandal  and  a  $100  billion  bailout. 

Inevitably,  the  measure  of  Reagan's  legacy  of  the  '80s  mi 
be  taken  against  what  followed:  the  Clinton  years  of  the  '9G 
Reagan  became  President  when  America  was  economically 
sclerotic.  His  tax  changes,  combined  with  a  tight  monetary 
policy,  helped  to  make  the  country  competitive  again.  The 
price  paid,  however,  was  a  soaring  budget  deficit.  Reagan  ai 
his  supply-side  advisers  believed  that  big  tax  cuts  would  pa 
for  themselves  by  generating  higher  tax  revenues  through 
greater  economic  growth.  It  never  happened. 

President  Clinton  took  office  in  1993,  when  those  huge 
budget  deficits  weighed  heavily  on  the  markets  and  the 
economy.  Clinton's  turn  away  from  liberal  spending  to 
balancing  the  budget  (the  "Rubinomics"  policy  of  his 
Treasury  Secretary,  Robert  E.  Rubin)  brought  confidence 
back  to  the  markets.  When  telecom  and  the  Internet  took  o 
three  years  later,  the  economy  ignited. 

Yet  despite  different  fiscal 
policies,  the  macroeconomic 
outcomes  were  remarkably 
similar.  Under  Reagan,  lower 
taxes  and  a  soaring  budget 
deficit  produced  a  growth  rate 
3.4%.  Under  Bill  Clinton,  high 
taxes  and  a  budget  surplus 
generated  growth  of  3.6%. 
Throughout  both  Presidencies 
from  1982  to  2000,  interest  rai 
^^^^^^^  fell  and  the  stock  market  roare 

^^^^^^^^^  So  much  for  ideology. 

There  were  differences,  of 
course.  Under  Clinton,  unemployment  was  lower  than  und« 
Reagan,  poverty  declined  more,  and  wages  rose  faster  for 
ordinary  workers.  But  the  essential  truth  remains:  Strip  aw 
doctrinaire  rhetoric,  and  here's  the  lesson  of  nearly  two 
decades  of  economic  activity:  Decisive  Presidential 
leadership  that  tackles  the  greatest  threat  of  the  day 
produces  the  policy  mix  best  suited  for  growth.  Sometimes 
that  means  lower  taxes,  sometimes  higher.  Sometimes  it 
means  less  regulation,  sometimes  more. 

In  the  end,  perhaps  the  most  important  inheritance 
President  Reagan  has  to  offer  is  not  his  philosophy  but  his 
pragmatism,  not  his  specific  policies  but  his  willingness  to  a 
decisively,  not  his  partisanship  but  his  ability  to  reach  across 
political  boundaries.  The  hagiography  surrounding  Presider 
Reagan  today  presents  him  as  an  ideologue  with  a  cause.  Th 
truth,  as  usual,  is  much  more  complex. 


There's  much 
more  to 
it  than  tax 
cuts  and 
small 
government 
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A  FAMILY  NEEDS  ITS  SPACE 
AND  ITS  SLEEPING  BAGS 
AND  ITS  TENTS 
AND  ITS  FISHING  POLES 
AND  ITS  GHOST  STORIES. 


THE  NEW  FULL-SIZE  NISSAN  ARMADA.  What  wast 

Room  for  eight,  comfortably,  and  fold-flat  2nd-  and  3rd-row  seats.  An  available  Ni; 
5.6-liter  Nissan  Endurance  V8  engine.  Which  could  come  in  handy  if,  by  cha 


voods  can  be  a  scary  place.  Thankfully,  the  new  Nissan  Armada  provides  the  safety  and  comfort  of  home, 
le  Entertainment  System-DVD,  with  wireless  headphones  and  remote.  And  a  305-horsepower, 
vant  to  make  a  getaway.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 
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No,  we're  not  a  mattress  superstore.  Were  one  of  the  nation's 
leading  health  plans.  And  we  want  you  to  get  more  sleep 
because  it's  a  simple  thing  you  can  do  to  improve  your  health. 
If  everyone  were  more  conscious  ol  their  basic  health  needs, 
we  could  all  contribute  to  reducing  the  rising  cost  of  health 
care  in  America.  Meanwhile,  we'll  locus  on  our  mission  to 
contain  rising  costs  by  offering  innovations  that  will  help 
doctors  deliver  quality  medical  care  more  efficiently.  Our 
Physician  Technology  Initiative,  for  example,  donates  new 
computers  to  help  doctors  reduce  paperwork  and  optimize 
their  time  with  patients.  So,  listen  to  FORTL  W£*  magazine's 
Most  Admired  Health  Care  Company'— and  get  some  shut-eye. 
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FLY  NOB 

Now  the  world  is  an  even  smaller  place.  After  introducing  the  first  non-stop  flight  between 

Los  Angeles  and  Singapo 

in  February,  Singapore  Airlines  now  offers  daily  non-stop  service  between  New  York  (Newark)  and  Singapore.  En j« 

more  comfort  and  space  on  our  new  Airbus  340~500  while  reducing  travel  t 

me  by  up  to  fc 

ur  hours.  Experience  a  ma 

"OP  FROM  NEW  YORK  TO  SINGAPORE. 

jrious  Raffles  Class  or  our  new  Executive  Economy  Class,  both  specially  designed  with  the  executive  traveler  in  mind. 

I  of  course,  the  inflight  service  even  other  airlines  talk  about. 

A  great  way  to  fly 

SinGAPORE  AIRLiriES 
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on  your  house  and  car. 

We  can  help  cover 
the  things  that 

mean  most. 


Call  1-877-MY-ECONOMY  to  arrange  your  free  Family  and  Financial 
Security  Review  with  an  American  Express  financial  advisor. 

When  people  take  a  look  at  their  financial  picture,  they  often  don't  see  life 
insurance  as  part  of  their  plan.  Yet  it's  one  of  the  most  important  financial 
decisions  they'll  ever  make.  Your  American  Express  financial  advisor  starts 
with  your  overall  financial  plan,  then  integrates  life  insurance  into  the  big 
picture.  This  makes  it  easier  to  keep  your  coverage  current  as  your 
change  and  as  your  life  changes.  Depending  on  your  goals,  we  offer  a  range 
of  quality  fife  insurance  products  that  gives  you  maximum  flexibility  in 
protecting  your  family.  Give  us  a  call  and  set  up  a  free  Family  and  Financial 
Security  Review.  Together  well  review  your  complete  financial  situation  and 
arrive  at  a  plan  to  help  ensure  your  family's  security  today  and  tomorrow. 
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-Scott  Kriens,  CEO  of 

Juniper  Networks,  on  the 
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world  for  per-capita 

broadband  access 
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ROXY  ADVISER  Glass  Lewis  is 
^commending  that  clients 
yect  a  move  by  eBay  at  its 
nnual  meeting  on  June  24  to 
ave  shareholders  set 
side  24  million 
lares  for  future 
prion  grants. 
Glass  Lewis 
stimates  that 
Bay  employees 
iked  in  $373 
lillion  in  option 
ains  last  year.  At  its 
arrent  rate,  the 
ompany  is 
xpected  to  shell 
ut  an  additional 
1.7  billion  worth 
f  options  this  year— the 
quivalent  of  about  $318,000 
er  employee,  or  three  times 
003  net  income.  "Is  this  a 
usiness  that's  really  being 


'HE  BIG  PICTURE 


WHITMAN 

Why's  she 
smiling? 


run  for  the  economic  benefit 
of  investors  or  the  enrich- 
ment of  the  employee  base?" 
asks  Gregory  Taxin,  CEO  of 
Glass  Lewis. 

EBay  shareholders  are 
doing  quite  nicely,  with  total 
2003  returns  of  90%, 
compared  with  28%  for  com- 
panies in  the  S&P  500.  That's 
why  Glass  Lewis  recom- 
mends yes  votes  for 
two  directors  on 
the  compensation 
committee  who 
9k         ^^    are  up  for  re- 
\  election  and  for 

m.        m    CEO  Margaret 
^^     W    Whitman,  who 
V  ^r     has  received  3.2 
^^^    million  options  in 
the  past  three  years.  An 
eBay  spokesman  says  average 
option  grants  per  worker 
have  fallen  by  69%  from  2001 
to  2003.  And  excluding 
grants  to  new  employees, 
dilution  is  a  modest  1.8%. 
Maybe  so,  but  $318,000  is  a 
lot  of  change  by  any  measure. 
-Louis  Lavelle 


;KY  HIGH  New  York  may  have  the 
ighest  cost  of  living  in  the  U.S.,  but 
doesn't  look  so  bad  compared 
i/ith  some  other  major  cities:       J" 


DEX:  NEW  YORK=100 


ita:  Mercer  Human  Resource  Consulting 


BILLING  ERRORS 

Shortchanged  on 
Long  Distance 

LONG-DISTANCE  PHONE  COMPANIES  have  little  trouble  putting 
calls  through  without  a  hitch.  But  when  the  bill  comes  in,  well, 
that's  another  story.  Between  3%  and  6%  of  long-distance 
invoices  are  liddled  with  errors,  says  Eric  Goodness,  with 
market  researcher  Gartner. 

The  problem:  massive,  disjointed  networks  and  billing 
systems  can't  always  calculate  the  length,  origin,  or  location  of 
every  call  with  100%  accuracy.  The  errors  might  amount  to  a 
few  seconds  here,  a  few  minutes  there,  but  for  corporations,  it 
adds  up.  Says  Goodness:  "I'm  seeing  companies  save  30%  to 
45%  off  their  telecom  expenses." 

Now  entrepreneurs  are  taking  advantage  of  the  wrong 
numbers  by  offering  systems  that  can  compare  actual  calls 
against  the  bills.  Jack  Holt,  ceo  of  s3  Matching  Technologies  of 
Austin,  Tex.,  says  he  is  saving  some  clients  hundreds  of 
thousands  of  dollars  a  month.  The  uproar  over  billing  errors 
has  pushed  MCI  to  launch  a  task  force  to  review  complaints.  It 
soon  will  decommission  several  redundant  billing  systems  to 
improve  service.  AT&T  says  its  billing  accuracy  has  increased  by 
65%  in  the  past  four  years.  Looks  like  the  long-distance  carriers 
still  have  a  ways  to  go.        -Lorraine  Woellert,  with  Brian  Grow 
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Front 


FACE  TIME 


FRIENDSTER'S 

NEW 

BEST  FRIEND 

What's  a  big-shot  network  guy 
doing  at  a  little  startup  in 
Silicon  Valley?  Driving  the 
next  media  revolution,  says 
Scott  Sassa,  ex-president  of 
NBC  West  Coast,  who  left  on 
June  3  for  social  networking 
phenom  Friendster.  Thanks  to 
the  rise  of  personal  video 
recorders  that  let  people  skip 
ads,  contends  Sassa,  network 
TV  will  be  a  grim  business. 

It's  quite  a  change  in  mind- 
set for  45-year-old  Sassa, 
who  also  helped  start  Fox's 
cable  network.  At  NBC,  he 
oversaw  the  likes  of  The  West 
Wing  and  Fear  Factor  before 
moving  in  2002  to  a  strategic 
planning  job. 

For  now,  Sassa 's  mum  on 
specifics  for  Friendster,  which 
boasts  7  million  registered 
users  who  link  up  with  friends 
to  arrange  dates  and  find 
long-lost  buddies.  He  thinks 
the  site  could  be  a  conduit  to 
Gen  Yers  who  are  turned  off 
by  the  boob  tube.  "There's  a 
powerful  marketing 
potential,"  he  says.  One  hint: 
The  site  could  help  members 
offer  trusted  referrals  of 
products  and  services  to  their 
friends-or  friends  of  friends. 
-Robert  0.  Hot 


TINSELTOWN 

FAST- 
FORWARD  TO 
THE DVD 

MISSED  Jennifer  Garner's  teen 
comedy  13  Going  on  30?  Well, 
you  won't  have  to  wait  too 
long.  Sony  Pictures  plans  to 
have  the  hit  at  a  Blockbuster 
near  you  on  Aug.  3,  scarcely 
three  months  after  it  appeared 
at  the  local  Bijou.  That's 
nearly  a  month  quicker  than 
Sony  averaged  a  year  ago, 
according  to  industry  tracker 
DVD  Release  Report. 

Hollywood  is  simply 
following  the  money. 
Traditionally, 
studios  release 
their  films  on 
DVD  five  or  six 
months  after 
the  premiere. 
But  DVD  and 
video  sales  now  generate 
more  than  twice  as  much 
revenue  as  theater  showings 
says  Adams  Media  Research. 
That's  why  Disney's  Miramax 


unit  will  ship  copies  of  Kill 
Bill  Vol.  2,  starring  Uma 
Thurman  (above),  just  shy  of 
four  months  after  its  Apr.  16 
opening,  says  DVD  Release 


GASSY  SUV  use  may 

be  restricted  in  France 


SPORT  FUTILITY 

PARIS:  CITY 
OF  LIGHT 
VEHICLES? 

MANUFACTURERS  OF  sport- 
utility  vehicles,  already 
fretting  that  high  gas  prices 
could  crimp  U.S.  sales,  now 
have  a  political  backlash  in 
France  to  contend  with.  On 
June  8,  the  Paris  City  Council 
endorsed  a  plan  to  forbid 


driving  most  SUVs  in  the 
city  on  days  when  a  pol- 
lution alert  is  in  effect. 
There  were  19  such  days 
last  year.  SUVs  would 
also  be  permanently 
banned  from  roads  along  the 
Seine  and  in  major  parks. 

The  plan,  which  could  take 
effect  next  year,  would  apply 
to  vehicles  with  high  carbon- 
dioxide  emissions.  Most  of 
those  affected  would  be  SUVs, 
which  according  to  govern- 
ment statistics  release  twice 
as  much  C02  as  smaller  cars. 
Oddly,  the  action  comes  as 
the  SUV  craze  is  catching  on 
in  France.  Sales  grew  11%  last 
year  and  account  for  5%  of  all 
car  sales.        -Adeline  Bonnet 


Report.  Sony  also  says  it's 
planning  to  release  DVDs 
of  its  comic  book  adventure 
film  Hellboy  a  little  less 
than  four  months  after  its 
Mar.  30  debut. 

Theater  owners  worry  tha 
folks  will  find  it  easier— and 
cheaper— to  wait  for  the  DVI 
rather  than  brave  the  lines  at 
their  cineplex.  But  theaters 
are  "aiding  and  abetting" 
quicker  DVD  releases  by 
playing  films  on  more  screen 
says  longtime  studio  executr 
Amir  Malin.  That  shortens 
box  office  runs  and  allows 
studios  to  hustle  DVDs  to 
market  even  faster. 
Still,  Malin  says 
Hollywood  risks  angerinj 
theater  owners  as  it 
releases  more  DVDs  aftei 
just  three  months.  Last 
year,  several  theaters 
threatened  not  to  show 
Fox's  From  Justin  to  Kell;\ 
when  Fox  planned  a  D\  | 
release  six  weeks  after  its 
premiere.  Fox  backed  off. 
Sometimes,  the  biggest  fig!  | 
scenes  aren't  on  the  big 
screen.  -Ronald  Gro^ 


THE  STAT 


The  number,  in 
thousands,  of 
copies  of 

The  Passion  of  the 
Christ  available  for. 
download  in  May,  the! 
most  of  any  movie.  I 
So  much  for  "thou 
shalt  not  steal." 


Data:  BayTSP 
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tVtKY  bHimiMCj 

COMPANY  HAS 
TRUCKS  AND  PEOPLE 

WE  HAVE  TRUCKS, 
PEOPLE  AND 


SOMETHING  TO  PROVE 


Finally,  a  shipping  company  that  works  with  you  the  way  you  want  fo  work. 
\To  more  rigid  schedules.  No  more  treating  small  business  like  small  business. 
Want  proof?  Call  us  at  1-800-CALL  DHL. 


www.dhl.com 


WE  MOVE  THE  WORLD 
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Front 


RIGHTS  WATCH 

A  REAL  HITCH 
FOR  THE 
REAL  THING? 

IS  THE  SUGAR  that  goes  into 
Coca-Cola  in  Central  America 
being  produced  with  child 
labor?  Human  rights  activists 
claim  Coke  buys  sugar  from  a 
refiner  in  El  Salvador 
supplied  by  plantations  using 


EL  SALVADOR 

A  ruckus  over 
cane  workers 


child  labor. 

The  sugar, 

bought  by  the 

beverage  giant  in 

bulk  from  the  nation's  largest 

mill,  Central  Izalco,  is  used  in 

bottled  drinks  sold  in  El 


GEARING  UP 

THE  BRIGHT 
SIDE  TO 
OFFSHORING 

FOR  TECH  COMPANIES,  India  is 
more  than  a  source  of  cheap 
labor— if  s  a  booming  market. 
Thanks  to  reduced  tariffs,  a 
surging  economy,  and  all 
those  software  writers,  sales  of 
gear  such  as  cell  phones  and 
PCs  are  expected  to  jump  20% 
this  year,  to  $6  billion. 
Now,  companies  are 
expanding  in  India.  Elcoteq 
Network,  which  makes  cell 
phones  for  Nokia,  is  building  a 
plant.  And  contract  manu- 
facturer Flextronics 
International,  which  just 
bought  local  telecom  player 
Hughes  Software,  plans  to  make 
cell-phone  components. 

-Manjeet  Kripalani 
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Salvador  and  in  canned  sodas 
sold  across  Central  America. 
Human  Rights  Watch,  a  New 
York  advocacy  group,  says  its 
investigations  through  2003 
revealed  that  Izalco  is 
supplied  by  four  plantations 
that  routinely  use  workers 
under  the  age  of  18.  Michael 
Bochenek,  a  lawyer  for  the 
group,  contends  Coke  should 
use  its  clout  with  refiners  to 
prevent  the  use  of  child  labor. 
"They  have  a  responsibility  to 
ensure  that  human 
rights  are  respected 
further  back  in  the 
supply  chain,"  he  says. 

A  Coke  spokeswoman 
notes  that  none  of  the 
direct  suppliers  to  Coke 
bottlers— the  mills  and 
refiners— use  child 
labor.  She  says  Coke  is 
working  with  the  sugar 
industry  there,  which 
recently  enacted  new 
guidelines  that  it  hopes 
will  minimize  the  use  of  child 
labor  during  the  2004-05 
harvest.  -Dean  Foust 


SCOUTED 

COOKIE  DOUGH 

A  word  to  Thin 

Mint  lovers:  Girl 

Scouts  are 

stepping  up 

their  efforts  to 

make  cookie 

deadbeats 

pay  up.  OldDebts.com,  a  debt  collector,  has  been 

hired  to  send  2,000  letters  in  one  Midwestern  sta 

alone.  It  won't  reveal  which  state,  and  the  parent 

organization,  Girl  Scouts  of  the  USA,  says  cookie 

sales  are  run  locally.  But  it's  not  the  first  time  Girl 

Scouts  have  used  enforcers  to  collect  their 

Samoas.  Last  year  a  Washington  group  hired  an 

agency  to  recoup  $30,000  it  was  owed.  Girl  Scou 

may  need  someone  on  retainer:  Next  spring,  the 

average  price  of  a  box  of  cookies  could  jump  as 

much  as  50&  to  $3.50.  -Jessi  Hemf 


DRAWN  &  QUARTERED 


YesTeRWs  Rebellious  Teen. 


of  W  MOM'S 
I       CiSAflETTESr 

'71 


Today's  Rebellious  teem. 


x  stole  a  Box 

OF  MY  MoM's 

TWlNKIK' 


YOU  SEE  AN  AGING  GENERATION. 
WE  SEE  A  GOLDEN  OPPORTUNITY. 

Our  perspective  helps  us  spot  investment  opportunities  ahead  of  the  pack. 

When  our  fund  managers  found  a  company  developing  a  new 
treatment  for  the  age-old  problem  of  arthritis,  they  invested  early 
in  its  stock.  That  company  is  now  the  world's  largest  biotech 
firm,  and  has  been  providing  healthy  returns  for  our  fund  shareholders. 

Identifying  an  investment  opportunity  like  this  requires  a  unique  per- 
spective. Ours  comes  from  using  bottom-up  research  to  identify  compa- 
nies with  clear  drivers  of  earnings  growth.  With  one  of  the  industry's 
largest  research  staffs  committed  to  strong  long-term  performance  without 
taking  unnecessary  risks,  Franklin  has  been  discovering  growth  opportu- 
nities with  true  potential  for  more  than  50  years. 

For  details  on  how  Franklin's  perspective  might  benefit  your  portfolio, 
mail  in  the  postage-paid  card,  see  your  financial  advisor,  call  1-800-FRANKUN, 
Ext.  F829  or  visit  us  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PE  RSPECTI VE®  > 


Class  A' 


1-Year 


5-Year 


10-Year 


35.51% 


6.53% 


14.75% 


Before  investing  in  Franklin  Flex  Cap  Growth  Fund,  you  should  carefully  consider  the  fund's  investment 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus, 
which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  invest- 
ing. Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be 
worth  more  or  less  than  the  original  cost.  Performance  data  quoted  includes  the  maximum  5.75% 
initial  sales  charge  and  represents  past  performance,  which  does  not  guarantee  future  results.  More 
recent  returns  may  differ  from  figures  shown;  for  most  recent  month-end  performance  figures,  please 
visit  franklintempleton.com.  Tne  fund's  focus  on  securities  of  California  companies  involves  special 
risks  including  increased  susceptibility  to  adverse  economic  or  regulatory  developments  in  that  state. 
Smaller-company  stocks  have  historically  exhibited  greater  price  volatility  than  larger-company  stocks, 
particularly  over  the  short  term.  Technology  stocks  can  be  highly  volatile. 
Holdings  subject  to  change. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


fThe  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  8/3/98,  fund  shares  were  offered  at  a  lower  initial  sales  charge,  thus  actual 
returns  may  differ.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gams 
at  net  asset  value.  BWK6/04 


The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


He  Put  an  End 
To  Polio 


NOT  QUITE  50  YEARS  after  the  Salk 
vaccine  was  created,  polio  in  America  is  a 
terror  of  the  past.  But  in  the  '50s,  tens  of 
thousands  of  people— mostly  children- 
fell  victim  to  the  disease  every  year. 
Come  summer,  when  polio  hit  hardest, 
newscasts  carried  the  day's  tally  of  new 
cases.  Parents  were  afraid  to  let  children 


swim  in  public  pools  or  go  to  the  movies. 

No  wonder  Dr.  Jonas  Salk,  developer  of  the 
first  polio  vaccine,  became  a  revered  name. 
While  the  science  that  laid  the  foundation  for 
the  vaccine  was  done  by  others,  it  was  Salk  who 
moved  with  lightning  speed  to  develop  and  test 
it.  As  he  relendessly  perfected  the  vaccine,  he 
had  to  face  down  critics  who  argued  that  his 
approach,  which  used  an  inactivated  rather 
than  weakened  form  of  the  virus,  was  flawed. 
"Taking  a  live  infectious  agent  and  rendering  it 
into  a  safe  vaccine  was  just  a  tremendous  piece 
of  work,"  says  Emilio  A.  Emini  of  the  Inter- 
national AIDS  Vaccine  Initiative.  ^^^^^" 

Salk  was  born  in  New  York  in  1914.  His 
strong-willed  mother,  a  Russian  Jewish  immigrant,  expected 
great  things  of  her  firstborn.  After  graduating  from  the  City 
College  of  New  York,  he  earned  a  medical  degree  from  New 
York  University  in  1939  and  went  to  work  for  noted  virologist 
Thomas  Francis  Jr.  at  the  University  of  Michigan.  Under 
Francis,  who  was  developing  a  flu  vaccine  for  the  Army,  Salk 
showed  a  flair  for  laboratory  innovation. 

Salk  had  a  restless  ambition,  however,  and  in  1947  moved 
on  to  the  University  of  Pittsburgh.  It  was  considered  a 
scientific  backwater,  but  he  saw  the  chance  to  build  his  own 
lab.  Funds  were  limited,  so  Salk  took  on  the  lucrative  but 
tedious  job  of  helping  the  National  Foundation  for  Infantile 
Paralysis  identify  the  strains  of  polio  circulating  in  the  U.S. 

In  1949  the  breakthrough  that  paved  the  way  for  the  polio 
vaccine  came  when    >hn  F.  Enders  and  his  team  were  able  10 
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In  the  '50s? 
Jonas  Salk 
moved  with 
lightning 
speed  to 
develop  and 
test  a  vaccine 


cultivate  the  polio  virus  in  test  tubes.  Until 
then,  scientists  had  to  rely  on  infected 
monkeys  for  a  supply  of  the  virus.  Salk  seiz 
on  the  discovery  not  only  to  accelerate  his 
identification  work  but  also  to  use  in  the  ne 
step:  vaccine  development. 

Here  Salk  departed  from  many  leaders  in 
field.  Pioneers  such  as  Alfred  Sabin  argued  tl 
true  protection  from  the  virus  would  come  o 
through  a  vaccine  based  on  a  live,  but 
weakened,  virus.  Salk  and  others  said  an 
inactivated,  or  "killed,"  virus  could  offer 
immunity.  Dismissing  critics,  Salk  came  up 
I  with  an  effective  way  of  inactivating  the  vim 

and  personally  conducted  early  human  trial.' 
the  vaccine,  which  demonstrated  its  effectiveness. 

But  if  Salk  won  long-lasting  public  gratitude  after  it  \va; 
announced  on  Apr.  12, 1955,  that  the  vaccine  worked,  he 
struggled  to  gain  respect  from  his  colleagues.  Critics  snipe 
that  while  his  work  was  solid  laboratory  chemistry,  others 
were  responsible  for  the  brilliant  advances  that  made  it 
possible.  And  some  resented  the  sudden  prominence  that 
made  him  a  figure  much  in  demand.  "My  father  wanted  tc 
back  to  the  lab,"  says  son  Dr.  Darrell  Salk,  "but  he  couldn' 
Salk  went  on  to  found  the  highly  regarded  Salk  Institute 
Biological  Studies  in  1963,  and  in  the  years  before  his  deat 
1995,  he  was  immersed  in  the  hunt  for  an  AIDS  vaccine.  U 
the  end  he  remained  driven  by  the  desire  to  turn  scientific 
insight  into  real-world  treatments.  ■ 

-ByAmyBa 
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Brilliant  pages  at  the  lowest  cost. 

Kyocera  makes  color  simple  and  affordable. 

You  like  the  impact  of  color.  Kyocera's  color  is  affordable, 
with  the  lowest  cost  per  page  in  the  industry.  Give  your 
documents  that  dynamic,  professional  look  only 

Kyocera  offers.  Now,  make  color  part  of  your 

business,  at  a  price  that  makes  sense. 

Purchasing  Director 
Northeast 

kyoceramita.com/us 
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Color  Friendly  because: 

•  Brilliant,  Crisp  Resolution 
•  Lowest  Cost  per  Color  Page1 

•  Industry's  Best  Warranty 
•  Rated  #1  in  Performance/Reliability2 


The  simple  idea  that's  making  it  big  everywhere. 
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Document  Solutions 

KYOCERA  MITA  CORPORATION     KYOCERA  MITA  AMERICA.  INC..  a  group  company  of  Kyocera  Corporation 
KYOCERA  MITA  CORPORATION  AND  KYOCERA  MITA  AMERICA.  INC..  •PEOPLE  FRIENDLY-.  THE  KYOCERA  -SMILE-  AND  THE  KYOCERA  LOGO  ARE  TRADEMARKS  OF  KYOCERA.   2003  Source:  ARS.  Inc:  'Industry  Analysis,  lot. 
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EDITOR'S  MEMO 


A  Fresh  Point  of  View 


WE  ARE  PROUD  TO  WELCOME  GLENN 
Hubbard  this  week  as  a  contributor  to 
the  Economic  Viewpoint  column. 
Hubbard  has  just  been  named  dean  of 
Columbia  Business  School, 
and  his  first  day  in  the  dean's 
office  will  be  July  1.  From 
February,  2001,  to  March, 
2003,  he  served  as  chairman 
of  the  U.S.  Council  of 
Economic  Advisers  for 
President  George  W.  Bush.  As 
CEA  chairman,  he  advised  the 
President  on  economic,  tax, 
health-care,  and  budget 
policy— all  the  big  stuff.  His 
first  government  experience 
was  as  deputy  assistant  secretary  at  the 
U.S.  Treasury's  Tax  Policy  Dept.  from 
1991  to  1993  under  George  H.W.  Bush. 
Hubbard  grew  up  in  Apopka,  Fla.,  a 
town  of  2,000  north  of  Orlando.  He 
studied  engineering  and  economics  at 
the  University  of  Central  Florida  and 
received  his  PhD  in  economics  at 
Harvard  University.  He  first  taught  at 
Northwestern  University  and  moved  to 


HUBBARD 

Columbia 


Columbia  in  1988,  teaching  economics 
and  serving  as  senior  vice-dean  of  the 
business  school  and  co-director  of  the 
Entrepreneurship  Program.  Hubbard 
has  sat  on  the  advisory 
boards  of  the  Council  on 
Competitiveness,  the 
American  Council  for  Capit;  | 
Formation,  and  the  Tax 
Foundation. 

As  readers  will  soon 
discover,  Hubbard  is  an 
eclectic  conservative:  His 
research  spans  corporate 
finance,  international 
finance,  monetary  economic| 
and,  of  course,  tax  policy.  Htl 
will  make  a  valuable  addition  to  the 
Economic  Viewpoint  column.  You  can 
read  his  first  column  on  page  34,  when! 
he  tackles  the  tough  choices  facing  the  f 
nation  on  Social  Security  and  Medicart 
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Dean  of 
B-school 


SUPERCOMPUTERS: 

A  NEW  KIND  OF  STRAITJACKET? 

THE  ADVENT  OF  supercomputers 
"whizzing  through"  41  trillion  calcula- 
tions a  second  should  contribute  expo- 
nentially to  increase  our  knowledge  in 
many  fields  ("Supercomputers,"  Special 
Report,  June  7).  But  the  power  of  these 
supercomputers  raises  two  major  con- 


cerns. The  first  is  man's  ability  to  verii 
the  findings  such  machines  will  delive 
In  the  past,  when  errors  led  us  astra 
truth  would  finally  win  the  day:  in  bot 
cases,  the  result  of  direct  human  endea\ 
or.  This  will  no  longer  be  the  case  as  w 
become  passive  recipients  of  new  ir 
sights,  the  fabric  of  which  we  would  b 
unable  to  assess  or  understand  throug 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Is  Schwab's  latest  come-on  enough?" 
(News:  Analysis  &  Commentary.  June  7) 
should  not  have  concluded  that  Charles 
Schwab  &  Co.  is  losing  market  share  to 
Merrill  Lynch  &  Co.  Unlike  other  firms  cited 
in  the  story,  Merrill  does  not  disclose 
trading  volume  or  the  number  of  accounts 
in  its  retail  brokerage  business. 


our  sole  brain  power.  The  schisms  of  the 
future  (in  politics,  in  religion,  in  science) 
will  result  from  acceptance  of  new 
gospel  spewed  out  by  supercomputers 
churning  calculations  at  tera-peta-etc- 
flops  speed. 

The  second  concern  is  intrinsic  to  the 
nature  of  our  knowledge,  compared  in  its 
progress  to  "peeling  an  onion."  Each  suc- 
cessive layer  not  only  "poses  harder 
questions,"  as  you  suggest,  but  often  calls 
into  question  the  very  assumptions  that 
held  the  previous  layer  in  a  coherent 
structure.  The  Big  Bang  theory  is  predi- 
cated upon  a  "singularity"  at  the  instant 
of  creation,  which  is  outside  the  very  laws 
or  assumptions  that  lead  to  it  as  a  neces- 
sary construct  in  the  first  place. 

Progress  in  knowledge  appears  to  be 
more  frequently  the  result  of  intuition- 
some  may  say  guesswork— than  of  neces- 
sary, but  stolid,  calculations.  It  is  reason- 
able to  wonder  whether  these  machines, 
which  we  have  devised,  will  expand  our 
knowledge  beyond  the  straitiacket  of  its 
form,  and,  if  able  to  do  so,  whether  that 
"new"  knowledge  will  be  compatible 
with  our  thought  process. 

-Antonio  Albert 
London 

BEFORE  XEROX, 
THERE  WAS  BATTELLE 

"A  dogged  image  maker"  (The  Great  In- 
novators, June  7)  omitted  one  important 
contributor  to  the  success  of  Chester  Carl- 
son's invention:  About  1944,  Carlson 
was  looking  for  some  organization  to  take 
over  his  patent  and  carry  it  to  a  finished 
product.  His  search  lead  him  to  Battelle 
Memorial  Institute,  a  nonprofit  research 
laboratory  in  Columbus,  Ohio.  It  per- 
formed research  and  development  on  the 
process  for  the  next  12  to  15  years.  As 
many  as  a  dozen  scientists  worked  under 
Homer  Winkler  on  the  project. 

Battelle  sold  its  patents  and  rights  to 
Haloid  Co.  (later  Xerox  Corp.),  which 
carried  the  process  to  production.  In  the 
1960s,  Battelle  sold  the  stock  it  had 
received  from  Xerox  for  a  rumored 
$350  million,  making  it  the  richest  non- 


profit research  organization  in  the  world. 
Although  Xerox  made  major  contribu- 
tions in  bringing  Carlson's  process  to 
market,  they  were  starting  on  the  shoul- 
ders of  researchers  performing  years  of 
work  at  Battelle  Memorial  Institute. 

-Charles  R.  Simcoe 
Albany,  N.Y. 

WHEN  ATHLETES 
SPECIALIZE  TOO  YOUNG 

IT  IS  FITTING  THAT  "Young  athletes, 
Big-league  pain"  (Personal  Business, 
June  7),  about  athletic  injuries,  is  dated 
the  same  day  that  Major  League  Baseball 
holds  its  annual  draft.  I  view  this  as  a  day 
of  reckoning,  when  a  great  many  parents 
have  to  deal  with  the  realization  that  not 
only  did  their  son  not  get  a  college  schol- 
arship but  he  also  didn't  get  drafted  by  a 
major  league  team.  It  is  only  then  that 
they  notice  that  many  of  the  experts  who 
convinced  them  that  their  sons  had  major 
league  potential  are  also  men  who  make  a 
living  as  personal  coaches. 

There  is  nothing  wrong  with  parents 
wanting  the  best  for  their  children,  but  it 
is  misguided  to  invest  thousands  of  dol- 
lars and  inordinate  amounts  of  time  spe- 
cializing in  any  sport  before  a  child  plays 
even  one  varsity  high  school  game.  It 
would  be  much  wiser  for  parents  to  invest 
this  money  for  the  child's  future  tuition 
needs  while  their  child  grows  up  experi- 
encing a  wide  range  of  sporting  activities. 
If  the  child  is  truly  major  league  material, 
his  talent  will  surface  in  time. 

-Rey  Hernandez 
San  Diego 

PROMOTING  DIESEL 
IN  THE  U.S.  IS  A  BAD  IDEA 

AS  A  BELGIAN,  I  can  bear  witness  to  the 
consequences  of  the  "successful"  intro- 
duction of  diesel  engines  for  passenger 
cars  in  Europe  ("Diesel  deserves  a  second 
chance,"  News:  Analysis  &  Commentary, 
May  31).  The  primary  reason  for  success 
is  that,  unlike  in  the  U.S.,  the  price  at  the 
pump  does  not  reflect  the  production 
cost:  Because  of  far  lower  taxation  (to  en- 
courage and  support  road  transporta- 
tion), diesel  is  25%  to  30%  less  expensive 
than  gasoline,  even  though  production 
costs  are  typically  10%  higher. 

U.S.  regulators  can  hardly  be  too  cau- 
tious with  the  diesel  problem.  Keeping  its 
use  limited  to  professional  applications 
(buses  and  trucks)  will  allow  for  an  effi- 
cient cleanup  action.  In  Europe,  diesel 
use  in  passenger  cars  is  so  widespread 
that  politicians  are  reluctant  to  go  against 
the  perceived  interest  of  this  ill  (or  un)-in- 
formed  group.  Do  think  long  and  hard  be- 


fore giving  diesel  a  second  chance.  I 
ally  doesn't  deserve  it! 

-Marc  Courtt 
Erembodegem,  Bel^. 

BUYING  A  GAS  GUZZLER 
CAN  SAVE  YOU  MONEY 

"STEERING  AWAY  from  guzzlers"  (Nc 
Analysis  &  Commentary,  May  31)  It 
off  with  a  person  who  traded  in  her  2 
Expedition  because  of  the  gas  consu: 
tion  and  smog.  First,  the  owner  t 
somewhere  around  a  $20,000  hit  on 
depreciation  to  save  maybe  $500  per 
in  gas  costs.  Second,  the  2000  Expedi 
was  rated  as  a  low- emission  veh 
(LEV),  so  smog  generation  wasn't  ar 
sue.  The  contrarian  play  would  be  to 
an  SUV  when  the  prices  collapse.  \ft 
you  save  on  the  purchase  price  would' 
10  years  of  gasoline. 

-Adam  R.  Ft 
Canfield,  C 
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he  future  isn't 
what  it  used  to  be, 


/ 


r     a 


It's  more  predictable  because  it's  more  visible 
Unisys  announces  3D  Visible  Enterprise, 


Imagine  any  change,  strategic  or  operational 
and  knowing  how  it  will  affect  every  layer 
and  process  of  your  organization.  Imagine 
knowing  the  impact  of  major  IT  investments 
before  you  make  them. 

That's  what  happens  when  you  become  a 
3D  Visible  Enterprise. 

You  can  see  cause-effect  relationships 
that  were  hidden.  You  see  interactions 
from  multiple  perspectives.  More  than 
ever  before,  the  future  is  predictable. 

At  Unisys,  we're  creating  3D  Blueprints 
to  map  and  reveal  these  cause-effect 
relationships  -  from  business  vision, 
to  business  operations,  to  the  IT 
infrastructure  that  supports  them. 
Our  3D  Blueprints  combine  to  form  a 
comprehensive  virtual  modei  -  a  highly 
predictive  tool  that  allows  you  to  see 
effects  of  change  and  make  smarter  choices. 

Everything  we  do  at  Unisys  can  move  you 
toward  becoming  a  3D  Visible  Enterprise  - 
to  help  you  see  more  consequences  and 
trust  what  you  see.  In  other  words... 


0 


Now  see  the  results 
your  decisions  before 
ou  make  them , 


Go  to  3DVisibleEnterprise.com 
and  see  what  we're  doing  for 
businesses  and  governments, 


UNISYS 

Imagine  it.  Done. 


Consulting  x  Systems  Integration  x  Outsourcing       Infrastructure  x  Server  Technology 


Books 


Ten  Serious  Reads  for  Summer 


Compiled  by  Hardy  Green 


\s  the  deadline  approaches  for  a 
urnover  of  power  in  Iraq,  few  writers 
;eem  more  on  target  than  Fareed 
Sakaria.  Democracy  and  liberty  are  not 
dentical,  notes  the  author,  who  is  editor 
)f  Newsweek  International,  and  the 
mndle  of  freedoms  that  we  regard  as  key 
o  civilized  political  life— from  the  rule  of 

iw  to  the  rights  of  free  speech  and  religion— have  nothing 
ltrinsically  to  do  with  voting.  Accordingly,  his  latest  book, 
he  Future  of  Freedom:  Illiberal  Democracy  at  Home  and  Abroad 
Norton,  $14.95),  has  some  advice  for  nation-builders: 
instruct  the  institutions  of  classical  liberalism  first,  then 
old  elections.  This  volume,  which  reviewer  Bruce  Nussbaum 
ailed  "intensely  provocative,"  was  first  published  in  April, 
003,  only  days  after  the  invasion  of  Iraq  began.  In  a  new 
fterword  to  the  just-published  paperback  edition,  Zakaria 
effects  on  the  challenges  in  that  chaotic  land.  Here's  a  dose  of 
is  realism:  No  matter  how  well  a  transfer  of  power  goes,  the 
IS.  must  "come  to  terms  with  the  reality  that  America  now 
as  a  51st  state  called  Iraq." 
That's  serious  reading  for  summer,  of  course.  And 
akaria's  is  only  one  of  the  books  in  BusinessWeek 's  annual 
aperback  roundup  that  homes  in  on  world  political  woes. 
obert  Kagan's  Of  Paradise  and  Power:  America  and  Europe  in  the 
ew  World  Order  (Vintage,  $11)  also  presents  a  bracing 
utlook:  "It's  time  to  stop  pretending  that  Europeans  and 
mericans  share  a  common  view  of  the  world, 
r  even  that  they  occupy  the  same  world," 
rites  the  senior  associate  at  the  Carnegie 
ndowment  for  International  Peace.  Americans, 
ath  their  vast  military  power  and  willingness 
)  use  it,  are  from  Mars,  it  seems.  Meanwhile, 
uropeans,  who  lack  such  military  resources 
nd  prefer  to  employ  "soft"  tactics  such  as 
iplomacy  or  foreign  aid,  are  from  Venus.  In  a 
ew  afterword  to  what  reviewer  John  Rossant 
ailed  a  "slender  but  brilliant"  book,  Kagan  says     ^^^^^" 
lat  the  ability  to  confer  or  deny  legitimacy  to 
ny  military  action  is  Europe's  "comparative  advantage  in  the 
ew  geopolitical  jostling  with  the  U.S." 
Corporate  Warriors:  The  Rise  of  the  Privatized  Military  Industry 
brnell  University  Press,  $19.95),  by  Brookings  Institution 
:llow  P.W.  Singer,  provides  a  thoughtful,  engaging  critique  of 
ie  U.S.  government's  growing  dependence  on  private 
Dmpanies  to  wage  war.  Mercenaries  in  the  employ  of  the 

Jmtagon  have  made  news  with  every  new  controversy  in 
aq,  from  the  ambush  that  sparked  the  siege  of  Fallujah  to 
ie  prisoner  abuses  in  Abu  Ghraib  prison  and  the  raid  on 


These 
paperbacks 
give  you  lots 
to  ponder  on 
the  beach 


fi. 


Ahmed  Chalabi's  offices.  The  involvement  of 
these  for-profit  fighters  has  inspired  plenty  of 
political  vitriol,  much  of  it  directed  at 
Halliburton,  Vice-President  Dick  Cheney's 
former  employer.  But  there  are  some  less-well- 
known  players  here,  too:  DynCorp,  MPRI,  and 
ICI  Oregon,  which  do  everything  from  database 
work  to  intelligence-gathering.  The 
phenomenon  is  likely  to  keep  generating 
■  headlines  no  matter  who  is  elected  Vice- 

President  this  fall. 
For  a  look  back  at  the  unlamented  period  of  the  Cold  War, 
there's  William  Taubman's  871-page  Khrushchev:  The  Man  and 
His  Era  (Norton,  $17.95),  winner  of  the  2004  Pulitzer  Prize  for 
biography.  Reviewer  Rose  Brady  called  this  book  "a 
fascinating  look  at  a  complicated,  self-made  man."  Born  to  an 
impoverished  Russian  peasant  family,  Khrushchev  became  a 
metalworker,  union  militant,  Communist  Party  leader 
presiding  over  the  Stalinist  purges  in  Ukraine,  member  of  the 
inner  circle,  and,  finally,  head  of  the  Soviet  state.  And  that  was 
just  the  prelude:  Khrushchev's  term  of  office,  from  1955  to 
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1964,  saw  triumphs  in  space  flight  and  foreign  policy, 
brinkmanship  over  the  Berlin  Wall  and  missiles  in  Cuba,  and, 
importandy,  a  nuclear- weapons  test  ban  with  the  U.S.  and 
Britain.  Taubman,  a  professor  of  political  science  at  Amherst 
College,  probes  deeply  into  the  Soviet  Premier's  personality, 
finding  him  to  be  engaged  in  a  "desperate  search  for  respect." 

The  formative  influences  of  U.S.  capitalism  are  the  subject 
of  City  University  of  New  York  historian  Thomas  Ressner's 
Capital  City:  New  York  City  and  the  Men  Behind  America's  Rise  to 
Economic  Dominance,  1860-1900  (Simon  &  Schuster,  $15).  After 
the  Civil  War,  New  York  emerged  as  the  nation's  dominant 
metropolis  and  its  financial  capital.  Kessner  asks:  Would  the 
US.  economy  be  the  same  today  if  that  city  had  been,  say, 
cautious  and  pedigree-conscious  Boston?  The  author  has  his 
doubts.  He  celebrates  New  York's  vibrancy,  its  "audacious 
and  driven  businessmen,"  as  well  as  the  "civic  values, 
countervailing  business  and 
economic  interests,  intellectuals, 
reformers,  and  the  labor 
movement"  that  bridled 
capitalism's  oppressive  side. 
Here  are  portraits  of  Theodore 
Roosevelt,  J.  P.  Morgan,  urban 
developer  Andrew  Haswell 
Green,  and  Tammany  Hall 
political  boss  William  Marcy 
Tweed.  Remembered  by  most  as 
a  vile  king  of  graft,  Tweed  is  also 
portrayed  here  as  "a  born  genius 
at  organization,"  whose  plan  for 
modernization  remade  the  city. 

An  unabashed  scoundrel  is 
the  subject  of  former  BusinessWeek  editor  Donald  Dunn's 
Ponzi:  The  Incredible  True  Story  of  the  King  of  Financial  Cons 
(Broadway  Books,  $14).  Originally  published  in  1975,  the 
book  has  just  been  re-released  as  part  of  a  series  called  the 
Library  of  Larceny,  along  with  such  titles  as  New  Yorker  writer 
A.J.  Liebling's  1942  The  Telephone  Booth  Indian.  Dunn  tells 
how  a  self-educated  Italian  immigrant  transformed  himself 
into  a  "wizard  of  finance."  In  reality,  of  course,  Charles  R 
Ponzi  was  running  a  rob-Peter-to-pay-Paul  scheme  in  which 
the  funds  of  latecomers  went  into  lavish  payouts  for  the  early 
birds.  The  book's  made-up  dialogue  seems  bogus— but  also 
weirdly  suited  to  the  pulp-nonfiction  topic.  "I'm  drier  than  a 
Methodist  conclave,"  Ponzi  exclaims  at  one  point,  calling  for 
a  drink  to  cement  a  deal.  Later,  one  satisfied  "investor" 
announces:  "Mr.  Ponzi,  you  d'  greates'  'talian  of  anybody!" 
But  Ponzi  himself  claims  only  third  place,  behind  Christopher 
Columbus  and  radio  inventor  Guglielmo  Marconi. 

History  buffs  may  also  enjoy  Gavin  Weightman's  The  Frozen 
Water  Trade:  A  True  Story  (Hyperion,  $$13.95),  an  engaging 
and  compact  account  of  a  little-remembered  oddity  of  the 
past:  the  sale  of  natural  ice  harvested  from  America's 
northern  lakes  and  rivers.  By  the  mid-19th  century,  Americans 
from  all  walks  of  life  had  grown  accustomed  to  using  ice  to 
preserve  perishable  food,  chill  drinks,  and  make  ice  cream. 
Nor  were  they  alone:  American  ice  was  transported  around 
the  world  in  insulated  ships.  Weightman  profiles  Boston-area 
entrepreneur  Frederick  Tudor,  without  whose  effort  the  ice 
industry  might  not  have  developed.  The  book  also  provides 
engrossing  detail  on  the  grueling  extraction,  which  was  often 


carried  on  at  night  by  teams  of  workers  using  pickaxes,  saws, 
and  horse-drawn  ice  plows.  Even  though  artificial  ice  was 
being  hianufactured  as  early  as  the  1850s,  the  natural-ice 
trade  remained  strong  until  the  1920s. 

The  enigma  that  was  Henry  Ford  is  at  the  center  of  Wheels 
For  the  World:  Henry  Ford,  His  Company,  and  a  Century  of  Progress 
(Penguin,  $18),  which  reviewer  Rathleen  Rerwin  called 
"comprehensive  and  briskly  paced."  Author  Douglas 
Brinkley,  who  has  also  written  biographies  of  Franklin  D. 
Roosevelt  and  Jimmy  Carter,  among  others,  had  access  to  the 
Ford  Motor  Co.  archives  and  was  urged  by  CEO  Bill  Ford  Jr.  tx 
writes  a  "warts-and-all"  book.  While  Brinkley  devotes  500  of 
the  book's  880  pages  to  the  company's  founder,  the  saga 
hardly  ends  there.  He  goes  on  to  tell  how,  at  mid-century, 
Henry  Ford  II  struggled  to  revive  the  carmaker.  The  Edsel,  th< 
Thunderbird,  Lee  Iacocca^the  Mustang,  and  the  Explorer  all 

put  in  appearances,  as  does 
Ford's  current  leadership. 

A  provocative  account  of 
recent  financial  history  is  found 
in  Tearing  Down  the  Walls:  How 
Sandy  Weill  Fought  His  Way  to  the 
Top  of  the  Financial  World ...  and 
Then  Nearly  Lost  It  All  (Free  Press 
$15),  which  reviewer  Heather 
Timmons  called  "well-written 
and  fast-paced."  Author  Monic: 
Langley,  of  The  Wall  Street 
Journal,  tells  the  story  of  Weill's 
rise  to  the  top  of  the  world's 
largest  financial  institution, 
Citigroup.  She  follows  his  caree 
from  its  ignominious  start  at 
Bear,  Stearns  &  Co.,  through  hi 
success  as  the  head  of  brokerag 
house  Shearson,  his  ouster  fron 
American  Express  Co.,  and  his 
comeback  with  consumer- 
finance  company  Commercial 
Credit  Co.  One  omission  of  the 
hardback  edition  is  rectified 
with  a  new  final  chapter,  which 
discusses  developments  since 
Citicorp's  $300  million  fine  and  settlement  with  New  York 
State  over  various  alleged  improprieties  on  Wall  Street. 
Finally,  for  a  bit  of  fun,  try  The  Last  Good  Time:  Skinny 
D'Amato,  the  Notorious  500  Club,  and  the  Rise  and  Fall  of  Atlantic 
City  by  Vanity  Fair  contributor  Jonathan  Van  Meter  (Three 
Rivers  Press,  $14.95).  In  the  late  1940s,  D'Amato  bought  a 
struggling  Atlantic  City  restaurant  with  a  backroom  gamblir 
operation,  the  500  Club,  and  turned  it  into  "ground  zero  for 
tne  supercool  lifestyle."  At  the  club's  zenith  in  the  '50s,  Franl 
Sinatra  played  a  regular  gig  there,  and  such  celebrities  as  Joe 
DiMaggio,  Elizabeth  Taylor,  and  Eartha  Ritt  came  by.  The 
stars  drew  crowds  who  would  pay  to  feel  equally  hip.  But  the 
came  congressional  hearings  on  organized  crime— which 
drew  attention  to  D'Amato's  mob  ties— followed  by  Atlantic 
City's  slow  decline.  Reviewer  Robert  McNatt  enjoyed  the 
book's  "myriad  tales  of  mobsters,  murders,  dames,  celebritie 
and  crooked  pols."  The  Last  Good  Time  may  be  the  perfect 
escape  for  readers  weary  of  geopolitical  gloom.  ■ 


Plenty  about 
the  world's 
political 
woes— and  a 
juicy  mob  tale 
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Undiscovered 
opportunities 

can  bring  value  to  your  portfolio. 


Fidelity's  value  funds  can  be  a  smart  part  of  your  portfolio  today  and  for  the  long  term.  Value  funds  seek  to  invest  | 
in  companies  undervalued  in  the  marketplace  —  companies  Fidelity  feels  may  have  improving  fundamentals 
because  of  factors  like  a  new  product  iaunch,  merger,  restructuring,  or  other  major  business  move.  As  the  chart 
below  demonstrates,  value's  performance  cycles  have  historically  differed  from  growth's.  So  for  a  portfolio  that's 
built  to  last,  consider  making  Fidelity  value  funds  a  part  of  your  investment  strategy  now  and  for  the  future. 


VALUE   COMPLEMENTS   GROWTH    IN   A   BALANCED   PORTFOLIO 


Bars  above  0%  are  years  when 
VALUE  outperformed  Growth. 


Bars  below  0%  are  years  when 
GROWTH  outperformed  Value. 


Source:  FMR,  12/31/03. 
Graph  compares  the 
yearly  difference  in  total 
return  %  between  the 
Russell  3000s  Value  and 
Growth  Indexes,  i.e., 
for  a  given  year  if  Value 
returned  20%  and 
Growth  returned  15%, 
the  chart  would  show 
that  Value  outperformed 
Growth  by  5*.' 
Past  performance  is  no 
guarantee  of  future 
results. 
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You  cannot  invest  directly  in  an  index.  The  Russell  3000  Value  Index  measures  the  performance  of  those  Russell  3000  Index  companies  (3000 
largest  U.S.  companies  based  on  total  market  capitalization)  with  lower  price-to-book  ratios  and  lower  forecasted  growth  rates.  The  Russell  3000 
Growth  Index  measures  those  Russell  3000  Index  companies  with  higher  price-to-book  ratios  and  higher  forecasted  growth  rates. 


Fidelity  Value  Funds 


FIDELITY  EQUITY-INCOME 


FIDELITY  EQUITY-INCOME  II 


FIDELITY  STRUCTURED  LARGE  CAP  VALUE3 


FIDELITY  STRUCTURED  MID  CAP  VALUE3 


FIDELITY  VALUE 


FIDELITY  VALUE  STRATEGIES 


FIDELITY  VALUE  DISCOVERY3 


Average  Annual  Total  Returns2as  of  3/31/04 


I  YEAR 


5 


YEAR 


10 


YEAR  / 
LIFE 


41.13% 
40.15% 
38.84% 
45.65% 
47.53% 
83.73% 
41.46% 


3.40% 
2.70% 

n/a 
n/a 

1 1 .54% 
15.47% 

n/a 


11.33% 

11.16% 

4.75% 

11.30% 

12.57% 

13.37% 

24.26% 

Mutual  fund  performance  fluctuates  and  currently  may  be  significantly  lower  than  stated.  Most  recent  performance  data  is  published 

online  at  each  month  end.  Please  visit  Fidelity.com/performance  or  call  Fidelity  for  current  performance  figures.  Periods  of  market 

strength  may  not  be  repeated.  The  performance  data  featured  represents  past  performance,  which  is  no  guarantee  of  future  results. 

Share  price,  yield  and  return  will  vary  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares. 

Value  stocks  can  perform  differently  from  the  market  as  a  whole.  They  can  remain  undervalued  by  the  market  for  long  periods  of  time. 
Fidelity  Structured  Large  Cap  Value  and  Mid  Cap  Value  Funds  have  a  short-term  trading  fee  of  .75%  on  shares  held  less  than  30  days. 


Fidelity.com/val 
1-800-726-0262 


O  Fidelity 
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je  annual  total  returns  include  changes  in  share  price,  reinvestment  of  dividends,  and  capital  gains. 

/Structured  Large  Cap  Value  and  Fidelity  Structured  Mid  Cap  Value  inception  date  is  11/15/01.  Fidelity  Value  Discovery  inception  date  is  12/10/02. 

i  Distributors  Corporation,  82  Devonshire  Street,  Boston,  MA 

consider  thejund's  investment  objectives,  risks,  charges,  and  expenses  before  investing.  For  this  and  other  information, 
write  to  Fidelity  or  visit  Fidelity.com  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Want  a  Flat  Panel?  Trust 
Your  Eyes,  Not  the  Cost 


When  buying  a  computer  monitor,  the  best  advice  I  can  give  is  this:  Put 
your  money  where  your  eyes  are.  Perhaps  the  most  compelling  reason  to 
buy  a  desktop  computer  is  to  get  your  choice  of  flat-panel  displays.  Of 
course,  laptops  come  with  flat  panels,  too,  but  compared  with  their  deskto 
brethren,  they  are  small,  dim,  and  limited  in  features  and  adjustability. 


E 


PLANAR 
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For  now,  rising  demand  has  ended  the  free- 
fall  in  LCD  prices.  Still,  they're  more 
affordable  than  you  might  think.  A  17-in.  flat 
panel  costs  only  about  $100  more  than  a 
high-quality  19-in.  television-style  CRT 
monitor  and  has  about  the  same  viewing 
area.  In  short,  it  makes  no  sense  to  buy  a  CRT 
monitor  unless  your  budget  is  very  limited. 

Bigger  is  better  when  choosing  a  display. 
The  15-in.  panel  is  the  mainstay  of  laptops, 
but  it  is  disappearing  from  the  desktop 
market.  The  price  difference  between  similar 
15-in.  and  17-in.  units  can  be  as  little  as  $50. 
Prices  for  typical  17-in.  displays  range  from 
$350  to  around  $500,  depending  on  features. 

If  there's  room  in  your  budget,  I  strongly 
recommend  spending  an  additional  $150  or 
so  to  move  up  to  a  19-in.  monitor,  especially  if 
your  vision  is  less  than  perfect.  Both  17-  and  19-in.  monitors 
generally  offer  resolution  of  1280-by-1024  pixels.  This  means 
that  if  you  were  to  plug  both  sizes  of  monitor  into  the  same 
computer,  the  screens  would  look  identical,  except  that 
everything  would  be  a  bit  bigger  on  the  19-in.  version.  This 
can  make  text  considerably  easier  to  read,  especially  the  small 
typefaces  used  on  many  Web  sites. 

YOU  MIGHT  WANT  TO  THINK  EVEN  BIGGER,  especially  if  you  like 
to  work  with  a  lot  of  windows  open  on  your  screen  or  if  you 
plan  to  use  the  display  to  watch  movies  or  television.  Expect 
to  pay  at  least  $900  for  a  20-in.  or  larger  monitor  with  1600- 
by-1200-pixel  resolution.  The  cost  can  be  more  than  worth  it, 
though,  if  you  work  with  large  spreadsheets,  do  photo  or 
video  editing,  design  Web  pages,  or  do  any  other  work  that 
needs  a  lot  of  screen  real  estate.  It  may  seem  odd  to  spend 
substantially  more  for  a  display  than  for  the  computer,  but  it 
makes  sense— you  will  spend  a  lot  of  time  looking  at  the 
monitor,  and  flat  panels  can  oudast  two  or  three  PCs. 

The  price  range  for  monitors  is  vast,  with  some  17-in. 
models  costin  wer  $1,000.  What  are  you  paying  for  in  a 

premium  mou>_  times  the  disparity  is  a  mystery,  with 

price  differences  oi .        100%  among  models  having  nearly 
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identical  specifications,  but  the  spread  can 
reflect  both  basic  quality  and  features.  A 
quick  comparison  in  a  store  will  tell  you 
that  not  all  displays  look  equally  good.  The 
vary  in  sharpness,  brightness,  contrast,  anc 
glare  resistance.  Trust  your  eyes,  not  the 
specs,  because  the  monitor  you  like  may  bt 
one  of  the  least  expensive.  When  shopping, 
try  to  look  at  the  monitor  under  conditions 
as  close  as  possible  to  those  of  your  work 
environment,  and  make  sure  you  can  retur 
the  display  if  it  doesn't  look  right  at  home. 
Expect  to  pay  a  premium  for  monitors 
with  lots  of  adjustment  options,  especialh 
the  ability  to  raise  and  lower  the  screen. 
Some  displays  offer  a  range  of  one-click 
adjustments  that  will  optimize  settings  fo 
uses  such  as  text,  games,  or 
movies.  Built-in  speakers  can  bt 
handy,  but  their  sound  quality  i 
usually  so-so.  Some  premium 
monitors  are  surprisingly  versa 
tile.  The  Samsung  192MP,  for  e> 
ample,  (around  $800)  includes 
tuner  and  cable  input,  which  alJ 
low  it  to  double  as  a  19-in.  flat- 
screen  TV.  Planar  Systems' 
PX212M  (around  $1,400)  is  a 
good  21-in.  unit  that  easily  ro- 
tates between  horizontal  and  vertical  orientations. 

The  variety  of  monitors  on  the  market  and  the  personal  m 
tore  of  the  choice  make  specific  recommendations  all  but  im 
possible.  But  unless  you  have  special  requirements,  flat  pane 
toward  the  lower  end  of  the  price  range  for  their  size  will  ust 
ally  do  fine.  While  you  can't  tell  anything  about  a  computer  b 
its  case,  you'll  know  a  good  display  when  you  see  one.  ■ 

E-mail:  techandyou@businessweek.co. 


JusinessWeek  online 


A  17-in.  goes 
for  as  little  as 
$350  and 
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only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


Hyper-Threading  Technology 
from  Intel!  It's  all  about  productivity. 
There's  no  magic  potion  to  get  a 
workforce  working  harder.  There  is,  however, 
the  power  of  PCs  built  upon  the  Intel'  Pentium'  4 
Processor  with  HT  Technology.  Hyper-Threading 
Technology  was  smartly  designed  to  achieve 
performance  gains  of  up  to  25% 
when  running  two  applications  at  once* 
For  details,  visit  intel.com/business. 
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*Look  for  systems  with  the  Intel®  Pentium®  4  Processor  with  HT  Technology  logo  which  your  system  vendor  has  verified 
utilize  Hyper-Threading  Technology.  Performance  will  vary  depending  on  the  specific  hardware  and  software  you  use.  See 
www.intel.com/info/hyperthreading  for  information.  ©2004  Intel  Corporation.  Intel,  Intel  Inside  and  Pentium  are  trademarks  or 
registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  All  rights  reserved. 


Economic  Viewpoint 


BY  GLENN  HUBBARD 

$  The  Social  Security 
I  And  Medicare  Morass 


What  the  U.S.  needs  is  a  fiscal  debate.  The  coming  months  will  see  heate 
election  discussions  about  near-term  deficits,  interest  rates,  discretionar 
spending  rules,  or  guidelines  for  tax  cuts.  But  if  we  are  serious,  the 
policy  conversation  must  turn  quickly  to  entitlements.  We  can  restrain 
the  growth  of  government  and  improve  the  viability  of  our  entitlement 


programs  at  the  same  time.  But  we  must  start  now. 

First  we  have  to  get  beyond  the  current  debate  over 
whether  or  not  deficits  are  raising  interest  rates  enough  to 
choke  off  the  recovery.  The  deeper,  long-term  problem  facing 
America  is  that  pressures  for  higher  government  spending  are 
no  longer  effectively  countered  by  budget  rules  that  cap  that 
discretionary  spending.  The  Bush  Administration  is 
proposing  ways  to  put  new  rules  in  place  and  must  nurture  an 
agreement  with  Congress  on  fiscal  policy  objectives. 

BUT  EVEN  THIS  IS  NOT  THE  BIG  PROBLEM.  The  2004  Social 
Security  and  Medicare  Trustees  reports  offer  a  sobering 
calculation  of  the  unfunded  liabilities  of  the  two  big 
entitlement  programs.  The  unfunded  liabilities  are  the  excess 
of  promised  benefits  under  current  law  minus  revenues  from 
dedicated  payroll  taxes— or  $72  trillion  in  off-balance-sheet 
obligations,  the  bulk  of  which  stems  from  Medicare.  Compare 
this  to  conventional  government  debt  today  of  $4  trillion. 

These  numbers  are  so  large  that  they  may  escape— rather 
than  seize— the  public's  attention.  And  references  to  "fiscal 
imbalances"  obscure  the  real  discussion,  which  must  be  about 
choices  over  spending  and  taxes.  A  better  way  to  frame  the  issue 
is  the  Congressional  Budget  Office's  projection  that  spending  is 
on  track  to  rise  from  20%  of  gross  domestic  product  in  2010  to 
33%  of  GDP  40  years  later,  dominated  by  Medicare  and  Social 
Security  spending. 

This  shift  and  the  higher  debt-service  costs  it  requires  are 
the  nation's  real  long-term  fiscal  problem.  Indeed,  the  CBO 
projects  a  rise  in  federal  revenue  over  the  next  40  years  as 
economic  growth  pushes  taxpayers  into  higher  brackets. 

Senator  John  F.  Kerry  (D-Mass.)  says  the  fiscal  crisis  is  due  to 
President  George  W.  Bush's  tax  cuts.  This  is  disingenuous. 
Kerry  would  retain  all  of  the  tax  cuts  except  those  for  very  high- 
income  taxpayers— which,  ironically,  are  the  cuts  with  the 
biggest  bang  for  the  buck  since  top-rate  taxpayers  are  often 
entrepreneurs  and  small-business  people.  Besides,  even 
canceling  all  of  the  Bush  tax  cuts  would  contribute  very  little  to 
the  long-run  annual  gap  identified  by  the  CBO.  Its  long-term 
estimates  are  useful,  but  they  can't  come  to  pass.  As  the  late 
economist  Herb  Stein  famously  said:  "If  something  cannot  go 
on  forever,  it  will  stop."  Either  taxes  will  have  to  rise  or  the 
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growth  of  entitlement  spending  will  have  to  be  slowed. 

There  are  two  essential  policy  choices.  The  first  is:  How 
large  do  we  want  government's  share  of  GDP  to  be?  Closing 
the  gap  in  the  CBO  estimates  would  require  large  tax  hikes- 
at  least  a  50%  rise  across  the  board— to  cover  Social  Securil 
and  Medicare  alone.  Such  a  large  increase  in  taxes  would 
discourage  work  effort,  entrepreneurship,  and  investment- 
precisely  at  a  time  when  the  country  needs  the  dividends  oi 
economic  growth  to  meet  the  needs  of  an  aging  society. 

The  second  question  is:  How  do  we  help  younger  worke 
prepare  for  this  shift  to  lower  benefits  in  retirement? 
Incentives  to  save,  such  as  the  Bush  Administration's 
proposal  for  an.  expanded  Retirement  Saving  Account,  offe 

such  an  opportunity  and  would 
generate  new  savings  and  capit 
per  dollar  of  revenue  cost  to  tht 
Treasury.  Dedicating  funds  now 
Social  Security  Personal  Accour 
also  offers  a  way  to  accomplish 
this.  Similar  arguments  can  be 
made  for  Medicare.  The  new 
Health  Savings  Accounts  give 
Americans  the  opportunity  to  &• 
today  for  future  medical  expem 
While  discussions  of  entitJem 
reform  are  central  to  the  long-ru 
fiscal  debate,  more  than  the  bud} 
is  at  stake.  Social  Security  and  Medicare  ensure  support  for  a 
Americans  in  old  age  and  redistribute  resources  from  high- 
lifetime-income  individuals  to  low-iifetime-income  individus 
The  changes  I've  outlined  satisfy  these  objectives.  Saving 
incentives,  Social  Security  Personal  Accounts,  and  Health 
Savings  Accounts  strengthen  individuals'  resources.  Reductii 
in  benefit  growth  can  and  should  be  concentrated  among  up 
income  households  with  little  change  and,  indeed,  an 
improvement  in  the  resources  available  to  the  less  well-off.  V 
have  real  choices  to  make.  We  should  start  making  them.  Hi 

Glenn  Hubbard  will  become  dean  of  Columbia  Business  Schc 
on  July  1.  He  chaired  the  Council  of  Economic  Advisers  under 
George  W.  Bush  from  February,  2001  to  March,  2003. 
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Franco  Sarto's  footwear  designs  stop  women  in  their  tracks,  while 

CIT  financing  solutions  help  the  company  keep  making  one  great  stride  after 

another.  Care  to  try  us  on  for  size?  Visit  CIT.com.  We  see  what  you  see. 
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MORE  TIGHTENING 
WILL  BE  NEEDED 
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EDITED  SY  JAMES  MEHRING 

TENTATIVE 
TIGHTENING 

China's  efforts  to  cool  its 
economy  are  falling  short 


CHINA'S  GOVERNMENT  IS  ON 
a  campaign  to  slow  a  red-hot 
economy  by  imposing  restric- 
tions on  lending  and  foreign 
investment.  The  latest  news 
on  industrial  production  and  the  money 
supply  suggests  some  success.  But  a  new 
index  tracking  Chinese  financial  indica- 
tors shows  Beijing  may  not  be  making 
the  best  choices. 

To  see  how  China's  monetary  policy 
affected  its  economy,  Goldman,  Sachs  & 
Co.  created  a  monthly  Financial 
Conditions 
Index  (FCI).  It 
tracks 

conditions  by 
looking  at  the 
one -year 
lending  rate 
set  by  the 
People's  Bank 
of  China  (less 
inflation),  a 
measure  of 
money  supply 

called  M2,  and  a  real  exchange  rate 
weighted  by  trade  levels  with  other 
countries. 

The  FCI  tracks  China's  economic 
growth  quite  well.  Goldman  economists 
say  official  gross  domestic  product  data 
smooth  out  variability  too  much.  So 
instead,  the  investment  bank  gauges 
growth  by  looking  at,  among  other 
things,  construction,  electricity  usage, 
and  trade.  Movements  in  the  FCI  and 
economic  activity  since  1997  show  that  a 
one-point  rise  in  the  index,  on  average, 
leads  to  a  one-percentage-point  fall  in 
growth  within  two  quarters. 

So  far  this  year,  the  FCI  has  fallen  by 
0.2%  through  April.  Goldman  says  a 
three-point  rise  is  needed  to  slow  the 
economy  to  a  sustainable  growth  rate  of 
9%.  Goldman's  economic  activity  index 
of  China's  economy  showed  12.2% 
growth  from  a  year  ago  in  April. 

The  FCI  indicates  that  tightening  has 
come  only  from  a  drop  in  M2  growth. 
The  economists  say  a  better  approach 
would  be  if  Beijing  let  the  yuan 
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appreciate.  That  would  lessen  the  need 
for  more  rate  hikes  or  slower  growth  in 
M2,  two  moves  that  would  put  more 
strain  on  the  fragile  banking  sector. 

The  slow  pace  of  tightening  raises  the 
danger  of  a  sharp  downturn  in  the  future 
if  free-flowing  credit  worsens  China's 
investment  bubble.  However,  if  Beijing  m 
picks  up  the  pace  of  tightening  solely  via 
reductions  in  liquidity  and  rate  hikes,  it 
risks  a  seizing-up  of  China's  fragile 
financial  market.  That  could  have  a  far 
greater  global  impact. 


NO  SHAME  IN 
BANKRUPTCY? 

A  paper  finds  that  the 
stigma  still  matters 


THE  PERSONAL  BANKRUPTCY 
rate  jumped  nearly  50%  from 
1991  to  1997,  despite  an  eco- 
nomic swing  from  recession  to 
boom.  The  common  view  on 
this  trend  is  that  the  stigma  of  bankrupt- 
cy has  faded.  But  the  cause  may  he  in 
the  changing  financial  sector. 

In  a  paper  published  by  the  Federal 
Reserve  Bank  of  Richmond,  economist 
Kartik  Athreya  measured  the  relative 
importance  of  stigma  compared  with 
economic  factors  such  as  the  risk  of 
becoming  unemployed  and  shocks  to 
income.  Stigma,  of  course,  isn't  a  value 
like  the  jobless  rate.  So  Athreya  imputed 
stigma  by  comparing  actual  bankruptcy 
data  from  1991— such  as  the  bankruptcy 
rate  and  the  ratio  of  revolving  debt  to 
income— with  the  higher  results  of  a 
model  that  solely  relied  on  economic 
data.  He  attributed  the  difference  to  the 
presence  of  stigma  and  assigned  a  value 
for  stigma  that  got  his  model's  results  to 
closely  match  the  actual  1991  figures. 
What  if  Americans  grew  to  have  no 
qualms  about  filing  bankruptcy?  If  that 
were  the  case,  says  Athreya,  then 
eliminating  stigma  in  his  simulation 
should  produce  results  close  to  the  high 
levels  of  bankruptcies  in  1997  despite 
the  booming  economy.  Indeed,  the 
bankruptcy  rate  in  his  model,  0.18%, 
was  close  to  the  actual  rate  of  0.2%,  but 
the  other  data  were  starkly  different. 

Athreya  found  that  reducing  the  cost 
of  lending  for  banks  yielded  a  better  fit. 


He  theorizes  that  if  lending  is  cheaper, 
banks  can  make  money  on  riskier 
customers  and  lend  more  to  existing 
borrowers.  That  would  explain  the 
higher  bankruptcy  rate  and  larger 
credit-card  balances  observed  in  1997 


THE  TAX  BREAK 
YOU  CALL  HOME 

How  much  do  Americar 
save  by  owning?  Lots 


IT'S  WIDELY  ACCEPTED  THAT,  TAJ 
wise,  homeowners  do  quite  well. 
Todd  Sinai  and  Joseph  Gyouria 
of  the  Wharton  School  wanted  to 
know  how  big  the  advantage  is, 
and  if  location  matters. 

In  a  National  Bureau  of  Economic 
Research  working  paper,  the  two  real 
estate  professors  used  data  from  the  las 
three  censuses  to  examine  tax  subsidie- 
to  homeowners.  They  calculated  the 
difference  between  taxes  paid  by  owne 
and  the  amount  they  would  have  paid 
the  tax  code  treated  them  as  landlords 
renting  from 


WHERE  HOUSING'S 

TAXEDGEISBIGGESi 


Tax  benefit  per  owner-oc;       | 
housing  unit  (dollars) 

1979 

DISTRICT  OF  COLUMBIA 
S10,955  S13.9^ 


12,390 


HAWAII 


12,75 


CALIFORNIA 
8,545  12,01 


NEW  YORK 
5,067  10,8: 


CONNECTICUT 
6J44  9,46 


i  Joseph  Gyourko 


themselves. 

Under  that 

scenario,  a 

homeowner 

would  have  to 

declare  as 

income  the 

rent  he  would 

pay  to  five  in 

his  home,  but 

he  could 

deduct 

depreciation 

and  other 

expenses.  Sinai  and  Gyourko  found  tb 

subsidies  in  1999  were  $420  billion,  oi 

$6,024  per  housing  unit.  The  total  is  u 

from  $284  billion  in  1989  and  $198 

billion  in  1979. 

The  states  where  homeowners  have 
benefited  the  most  have  not  changed 
much  in  20  years  (table).  The  authors 
note  that  states  such  as  Hawaii  and 
California  have  limited  buildable  land, 
which  helps  push  up  home  values.  Plu 
these  areas  have  marginal  tax  rates  ov 
30%,  making  each  dollar  deducted  mc 
valuable  to  a  taxpayer.  II 

-By  Kathleen  Madigan  in  New  1 
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When  a  Wider  Trade  Gap 
Is  a  Good  Thing 

Surging  imports  are  helping  to  keep  inflation  forces  in  check 


U.S.  ECONOMY 


Nervous  investors  and  traders  were  watching 
ntently  on  June  15  when  Washington  released  May's  consumer  price 
ndex.  Earlier  data  looked  worrisome,  fueling  concern  that  the  Federal 
Reserve  might  have  to  raise  interest  rates  more  than  expected. 
However,  the  May  numbers  inspired  a  collective  sigh  of  relief.  True, 


;oaring  energy  costs  boosted  the  overall  index  by  0.6% 
torn  April,  but  the  more  important  core  index,  which 
:xcludes  the  ups  and  downs  in  energy  and  food  in  order 
o  give  a  better  reading  of  inflation's  underlying  trend, 
rose  a  tame  0.2%,  right  on  expectations. 

Perhaps  the  skittish  folks  on  Wall  Street  should  have 
)aid  more  attention  to  the  report  released  a  day  before: 
breign  trade  data  showed  that  the  April  trade  gap 
widened  to  a  record  $48  billion,  far  larger  than 
inticipated.  Imports  jumped  another  0.2%  after  two  huge 
Sains  in  February  and  March.  That  uptrend  is  a  big  plus 
or  the  price  outlook  because  fierce  global  competition 
vill  help  to  limit— although  not  negate— the  rise  in 
jricing  power  among  American  companies  this  year. 

Given  that  nearly  30<t  of  every  dollar  spent  on  nonoil 
$oods  goes  to  imports,  up  from  about  20<t  in  the  early 
990s,  the  rise  in  demand  is  attracting  imports  at  an 
Accelerated  pace.  Since  the  economy  started  to  pick  up 
steam  last  summer,  exports  have  grown  by  a  respectable 
$8.3  billion,  but  imports  have  surged  by  $15.8  billion. 

Consumers  in  particular  have  been  spending  freely, 
ind  their  purchases  of  cheap  imports  help  to  stretch  the 
Duying  power  of  their  paychecks.  In  May,  retail  sales 
umped  1.2%,  and  they  were  up  8.9%  from  a  year  ago.  In 
die  past  year,  consumer  goods  and  autos  have  accounted 
or  half  the  overall  advance  in  imports. 

To  be  sure,  the  inflation-friendly  forces  most  often  cited 
in  the  outlook  are  strong  productivity  and  the  slack  still 
present  in  production  capacity  and  the  labor  markets. 
However,  the  global  economy  is  a  critical  force  pushing 
businesses  to  become  more  productive  and  to  find 
cheaper  places  to  produce  goods  and  services.  Of  course, 
these  overseas  production  moves  are  why  foreign  trade  is 
also  connected  to  job  security  in  the  U.S.  Taken  on  the 
whole,  global  competition  is,  and  will  continue  to  be,  a 
powerful  restraint  on  inflation. 

POLICYMAKERS  AT  THE  FED  still  don't  appear  overly 
worried  about  inflation.  Fed  Chairman  Alan  Greenspan 
took  the  opportunity  at  his  June  15  confirmation 
hearings  to  discuss  prices  and  monetary  policy.  He  said 
"our  general  view  is  that  inflationary  pressures  are  not 
likely  to  be  a  serious  concern  in  the  period  ahead."  He 


went  on  to  reiterate  that  the  Fed's  moves  to  reduce  the 
current  amount  of  stimulus  in  the  economy  are  "very 
likely  to  be  measured."  While  the  Fed  chief  left  the  door 
open  for  a  faster  pace  of  tightening  if  their  forecasts 
prove  wrong,  his  testimony  indicated  that  policymakers 
will  lift  interest  rates  at  a  pace  that  won't  disrupt  the 
markets  or  the  economy  (page  106). 

The  Fed  can  take  a 


CORE  INFLATION:  UP, 
BUT  STILL  VERY  LOW 
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benign  view  of  inflation 
because  the  recent  jumps 
in  the  price  indexes  have 
come  mainly  from  one 
source:  energy.  Gas  and 
fuel  prices  have  had  a 
sizable  impact  on  the 
consumer  price  index.  In 
the  12  months  ended  in 
May,  total  inflation  ran  at 
a  3.1%  pace,  up  from 
1.9%  for  all  of  2003.  In 
the  first  five  months  of 
2004,  the  CPI  rose  at  an  annual  rate  of  5.1%. 

Yearly  core  inflation,  however,  held  at  only  1.7%  in 
May,  the  same  as  April  (chart).  That  is  hardly  a  number 
policymakers  will  get  excited  about.  That's  especially  true 
given  that  the  Fed's  preferred  inflation  measure,  the  price 
index  for  personal- consumption  expenditures  excluding 
energy  and  food,  shows  yearly  inflation  at  only  1.4%  in 
April.  The  Fed  believes  the  PCE  index  gauges  the  cost  of 
living  better  than  the  CPI,  since  it  captures  more  shifts  in 
buying  patterns  when  some  prices  rise  more  than  others. 

OUTSIDE  OF  ENERGY,  some  of  the  price  increases  in 
recent  months,  especially  at  the  producer  level,  have 
reflected  the  pass-through  of  spiking  commodity  costs. 
They  will  prove  temporary  because  materials  prices 
generally  have  peaked,  and  many  are  falling. 

Cost  pressures  in  the  supply  chain  will  also  get  a  break 
when  U.S.  manufacturers  help  to  relieve  them  by 
boosting  output  to  a  level  that  is  more  in  line  with  the 
current  high  pace  of  demand.  In  May,  industrial 
production  rose  1.1%,  on  top  of  a  0.8%  gain  in  April.  So 
far  this  year,  output  is  growing  at  an  8.3%  annual  rate,  a 
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sharp  speedup  from  the  2.3%  growth  rate  for  all  of  2003. 
that  quick  pace,  manufacturers  are  still  playing 
catch-up.  In  April,  overall  business  inventories  rose  0.5% 
from  March,  but  the  ratio  of  inventories  to  sales  stayed  at 
its  record  low  of  1.30.  The  lack  of  progress  can  be  traced 
to  booming  demand.  Even  though  inventory  growth  has 
picked  up  sharply,  to  an  annual  rate  of  7%  so  far  this  year, 
sales  are  growing  at  double  that  rate. 

Consequently,  news  from  the  nation's  purchasing 
managers  suggests  the  distribution  system  is  under  such 
strain  that  some  producers  have  the  power  to  lift  prices. 
But  when  inventories  realign  with  demand  and  when 
supply  bottlenecks  clear,  some  of  that  will  diminish. 

That's  a  big  reason  why  imports  will  be  a  saving  force 
for  price  trends.  Increases  in  foreign-made  goods  take  the 
pressure  off  of  the  U.S.  distribution  chain  by  satisfying 
more  demand  than  American  producers  could  on  their 
own  and  by  helping  inventories  to  be  rebuilt. 

INTERESTINGLY,  the  decline  in  the  dollar,  which  should 
be  lifting  import  prices,  is  not  having  much  impact.  Part 
of  the  explanation  is  that,  by  any  measure,  the  dollar 
remains  very  strong.  The  trade-weighted  greenback  fell 
13%  from  early  2002  to  January,  2004,  but  through  May 
the  dollar  has  turned  up,  regaining  4%.  Today's  reading  is 
equal  to  those  in  the  late  1990s,  when  the  dollar  was 
valued  more  than  50%  above  its  level  in  the  early  1990s. 
Plus,  as  with  other  price  measures,  much  of  the  rise 
in  import  prices  stems  from  the  jump  in  commodity 
prices  (chart).  Over  the  past  year,  import  inflation, 


excluding  petroleum,  has  accelerated  to  3%,  from 
0.7%  a  year  ago.  But  prices  of  nonoil  materials  and 
supplies,  up  14.7%  from  a  year  ago,  accounted  for  2.4 
percentage  points  of  the  3%  rise.  Prices  of  consumer 
goods,  not  including  autos,  are  up  only  0.6%,  while 
prices  of  capital  goods  have  fallen  1%. 

The  factor  at  work  here 
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is  the  managed-exchange 
rate  policies  of  many 
Asian  nations,  especially 
China,  where  currencies 
are  pegged  to  move  in 
tandem  with  the  dollar. 
Through  April,  imports 
from  China  are  up  26% 
from  the  same  period  a 
year  ago,  accounting  for 
22%  of  the  total  increase 
in  U.S.  imports.  Among 
Asia's  newly 
industrializing  countries,  such  as  Taiwan  and  Singapore, 
import  prices  are  actually  down  0.3%  from  a  year  ago. 
Even  if  China  revalues  its  currency,  the  appreciation 
probably  won't  be  enough  to  affect  U.S.  inflation. 

Thaf  s  because  American  consumers  and  businesses 
have  learned  to  take  advantage  of  the  growing  global 
marketplace.  They  are  buying  goods  and  services  at  the 
best  price  from  the  best  source.  This  international  bargain 
bazaar  is  the  reason  why  inflation  forces  generated  in  the 
U.S.  won't  gain  traction  anytime  soon.  ■ 
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Rising  Rates  Haven't  Thwarted  Consumers 


THE  BANK  OF  ENGLAND  continued 
its  tightening  of  monetary  policy  on 
June  10.  And  with  the  British 
economy  still  expanding  at  a  decent 
clip,  more  hikes  are  on  the  way. 

As  expected  by  most  economists, 
the  BOE  raised  its  lending  rate  by  a 
quarter-point,  to  4.5%.  It  was  the 
fourth  bump  up  since  November, 
2003.  In  explaining  the  move,  the 
BOE's  statement  pointed  to  above- 
trend  output  growth, 
strong  household, 
business,  and  public 
spending,  as  well  as  a 
labor  market  that  "has 
tightened  further." 

The  BOE  also  noted 
that  "cost  pressures 
are  rising."  The  bank 
has  already  raised  its 
price  forecast  so  that 
consumer  inflation  is 
expected  to  exceed  the 
BOE's  target  of  2% 


FOUR  RATE  HIKES 
AND  MORE  TO  COME 


PERCENT 


JAN.  1.  '03 

Data:  Bark  of  England 


within  the  next  two  years.  In  May, 
consumer  prices  rose  0.4%  from 
April,  or  1.5%  from  a  year  ago.  Prices 
excluding  mortgage  interest  were  up 
at  a  2.3%  yearly  pace.  Producer  prices 
at  the  factory  gate  are  also  rising. 

The  BOE  is  the  first  of  the  world's 
major  central  banks  to  raise  rates, 
but  the  moves  have  done  little  to  curb 
borrowing,  especially  by  consumers. 
Home  buying  remains  robust.  The 
government  reported 
that  home  prices  in 
April  were  up  10% 
from  a  year  ago, 
although  there  are 
signs  price  gains  will 
soon  slow.  And 
mortgage  lending 
rose  by  nearly  10 
billion  pounds  ($18 
billion)  in  April. 
The  easy  access  to 
credit  and  the  strong 
labor  markets  are 
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boosting  consumer  spending. 

Consumer  resilience  is  one  reason 
why  analysts  expect  the  BOE  to  keep 
lifting  rates  this  year.  The  bank  has 
leeway  to  raise  rates  to  slow  demand 
because  the  production  side  of  the 
British  economy  looks  to  be  in  good 
shape.  Purchasing  managers'  indexes 
on  construction  and  manufacturing 
have  been  rising  in  recent  months. 
Factory  output  increased  a 
surprisingly  solid  0.9%  in  April  over 
March.  Plus,  exports  of  capital  goods 
are  doing  very  well,  although  strong 
domestic  demand  has  pushed  up 
imports,  causing  the  merchandise 
trade  deficit  to  widen  in  2004. 

Bank-watchers  expect  the  next 
quarter-point  hike  by  the  BOE  to 
take  place  at  its  Aug.  4-5  meeting. 
However,  if  the  data  on  consumer 
borrowing,  economic  growth,  and 
inflation  continue  to  run  hot,  the  odds 
will  rise  for  a  hike  at  the  July 
7-8  meeting.  ■ 
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Riccardo  Barbieri  Hermitte, 

Chief  Emerging  Markets  Economist 


Emerging  Markets. 

Will  the  party  TUIl  OUt  of  punch? 


The  emerging  markets  have  been 
enjoying  a  powerful  mix  of  accelerating  world 

economic  growth,  high  oil  and  commodity  prices,  a  weak  dollar, 
and  extremely  low  US  interest  rates.  Monetary  policies  in  the 
industrialized  countries  remain  unusually  accommodative  despite 
real  global  GDP  growth  in  2004  that  we  expect  to  be  the  second 
highest  of  the  past  ten  years.  Emerging  markets  are  facing  two 
critical  issues,  however  —  rich  valuations  and  the  Fed's  "exit 
strategy"  from  1%  interest  rates.  Since  skepticism  lingers  about  the 
sustainability  of  the  world  recovery,  the  Fed  seems  to  be  the 
biggest  concern,  as  investors  fear  that  the  party  can  only  last  until 
Alan  Greenspan  takes  away  the  punch  bowl.  We  beg  to  differ. 


It's  all  about  growth.  The  investment  case  for  emerging 
markets  hinges  on  economic  growth  and  on  institutional  and 
political  convergence  with  developed  markets.  We  see  much 
evidence  of  convergence:  Chinas  and  India's  increased  involve- 
ment in  world  trade  for  goods  and  services,  successful  political 
transitions  in  Brazil  and  Turkey,  Russia's  fiscal  consolidation,  and 
the  emerging  world's  growing  reliance  on  flexible  exchange  rates 
and  decreasing  dependence  on  capital  inflows. 

Growth  is  the  necessary  condition  for  these  transformations  to 
be  sustainable,  and  we  expect  global  GDP  to  surprise  on  the 
upside.  Despite  the  efforts  of  the  Chinese  authorities  to  slow  the 
economy,  we  estimate  that  developing  and  transition  economies 
will  grow  faster  than  the  advanced  countries  in  2004  by  2.5  and 
1 .5  percentage  points,  respectively.  Economic  performance  across 
regions  should  also  exhibit  a  lower  variance  than  in  2003,  thanks 
in  particular  to  a  recovery  in  Latin  America. 


Granted,  emerging  markets  face  risks.  Valuations  are 
already  above  historical  norms  in  certain  emerging  credit  and 
equity  markets.  Asian  growth  could  ultimately  boost  prices  of 
intermediate  goods  and  global  inflation  above  the  low 
expectations  priced  into  the  bond  markets.  Even  in  a  scenario  of 


still-moderate  but  rising  inflation,  US  bond  yields  will  probably 
go  up  over  the  course  of  this  year.  When  the  liquidity  tide  turns, 
sovereign  emerging  market  debt  issuers  will  have  a  harder  time 
persuading  investors  to  accept  historically  iow  yields.  Moreover, 
unforeseen  sources  of  financial  instability  may  arise,  and  political 
improvements  could  be  reversed. 

However,  emerging  markets  are  closer  to  fulfilling  their 
secular  growth  promise  than  at  any  time  since  the  early  1990s, 
largely  as  a  result  of  Asia's  economic  ascendancy.  We  expect  them 
to  overcome  the  transition  in  G-3  monetary  policies  likely  in  late 
2004  and,  more  significandy,  in  2005.  Given  our  views  on  global 
growth  and  its  drivers,  we  favor  markets  that  are  primarily  driven 
by  growth,  oil,  and  commodities  as  opposed  to  liquidity  and/or 
political  factors. 
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In  2000,  it  cut  a  questionable  deal 
that  smoothed  the  AOL-Time  Warner 
merger.  Will  the  SEC  take  action? 


IN  MORE  WAYS  THAN  ONE,  THE 
news  from  the  European  Union 
was  bad.  It  was  October,  2000,  and 
the  EU's  executive  arm,  the  Euro- 
pean Commission,  had  just  jolted 
America  Online  Inc.  with  a  ruling 
that  its  pending  acquisition  of 
Time  Warner  Inc.  could  harm  competi- 
tion in  Europe's  media  markets,  especial- 
ly the  emerging  online  music  business. 
The  EC  was  concerned  that  AOL  was  a  50- 
50  partner  with  German  media  giant  Ber- 
telsmann in  one  of  Europe's  biggest  In- 
ternet service  providers,  AOL  Europe. 
Now  the  EC  was  ordering  Bertelsmann  to 
give  up  control  over  AOL  Europe. 

With  the  AOL-Time  Warner  deal  due  to 
close  in  just  three  months,  Bertelsmann 
needed  to  reduce  its  AOL  Europe  hold- 
ing—pronto. But  the  obvious  buyer,  AOL, 
didn't  want  to  own  more  than  50%  or 
more  of  the  venture,  either.  Going  above 
half  might  trigger  a  U.S.  accounting  rule 
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that  would  force  AOL  to  consolidate  all 
the  struggling  unit's  losses  on  its  books 
when  AOL  was  already  grappling  with  de- 
teriorating ad  revenues  and  a  declining 
stock  price. 

Enter  Goldman  Sachs  Group  Inc.  Busi- 
nessWeek has  learned  that  the  premier  Wall 
Street  bank  agreed  to  buy  1%  of  AOL  Eu- 
rope—half a  percent  from  each  parent— 
for  $215  million.  AOL  Europe,  in  return, 
agreed  to  a  "put"  contract  promising 
Goldman  that  it  could  sell  back  the  1%  by  a 
specific  date  and  at  a  set  price.  That  simple 
transaction  solved  Bertelsmann's  EU 
problem  without  trapping  AOL  in  an  ac- 
counting conundrum— a  perfect  solution. 

LEGAL  HEADACHES 

OR  SO  IT  SEEMED  at  the  time.  But  the 
deal  also  may  have  violated  U.S.  securi- 
ties laws.  The  Securities  &  Exchange 
Commission  and  the  Justice  Dept.  have 
construed  some  deals  involving  promises 


to  buy  back  assets  at  a  specific  time  and 
price  as  share-parking  arrangements  de- 
signed to  mislead  investors.  The  former 
chief  executive  of  AOL  Europe  says  the 
Goldman  deal  may  have  kept  up  to  $200 
million  in  2000  losses  off  of  the  com- 
bined AOL-Time  Warner  financials— 
enough,  he  says,  that  Time  Warner 
might  have  tried  to  change  the  terms  of 
the  $120  billion  merger,  since  AOL 
wouldn't  have  looked  as  healthy.  But  as 
the  deal  moved  toward  consummation, 
the  Goldman  arrangement  was  never 
disclosed  in  public  documents  to  AOL  or 
Time  Warner  shareholders. 

The  AOL  Europe  transaction  threatens 
to  create  problems  for  Goldman  Sachs. 
But  it  could  also  prolong  the  legal 
headaches  of  Time  Warner  Inc.,  as  the 
AOL-Time  Warner  combine  is  now 
called.  For  the  past  two  years,  Time 
Warner  has  been  in  heated  negotiations 
with  the  SEC  over  AOL's  accounting  for 
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advertising  revenues  (BW— June  7).  Just 
as  the  SEC  is  wrapping  up  that  case— it 
could  warn  Time  Warner  as  early  as 
this  summer  that  it  intends  to  bring  civ- 
il fraud  charges— the  Goldman  transac- 
tion raises  troubling  new  questions 
about  AOL's  financial  dealings  prior  to 
the  merger. 

The  SEC  has  not  brought  charges  over 
the  1%  solution,  and  an  SEC  spokesman 
would  not  comment  on  whether  the 
agency  is  probing  the  deal.  Time  Warner 
spokeswoman  Tricia  Primrose  Wallace 
says  the  company  will  not  comment  on 
any  part  of  the  Goldman  arrangement  A 
lawyer  for  Stephen  M.  Case,  AOL's  chair- 
man and  CEO  at  the  time  of  the  deal,  re- 
ferred questions  to  Time  Warner.  Thomas 
Middelhoff,  who  was  Bertelsmann's  chair- 
man at  the  time  of  the  deal  and  negotiated 
the  AOL  Europe  joint  venture  with  Case  in 
1995,  says  through  a  spokesman  that  the 
sale  of  a  0.5%  stake  was  "purely  a  financial 
technique"  handled  by  others.  And  Lucas 
van  Praag,  a  Goldman  Sachs  spokesman, 
says:  "We  handled  this  entirely  appropri- 
ately. We  don't  believe  there  is  anything 
untoward  here." 

TROUBLESOME  PRECEDENT 

THAT,  OF  COURSE,  depends  on  how  law 
enforcers  view  the  deal.  A  lawsuit  that 
the  SEC  brought  in  March,  2003,  against 
Merrill  Lynch  &  Co.  raises  a  troublesome 
precedent  for  Time  Warner  and  Gold- 
man. That  case  grew  out  of  Merrill 
Lynch's  acquisition  from  Enron  Corp.  of 
an  interest  in  generators  mounted  on 
barges  floating  off  the  coast  of  Nigeria 
late  in  1999.  Merrill  paid  $7  million  into 
a  special-purpose  entity  that  let  Enron 
book  income  on  the  deal  and  get  the 
barges  off  its  balance  sheet.  But  in  a  side 
deal,  Enron  promised  to 
buy  the  barges  back  from 
Merrill  in  six  months— at  a 
22.5%  return— according  to 
SEC  documents. 

The  SEC  called  this  a 
case  of  asset-parking  de- 
signed to  help  Enron  meet 
analysts'  earnings  expecta- 
tions. "This  was,  at  best,  a 
bridge  loan  because  the 
risks  and  rewards  of  owner- 
ship . . .  did  not  pass  to  Mer- 
rill Lynch,"  the  agency  said. 
Without  admitting  or  deny- 
ing guilt,  Merrill  last  Sep- 
tember paid  $80  million  to 
settle  charges  that  it  aided 
and  abetted  Enron's  finan- 
cial-statement fraud. 

The  penalties  may  not 
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How  Goldman  Sachs 
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when  AOL  Europe's 
status  threatened 
the  pending  merger 
with  Time  Warner 


!■ 


GOLDMAN  HEADQUARTERS 


THE  BACKGROUND  In  October,  2000.  three  months 
before  the  AOL-Time  Warner  merger  was  to  be  completed, 
the  European  Commission,  worried  about  media 
concentration,  ruled  that  Germany's  Bertelsmann  could  not 
have  operational  control  over  AOL  Europe,  then  a  50-50 
joint  venture  between  Bertelsmann  and  AOL. 

THE  PROBLEM  To  satisfy  the  EU,  Bertelsmann  sought  to 
reduce  its'AOL  Europe  holding  to  below  50%.  AOL  didn't 
want  to  own  the  Bertelsmann  shares  because  if  it  held  more 
than  50%,  it  would  have  had  to  consolidate  into  its  financial 
statements  all  of  AOL  Europe-including  $200  million  more 
in  2000  losses. 

THE  GOLDMAN  SACHS  SOLUTION  In  November, 
2000,  Goldman  Sachs  agreed  to  pay  $215  million  for  1%  of 
AOL  Europe,  allowing  AOL  and  Bertelsmann  to  reduce  their 
holdings  to  49.5%  each.  That  meant  neither  had  to 
consolidate  AOL  Europe  on  its  books.  Goldman  sold  the 
shares  back  for  a  profit  in  the  high  teens,  says  a  source. 

THE  POTENTIAL  FALLOUT  The  SEC  could  view  this  as 
a  temporary  share-parking  deal  on  the  part  of  AOL  (now 
Time  Warner)  to  mislead  shareholders  and  avoid  complying 
with  accounting  rules  on  consolidation.  Goldman  denies 
any  wrongdoing. 
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Middelhoff 
calls  the  deal 
"purely  a 
financial 
technique" 


stop  at  fines.  Four  former  Merrill  officials, 
including  the  former  head  of  investment 
banking,  and  two  ex-Enron  employees 
face  the  prospect  of  jail  time  if  found 
guilty  of  criminal  charges  alleging  that 
they  arranged  the  barge  transaction 
knowing  that  it  violated  securities  laws. 
The  six  have  pleaded  not  guilty. 

Could  AOL  and  Goldman  face  similar 
civil  and  criminal  charges?  If  the  1%  of 
AOL  Europe  that  Goldman  acquired 
didn't  really  change  hands,  then  the  SEC 
could  conclude  that  AOL,  and  later  Time 
Warner,  had  clear  control 
and  should  have  consoli- 
dated the  European  unit  on 
its  financial  statements  in 
2001.  Time  Warner  did  not 
merge  AOL  Europe's  fig- 
ures until  2002,  when  it 
bought  Bertelsmann's  re- 
maining 49-5%. 

But  Goldman  insists 
that  the  AOL  Europe  deal 
was  nothing  like  the 
furtive  Enron  barge  trans- 
action. One  big  difference, 
says  Goldman's  van  Praag, 
is  that  the  transaction  was 
not  secret.  While  AOL  nev- 
er disclosed  the  deal  for- 
mally, he  says,  it  did 
broach  the  subject  with 
several  investment  banks. 
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It  was  widely  reported  that  Bertelsmann  ® 
was  planning  to  get  out  of  the  AOL  Eu 
rope  joint  venture,  awaiting  a  2002 
change  in  German  tax  law.  And,  var 
Praag  adds,  the  arrangement  was  re 
viewed  by  Goldman's  in-house  and  out 
side  lawyers.  Also  in  Goldman's  defense 
The  EC  published  its  order  that  Bertels 
mann  had  to  give  up  control. 

Van  Praag  concedes  that,  if  the  trans 
action  had  been  with  parent  AOL  rather Ic 
than  with  its  AOL  Europe  subsidiary, 
then  "you  could  categorize  it  as  a  loan. 
The  risk  would  have  been  close  to  zero.'* 
But  since  the  arrangement  was  with  the  ** 
AOL  Europe  subsidiary,  the  deal  should 
be  seen  as  a  straight  equity  investment, 
he  asserts.  "If  the  [AOL  Europe]  joint  ven- 
ture  had  failed,  Goldman  Sachs  would  ™ 
have  lost  all  its  money,"  says  van  Praag. 

Others  see  it  differently.  A  source  fa- 
miliar with  the  AOL-Goldman  deal  says 
that  Goldman  had  a  guaranteed  profit  in 
the  high  teens.  Neither  AOL  nor  Goldman 
will  say  what  Goldman's  return  was.  But 
in  a  2001  annual  report  filed  with  the  SEC. 
Time  Wamer  says  that  "in  February. 
2002,  certain  redeemable  preferred  secu 
dries  issued  by  AOL  Europe  were  re 
deemed  for  $255  million."  If  the  filing 
was  referring  to  Goldman's  1%  holding 
then  the  bank's  $215  million,  15-month 
investment  in  AOL  Europe  returned  $40 
million,  a  19%  profit. 
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The  Goldman  stake  "doesn't  sound 
ike  the  same  equity  as  that  held  by  oth- 
r  investors,"  says  Jack  T.  Ciesielski,  an 
ccountant  who  publishes  a  newsletter, 
liesielski  based  his  comment  on  Busi- 
essWeek's  description  of  the  deal.  A  for- 
ler  SEC  accounting  official  says:  "If 
lis  transaction  had  been  brought  in  for 
ly  review,  there's  no  way  in  hell  it 
/ould  have  been  accepted."  He  says  he 
/ould  have  told  AOL  to  consolidate 
iOL  Europe. 

TOTALLY  ADAMANT" 

HDLDMAN  CONCEDES  that  the  deal 
vas  deliberately  structured  so  that  AOL 
vould  not  have  to  add  AOL  Europe  to  its 
inancials  until  it  owned  all  the  equity  in 
he  venture.  But  former  Bertelsmann 
executive  Andreas  Schmidt,  who  was 
vOL  Europe's  CEO  at  the  time  of  the 
Goldman  deal,  says  the  motive  was  dif- 
erent.  Schmidt  told  BusinessWeek  that 
he  unit  lost  $350  million  to  $400  mil- 
ion  in  2000,  in  part  because  of  a  $900 
nillion  marketing  initiative  that  helped 
)OOSt  AOL  Europe's  subscribers  from  1.5 
nillion  in  1999  to  5.5  million  in  2000. 
Jnder  joint-venture  accounting,  AOL 
ind  Bertelsmann  each  absorbed  half  the 
osses,  but  "AOL  did  not  want  to  show 
all  AOL  Europe's]  losses"  on  its  books, 
;ays  Schmidt.  "They  were  totally 
idamant  about  this." 

Then  there  is  the  question  of  disclo- 
sure. Goldman  maintains  that  the  deal 
vas  not  material  because  it  did  not  in- 
volve at  least  3%  of  AOL  Europe's  assets. 
But  1999  SEC  guidelines  state  that  raa- 
eriality  cannot  be  reduced  to  a  numeri- 
al  formula.  Instead,  companies  are 
supposed  to  consider  other  factors  that 
ould  be  important  to  investors,  such  as 
whether  a  subsidiary  played  a  signifi- 
cant role  in  a  company's  profitability. 
Goldman  says  that  was  considered. 

Schmidt  also  says  he  does  not  believe 
Time  Warner  officials  at  the  time  were 
aware  of  the  Goldman  deal,  which  took 
place  between  the  merger's  announce- 
ment and  its  consummation,  when 
AOL's  share  price  fell  more  than  20%. 
"It  could  have  influenced  the  merger 
price"  if  Time  Warner  execs  knew, 
Schmidt  says. 

If  the  SEC  concludes  that  AOL  parked 
assets  to  avoid  complying  with  ac- 
counting rules,  then  Time  Warner 
shareholders  just  might  wish  they  had 
been  forced  to  swallow  their  medicine 
way  back  in  2000.  ■ 

-By  Paula  Dwyer  in  Washington, 

Tom  Lowry  in  New  York,  and 

Jack  Ewing  in  Frankfurt 


GOVERNANCE 


WHO'S  RIGHT,  THE  SEC 
OR  NED  JOHNSON? 

The  agency  says  independent  chairmen  at 
mutual  funds  are  better  for  shareholders 


INCE  1946,  A  MEMBER 
of  the  founding  Johnson 
family  has  sat  at  the  head 
of  the  board  table  for  every 
I  one  of  Fidelity  Invest- 
ments' mutual  funds.  The 
current  chairman,  Edward 
C.  Johnson  III,  chairs  all  of  Fidelity's  292 
funds.  And  Fidelity-watchers  have  long  as- 
sumed that  when  73-year-old  Ned  John- 
son retires  from  the  No.  1  fund  company, 
the  fund  chairmanships  would  pass  to  his 
daughter,  Abigail  P.  Johnson,  president  of 
the  management  company  that  oversees 
Fidelity  fund  investments. 

The  Securities  &  Exchange  Commis- 
sion may  be  about  to  end  that  succes- 
sion. In  a  landmark  decision  scheduled 
for  June  23,  the  five-member  commission 
is  expected  to  require  that  three-quarters 
of  mutual-fund  directors— including  a 


fund's  chairman— come  from  outside  the 
company.  Ned  Johnson  won't  be  the  only 
one  losing  his  title:  At  80%  of  funds  the 
chairman  is  an  executive  affiliated  with 
the  fund's  management.  Under  the  rule, 
hundreds  of  insider  chairmen  would  lose 
influence  over  such  crucial  matters  as  the 
level  of  the  annual  advisory  fee  that  their 
funds  pay  the  management  companies. 
The  rule  change  will  usher  in  a  new 
era  for  the  $7.4  trillion  fund  industry. 
Putting  outsiders  in  the  driver's  seat 
should  foster  closer  scrutiny  of  fund 
management  companies— their  conflicts 
of  interest  and  their  sometimes 
mediocre  performances.  And  a  fund 
chairman  who  isn't  beholden  to  the 
manager  is  more  likely  to  press  for  the 
best  deal  for  shareholders  on  fees.  "If  you 
want  [the  board]  to  be  a  watchdog,  you 
shouldn't  have  the  fox  guarding  the  hen- 
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house,"  says  Christopher  J. 
Traulsen,    a   mutual-fund 
analyst  at  Morningstar  Inc. 
But  don't  call  Fidelity  a 
den  of  foxes.  The  Johnsons 
take  pride  in  their  reputation 
for   unassailable   steward- 
ship, and  they  have  taken 
the  lead  in  the  industry's 
full-court  press  against  the 
new  rules.  Ned  and  Abigail 
have  personally  phoned  or 
visited      SEC      Chairman 
William  H.  Donaldson,  Sen-    ■bmh^mh 
ate  Banking  Committee  Chairman  Richard 
C.  Shelby  (R-Ala.),  and  other  key  Washing- 
ton players.  Fidelity  has  deployed  execu- 
tives and  lobbyists  armed  with  studies  and 
campaign  contributions  to  drive  home  the 
message:    Let    fund    directors    choose 
whomever  they  want  to  be  chairman.  And 
the  Johnsons  are  hardly  alone  in  their 
quest.  Other  industry  players,  including 
Vanguard  Group  Chairman  John  J.  Bren- 
nan  and  T.  Rowe  Price  Group  Vice-Chair- 
man James  S.  Riepe,  have  also  chimed  in. 

"A  FUNDAMENTAL  CONFLICT" 

THE  TACTICS  HAVE  scored  on  Capitol 
Hill.  The  industry  has  beaten  back  four  at- 
tempts to  pass  an  independent-chairman 
rule  in  the  House.  And  Shelby  says  that  for 
now  he  sees  no  reason  to  consider  a  fund 
reform  bill.  While  that  may  seem  like  a  big 
win  for  the  industry,  the  fight  is  far  from 
over.  Donaldson  seems  determined  not  to 
let  fund  managers  sit  on  both  sides  of  the 
table  and  is  set  to  impose  a  regulatory  fix 
where  congressional  action  is  falling 
short.  "There's  a  fundamental  conflict  be- 
tween the  management  company  and  the 
fund,"  says  Donaldson.  "It's  impossible  for 
someone  to  wear  both  hats." 


Making  Fund 
Governance  Better 

On  June  23,  the  SEC  is  expected  to  adopt 
new  rules  for  mutual-fund  boards 


Busy 
Guys 

Number  of 
funds  chaired 
by  each 
mutual-fund 


Company  Chief    Edward  C.  Johnson     John  J.  Brennan 


Fidelity 
Investments 


Vanguard 
Group 


WHAT  WILL  CHANGE 

■  75%  of  directors,  including 
the  chairman,  must  be  inde- 
pendent of  the  fund  company 

a  Independent  directors  will 
need  to  meet  without  affiliated 
--rat  least  once  a  quarter 

•  Fund  companies  must 
authorize  independent  direc- 
tors to  i  own  staff 


THE  IMPACT 

■  Some  80%  of  funds  will 
be  forced  to  choose  a  new 
chairman 


■■^^■^M    Data:  Company  reports 

Whether  they  agree  or  not,  more  funds 
are  bowing  to  the  inevitable,  quietly 
electing  independent  chairmen.  Not  sur- 
prisingly, some  of  the  recent  converts  are 
fund  groups,  including  Janus  and  Massa- 
chusetts Financial  Services  Co.,  that  have 
settled  SEC  and  state  charges  of  abusive 
trading.  And  given  the  pressure  to  im- 
prove governance,  "most  boards  are  close 
to  appointing  independent  chairmen 
whether  the  SEC  requires  it  or  not,"  says 
C.  Meyrick  Payne,  senior  partner  of  Man- 
agement Practice  Inc.,  a  consulting  firm 
that  advises  independent  fund  directors. 
Will  investors  be  better  off?  Many  fund 
experts  think  so.  A  board  comprised  of 
75%  outside  directors  and  an  outside 
chairman  is  more  likely  to  demand  a  low- 
er advisory  fee,  cut  costs,  and  deliver  bet- 
ter results.  "There's  a  far  greater  likeli- 
hood that  you  will  see  fees  come  down 
and  that  advisers  who  are  underperform- 
ing  will  get  fired,"  says  Morningstar  fund 
analyst  Jeffrey  Ptak. 

Fidelity  contends,  based  on  a  study  of 
large  fund  families,  that  funds  with  inde- 
pendent chairmen  don't  perform  as  well  as 
those  chaired  by  affiliated  directors  and 
don't  always  have  lower  expenses.  Nor  will 
outside  chairman  im- 
prove fund  governance, 
according  to  the  study. 
"Mandating  an  inde- 
pendent chairperson  is 
akin  to  requiring  that 
every  ship  have  two 
captains,"  Chairman 
Johnson  warned  in  a 
Wall  Street  Journal  op- 
ed piec  e.  Both  Ned  and 
Abigail  Johnson  de- 
clined to  comment  for 
this  story. 

Some  experts  dispute 
Fidelity's  logic.  They 
contend  the  size  of  the 
funds  used  in  the  Fideli- 
ty study— not  whether 
the  chairmen  were  affili- 
ated—skewed  the    re- 


■  An  independent  chairman 
could  be  more  motivated  to 
keep  down  fees  and  other  costs 

■  Fund  managers  could  come 
under  increased  board 
pressure  to  boost  returns 


James  S.  Riepe 

T.  Rowe  Price 
Group 


suits  in  favor  of  Fidelity's 
argument  That's  be- 
cause the  fund  families 
led  by  affiliated  chair- 
men in  the  study  were, 
on  average,  twice  as 
large  as  those  that  had 
C[  ^  independent  chairs.  And 

O/  large  funds,  with  their 

huge  economies  of  scale, 
tend  to  have  far  lower 
costs  than  smaller  funds. 
"When  there  are  two 
clearly  distinct  corporate 
ships— the  management  company  and  the 
fund,  each  with  its  own  set  of  owners- 
there  ought  to  be  two  captains,"  says  Van- 
guard Group  Inc.  founder  John  C.  Bogle,  a 
persistent  industry  critic. 

Fidelity  isn't  depending  on  statistics 
alone  to  make  its  case.  It  has  augmented 
the  Johnsons'  appeals  with  outside  lobby- 
ing help.  Last  year,  as  a  House  panel  was 
hammering  out  mutual-fund  reform  leg- 
islation, Fidelity  paid  $100,000  to  the 
Federalist  Group  LLC,  a  lobbying  shop 
whose  principals  include  former  aides  to 
Republican  congressional  leaders. 

FENWAY  TICKETS 

IN  MID-APRIL,  Fidelity  hosted  about  a 
dozen  congressional  staffers  for  two  days 
of  seminars  on  the  fund  industry  and  its 
regulatory  and  legislative  issues.  But  the 
highlight  was  an  evening  at  Fenway  Park 
watching  the  Red  Sox  beat  the  New  York 
Yankees.  David  C.  Weinstein,  Fidelity's 
executive  vice-president  for  government 
relations,  says  the  purpose  of  the  program 
was  to  help  staffers  "make  better  deci- 
sions on  policy  issues  affecting  us." 

Fidelity  isn't  a  heavyweight  political 
donor,  but  it  has  made  strategic  use  o 
campaign  contributions.  The  compam 
and  its  employees  have  given  $654,000  tc 
candidates  this  election  cycle,  79%  to  Re- 
publicans. Its  biggest  Senate  recipient  is 
Banking  Committee  Chairman  Shelby 
with  $31,250.  That  puts  Fidelity  at  No.  2C 
on  Shelby's  list  of  donors.  On  Mar.  31, 14 
Fidelity  officials  forked  out  $13,250  at 
Shelby  fund-raiser  in  Boston.  Eight  day; 
later,  Shelby  announced  he  had  decidec 
to  hold  off  on  mutual-fund  legislation 
Shelby  says  campaign  contribution; 
played  no  part  in  his  decision.  "If  you'rt 
going  to  demand  that  the  board  be  759; 
independent,  the  directors  themselve 
ought  to  be  able  to  vote  to  determine  wh' 
the  chairman  will  be,"  says  Shelby. 

With  Congress  unlikely  to  enact  a  lav 
this  year,  the  focus  has  turned  to  th 
SEC.  Agency  insiders  believe  Donaldson 
has  the  support  of  both  Democratic  com  f 
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missioners,  Harvey  J.  Goldschmid  and 
Roel  C.  Campos.  He  may  not  win  over 
his  two  fellow  GOP  commissioners,  Paul 
S.  Atkins  and  Cynthia  A.  Glassman.  Both 
have  expressed  doubts  about  the  value  of 
requiring  outside  chairmen.  Still,  the 
rule  change  isn't  a  partisan  issue.  All  sev- 


en living  former  SEC  chairmen— five 
Republicans  and  two  Democrats— 
publicly  endorsed  it  in  a  June  15  letter  to 
the  agency. 

The  end  of  an  era  for  Fidelity  and  scores 
of  other  fund  complexes?  No  doubt  about 
it.  Now,  along  with  numerous  other  new 


REGULATION 


Mutual  Funds:  The  Cost 
Of  Full  Disclosure 


Wall  Street  is  easing  into  its 
favorite  summer  pastime: 
spreading  deal  rumors. 
Following  a  research 
report  in  late  May  that 
Merrill  Lynch  &  Co.  may  consider  selling  part 
of  its  asset-management  operations,  the 
Street  was  buzzing  with  talk  that  it  was  on 
the  verge  of  shedding  its  mutual-fund 
business  to  Baltimore  financial-services 
firm  Legg  Mason  Inc. 

Just  another  Wall  Street  rumor?  Perhaps 
not  entirely.  Both  Merrill  and  Legg  Mason 
declined  to  comment  on  the  speculation.  Yet 
there  is  at  least  one  good  reason  why  Merrill 
and  other  brokerage  firms  might  want  to 
overhaul  their  mutual-fund  businesses  in  the 
future.  With  Securities  &  Exchange 
Commission  Chairman  William  H.  Donaldson 
pushing  for  new  rules  aimed  at  providing 
greater  safeguards  for  mutual-fund  investors, 
brokerages  worry  that  implementing  them 
will  cost  billions  of  dollars. 

Under  the  proposed  new  rules,  which  are 
likely  to  go  into  effect  toward  the  end  of  the 
year,  brokers  would  be  required  to  disclose 
in  full  the  fees  they  are  paid  for  selling  any 
fund.  The  idea  is  to  alert  investors  when 
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brokers  push  in-house  or  favored  funds  at 
the  expense  of  others  that  might  be  cheaper 
or  more  suitable. 

Sounds  simple,  but  it's  not.  Implementing 
the  new  rules  will  require  elaborate 
computer  systems  and 
increased  manpower  to 
track,  distribute,  and 
monitor  the  labyrinthine 
payment  arrangements 
brokerages  have  with 
hundreds  of  fund  families. 
Even  by  conservative  SEC 
estimates,  the  price  to  the 
securities  industry  will  be 
roughly  $9  billion  in  the  first 
year  and  $7  billion  a  year 
after  that. 

The  new  regs  are  likely  to 
spur  a  shakeout  among 
brokerages  that  are  in  the 
fund  business.  Smaller  firms 
that  can't  absorb  the  costs  of 
compliance,  as  well  as  larger  firms  that 
aren't  deeply  committed  to  asset 
management,  will  probably  stop  managing 
mutual  funds  altogether.  Even  those 
brokerages  that  decide  to  continue  to  run 


THE  STAT 


BILLION 

Estimated  first- 
year  expense  of 
proposed  new  SEC 
rules  requiring 
brokers  to  disclose 
mutual-fund  fees 

Data  Securities  &  Exchange  Commission 


SEC  rules  requiring  fund  directors  to  take 
more  active  role,  the  industry's  93  milli 
fund  shareholders  may  finally  get  a  cham 
to  see  whether  independent  chainrn 
make  a  difference.  ■ 

-By  Amy  Borrus,  with  Paula  Dwya\ 
in  Washington 


their  own  funds  will  scramble  to  figure  out 
how  best  to  minimize  the  costs.  Some  will 
try  to  improve  their  appeal  by  offering  only 
their  best  funds  or  by  building  up  "no-load," 
or  low-fee,  offerings.  Poorly  performing  "me- 
too"  funds  will  be  closed  down,  combined 
with  others,  or  sold  off. 

The  speculation  surrounding  Merrill 
points  to  the  struggle  brokerages  face 
keeping  in-house  mutual-fund  operations. 
Although  Wall  Street  likes  the  steady  fee 
income  from  funds,  it  is  under  fierce  SEC 
scrutiny  because  the  business  is  rife  with 
conflicts  of  interest.  Last  November,  Morgan 
Stanley  shelled  out  $50  million  to  settle 
charges  by  the  SEC  and  the  NASD  that  it 
misled  investors  by  not  disclosing  fees  the 
firm  and  its  brokers  received  to  sell  funds 
from  certain  mutual-fund  families.  Morgan 
Stanley  neither  confirmed  nor  denied  the 
charges.  And  in  May,  Citigroup  and  Merrill 
Lynch  were  hit  with  class  actions  alleging 
that  they  paid  undisclosed  incentives  to  get 
brokers  to  sell  in-house  funds.  Citigroup 
says  the  suit  is  without  merit,  and  intends  to 
fight  it.  Merrill  spokesman  Mark  Herrsays: 
"There  is  no  truth  to  the  allegations." 

In  hopes  of  heading  off  the  new  regs, 
brokerages  warn  that  the  costs  of 
implementation  are  much  greater  than  the 
SEC  estimates  and  will  fall  to  retail  investors. 
What's  more,  investors  could 
end  up  with  fewer  funds  to 
buy,  the  industry  argues. 
Nonsense,  say  industry 
critics.  For  one  thing,  better 
disclosure  of  fees  will  have 
the  effect  of  lowering  costs, 
since  competitors  will  be 
quick  to  highlight  more 
attractive  deals.  "Right  now, 
we  don't  have  effective  price 
competition,"  says  Barbara 
Roper,  head  of  investor 
protection  at  the  Consumer 
Federation  of  America.  And 
if  better  information  forces 
brokerages  to  shut  down 
their  dud  funds  or  improve 
them,  that's  hardly  a  bad  thing  for  investors. 
At  the  very  least,  they  will  finally  know  what 
they're  paying  for. 

-By  Emily  Thornton  in  New  York,  with 
Amy  Bonus  in  Washington 
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It  stays  connected 
all  over  the  world 
so  you  can,  too. 


THE  BEST  INTERNATIONAL  WIRELESS 
CARRIER  JUST  GOT  BETTER. 

Now  you  can  use  your  AT&T  Wireless  phone  to  travel  the  world 
and  still  stay  close  to  those  who  matter  most  -  all  with  your  same 
wireless  phone  and  number.  Whether  you  call  back  home  or 
others  call  you,  you'll  stay  connected  from  over  140  countries 
worldwide.  Find  out  how  to  take  advantage  of  our  lowest  summer 
roaming  rates  ever  from  select  European  countries.  To  sign  up, 
visit  a  store  or  call  today. 

USE  YOUR  SAME  PHONE 
AND  NUMBER  OVERSEAS. 
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SIGN  UP  FOR  GSM  "AMERICA  NATIONAL 
FROM  AT&T  WIRELESS. 

Get  unlimited  night  &  weekend  minutes,  *rvAno 
unlimited  mobile-to-mobile  minutes  and  $  "%v«l~ 
no  nationwide  long  distance  or  roaming  charges.      V^  v^  ^ 

All  with  AT&T  Wireless  GSM  America  National  from  your  applicable  Service  Area 
with  a  2-year  agreement.  See  below  for  activation  fee  and  other  monthly  charges. 


AT&T  Wireless 


CALL  $>  1 800  735  8542       CLICK       attwireless.com/international       VISIT       any  AT&T  Wireless  store 

important  Information 

i  additional  monthry  $1.75  Regulatory  Program  Fee  applies  to  help  fund  our  compliance  with  various  government  mandated  programs  which  may  not  yet  be  available  m  your  area.  Thu  is  not  a  tax  or  government  required  charge. 

equra  qualified  plan  of  JJ9.t9  or  above,  credit  approval  2-year  agreement  compatible  GSM  850  rlHi  device  and  $16  actmDon  and  $17$  cancellation  fees.  Not  available  for  purchase  or  me  in  all  areas  Usage  is  rounded  up  to  the  nut  fufl  minute  Availability  and  reliability  of  service  are  subject  to  transmission  limitation! 
flerent  rate  apply  outside  eadi  applicable  Service  Area.  Airtjme,  roaming,  additional  minute,  and  long  distance  charges  apply  Various  taxes,  surcharges,  fees  and  other  assessments  (eg,  universal  connectrffly  charge)  apply  Limited  Dme  offer  Other  restrictions  apply  Sub|ect  to  Servxe  Agreement  and  pnnied  matenals 
Ictwork  and  Coverage:  Our  network  includes  areas  we  own  and  areas  owned  by  other  earners  Some  features  work  onh/  on  the  network  we  own.  Coverage  is  double  the  national  GSM  area  than  was  available  last  year,  applies  to  availability  of  service,  not  rates  Unlimited  Moblle-to-Mobile  Minutes: 
>p*w  to  cats  placed  to  or  received  from  another  AW  Wireless  subscriber  when  both  an  on  our  owned  domestic  network  Night  and  Weekend  Minutes:  9  pm-S:S9  am  N-F.  and  F  '  pm  -M  SS9  LA  International  Roaming:  Geographic  limitations,  speoal  credit  and  billing  requirements,  and 
tier  terms,  charges,  taxes  and  restrictions  apply  Requires  compatible  device  and  qualified  domestic  plan  Discounted  International  Roaming  available  only  with  a  qualified  domestic  G5M7GPIS  rate  plan  International  calling  rates  apply  only  when  using  the  ATJT  Wireless  network.  Airtime  or  roaming  charges  are  in  addition 
i  long  distance  charges  Calling  to  certain  countries  is  blocked,  which  may  change  without  notice.  Tou  may  be  charged  a  per-mmute  surcharge  (or  certain  international  calls  from  the  U.S.  to  wireless  devices  Only  one  ate  for  the  all  will  appear  on  your  invoice  Before  traveling  with  your  device,  be  sure  to  check 
*  frequency  of  both  your  device  and  the  international  network  where  you  are  traveling  to  confirm  compatibility  Availability  ol  wireless  features  vanes  by  country.  Incoming  and  outgoing  tall  charges  may  apply  to  calls  forwarded  to  the  ATJT  Wireless  voice  mail  system  even  if  no  message  is  left  Available  countries. 
Kts  and  surcharges  are  subject  to  change  See  anwirtless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges.  Comparison  of  lowest  rates  is  based  on  publicly  available  information  as  of  December  200)  regarding  direct-dial  wireless  and  landhne  camen.  and  dots  not  indude 
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THE  SUMMER  OLYMPICS 
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In  terrorism's  shadow,  Athens  gears  up  for 
the  most  security-conscious  Games  ever 


OLICE  WITH  AUTOMATIC 
[weapons  and  guard  dogs 
Ipatrol  a  fenced-off 
perimeter.  Fighters  and 
AWACS  surveillance 
planes  circle  overhead. 
Armed  frogmen— and  fur- 
ther out,  powerful  warships— guard  the 
nearby  waters.  Spy  cameras  and  motion 
sensors  pinpoint  intruders.  Metal  detec- 
tors and  X-ray  machines  scan  all  entrants. 
A  summit  of  world  leaders?  No,  just 
another  round  of  field  hockey,  shot  put,  or 
ping-pong  at  the  Athens  Olympics. 
Whatever  feats  are  in  store  at  the  2004 
Summer  Games,  the  Greeks  have  already 
shattered  the  record  for  security  meas- 
ures. They  will  spend  $1.2  billion— four 
times  what  was  spent  by  Sydney  in 
2000— with  much  of  the  money  being 
used  to  turn  126  stadiums,  athlete  hous- 
ing, and  other  Olympics-related  facilities 
into  virtual  armed  camps. 

The  heavy  weaponry  was  inevitable  for 
these  Summer  Games,  the  first  since  Sep- 
tember 11.  Now,  with  less  than  two 
months  remaining  until  the  opening  cer- 
emonies on  Aug.  13,  Athens  officials  are 


straining  to  reassure  athletes,  participat- 
ing nations,  and  sports  fans  that  the  city 
will  be  as  risk-free  as  humans  can  make  it. 
Yet  terrorism  fears  appear  to  be  keeping 
some  fans  away,  raising  the  embarrassing 
prospect  of  swaths  of  empty  stands.  All 
that  led  Mayor  Dora  Bakoyannis  to  take 
her  not-to-worry  road  show  to  New  York 
and  Washington  in  early  June,  telling 
Americans  that  Athens  is  tanned,  rested, 
(almost)  ready— and  fortified.  "The  an- 
swer to  terrorism  must  be  given,"  she 
said  in  New  York,  "and  it  will  be  given  by 
Athens."  But  cheerleading  aside,  how 
safe  will  the  Olympics  be? 

SPARING  NO  EXPENSE 

FOR  GREEK  ORGANIZERS,  already  criti- 
cized for  getting  started  too  late  on  stadi- 
um construction  and  other  preparations, 
security  is  a  massive  burden.  When 
Athens  won  the  Games  in  1998,  no  one 
dreamed  of  the  deadly  terrorist  attacks 
that  lay  ahead.  Now  organizers  must  walk 
a  narrow  line:  They  have  to  deter  poten- 
tial attackers  and  calm  visitors  and  ath- 
letes. Yet  they  can't  be  so  heavy-handed 
that  the  Olympic  Village  feels  like  Stalag 


17.  "We  will  try  to  keep  a  balance.  The 
Games  are  not  a  military  event,"  says 
Colonel  Eleftherios  Ikonomou  of  the 
Public  Order  Ministry,  which  oversees  se- 
curity preparations. 

Greece  has  a  lot  riding  on  safe  Games. 
Its  massive  investment  in  infrastructure 
such  as  mass  transportation  could  hit  $12 
billion,  or  7%  of  gross  domestic  product— 
about  twice  original  estimates.  The  out- 
lays have  blown  a  hole  in  the  national 
budget:  Greece's  deficit  hit  3.2%  last  year, 
over  the  3%  Maastricht  Treaty  limit  for 
euro  zone  members,  and  is  estimated  to 
rise  even  higher  this  year,  depending  on 
the  final  cost  of  the  Olympics. 

The  budget-busting  will  pay  off  only  if 
Greece  can  demonstrate  to  the  world  that 
it  is  a  modern  country  able  to  handle  a 
huge  management  challenge.  So  the  gov- 
ernment is  sparing  no  expense  to  create  a 
safe  Olympics.  Some  41,000  police  will 
keep  an  eye  on  sports  venues  as  well  as 
major  hotels.  An  additional  10,000  Greek 
soldiers  will  provide  backup,  while  special 
forces  will  lurk  in  secret  locations,  ready 
to  storm  buildings  or  defuse  bombs. 

No  threat  is  too  far-fetched.  Patriot 
missiles  will  guard  the  skies.  In  the  port 
of  Piraeus,  where  more  than  13,000  visi- 
tors will  sleep  aboard  docked  cruise 
ships,  sensors  on  the  ocean  floor  and 
armed  frogmen  will  protect  against  un- 
derwater attacks.  About  $300  million  will 
be  spent  on  a  surveillance  and  emergency 
communications  system  that  includes 
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JN  AND  GAMES  some  1,600  Siemens 
:urity  team  closed-circuit  TV  cam- 
through  its  eras.  The  security 
s  near  Athens  project  is  led  by  Sci. 

ence  Applications  In- 
rrnational  Corp.  (SAIC),  a  $6.7  billion 
ASA  and  U.S.  military  contractor  that 
as  developed  battlefield  software.  San 
•iego-based  SAIC  designed  a  system  for 
le  Salt  Lake  City  Winter  Olympics  in 
002,  but  this  one  is  four  times  as  large. 
>ther  big  contractors  are  Motorola, 
hich  is  supplying  a  $25  million,  two- 
ay-radio  system,  and  E  Team  Inc.,  a  Los 
ngeles  company  that  specializes  in 
mergency-response  software. 

Organizers  are  even  girding  for  cyber- 
;rrorists.  Not  only  have  attacks  in- 
reased  since  Sydney  but  so  have  destruc- 
live  computer  viruses  that  could 
cramble  competition  results.  Paris- 
ased  Atos  Origin,  which  will  oversee  in- 
Drmation  technology  for  the  Games,  has 
eveloped  software  that  alerts  technicians 
f  aberrant  traffic  patterns,  such  as  some- 
»ne  trying  to  log  in  with  a  false  password 
oo  many  times. 

EARS  AMONG  FANS? 

10  ONE  SUGGESTS  such  measures  are 
oolproof.  "We  all  know  it's  a  troubled 
vorld,"  says  Gianna  Angelopoulos- 
)askalaki,  president  of  the  Athens  2004 
)rganizing  Committee.  As  if  to  empha- 
ize  how  hard  it  is  to  protect  an  open  so- 
:iety,  local  anarchists  have  been  planting 
lomemade  bombs  around  Athens  in  re- 
em:  months.  "These  groups  have  been 
Operating  for  years.  They  very  rarely  in- 
ure anyone.  It's  just  that  they  know  this 
s  a  great  opportunity  to  scare  people," 
;ays  James  Ker- Lindsay,  director  of  Civil- 
tas  Research,  a  think  tank  in  Cyprus. 

Security  preparations  have  been  made 
iven  tougher  by  construction  delays  on 
many  venues.  Unfinished  projects,  for  ex- 
ample, are  holding  up  installation  of 
SAIC's  surveillance  system.  The  May 
deadline  for  completion  has  come  and 
gone,  but  builders  insist  it  will  be  in  place 
and  tested  by  the  end  of  June. 

At  least  ticket  and  package  tour  sales 
seem  to  be  picking  up  after  a  slow  start. 
Most  of  the  expensive  tickets  to  Olympic 
events  are  gone,  helping  the  organizing 
committee  meet  90%  of  its  revenue  goal 
of  $220  million.  About  3  million  less  ex- 
pensive tickets  remain  unsold,  though, 
and  agents  estimate  that  15%  could  still 
be  available  once  the  Games  are  under 
way.  Officials  attribute  the  delay  to  the 
lower  purchasing  power  of  Greeks  and  a 
cultural  inclination  to  do  things  at  the 
last  moment. 


There  are  indications,  though,  that 
Americans  in  particular  are  worried 
about  personal  safety.  Many  affluent  fans 
will  be  staying  on  yachts  offshore  for  as 
much  as  $30,000  a  week,  in  part  for  se- 
curity reasons,  says  Richard  M.  Copland, 
CEO  of  the  American  Society  of  Travel 
Agents.  German  travel  company  Dertour 
says  it  has  booked  90%  of  the  available 
beds  on  a  cruise  ship  that  will  be  docked 
in  Piraeus,  at  more  than  $3,000  per  per- 
son for  a  five-day  stay.  Athens  "will  be  the 
safest  place  on  earth.  But  people  are  nerv- 
ous, and  justly  so,"  says  Sead  Dizdarevic, 
president  of  Jet  Set  Sports,  a  Far  Hills 
(N.J.)  travel-package  outfit. 

Of  course,  if  s  not  clear  if  sports  fans 
fear  terrorism— or  just  an  explosion  of 


their  credit-card  balances.  Jet  Set  adver- 
tises rooms  without  event  tickets  begin- 
ning at  about  $300  per  night  for  a  budg- 
et hotel  and  as  much  as  $2,900  for  luxury 
digs.  Dimitri  Georgi,  a  retired  Westing- 
house  Electric  engineer,  was  shocked  to 
find  that  a  favorite  hotel  outside  of 
Athens  wanted  $7,800  per  night  for  a 
bungalow,  albeit  near  a  pleasant  slice  of 
Mediterranean  coast.  "I  said:  'Hang  on,  I 
don't  want  to  buy  the  place,  just  rent  it,' " 
says  Georgi,  a  native  of  Greece  who  has 
lived  in  Germany  most  of  his  life.  He  is 
waiting  to  see  if  prices  come  down.  If  they 
don't,  Athens  can  always  pray  that  terror- 
ists will  be  scared  off,  too.  ■ 

-By  Jack  Ewing  in  Athens,  with  Brian 
Hindo  and  Ciro  Scotti  in  New  York 


THE  GREEKS  WILL  HAVE  THEIR  GUARD  UP 
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41,000  police-plus 
firefighters  and  emer- 
gency personnel-will 
be  on  alert 


f  10,000  military  troops 
will  be  stationed  at  the 
126  Olympic  venues 
and  elsewhere 
Special  forces  trained  for 
hijack  and  hostage 
situations  will  be  on  call 

jl,  Bomb-detecting 
j0Q$  dogs  will  inspect 
rr*    Olympic  sites 


Patrol  boats 
and  armed 

frogmen  will  protect  the 

coast  and  the  bay  at 

Piraeus,  where  cruise  ships 

will  serve  as  floating  hotels 
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1,600  surveillance 
•^^  cameras  will  be  at 
key  locations;  motion 
detectors,  too 

An  unspecified 
number  of  Patriot 
missiles  will  be  in  place 


NATOAWACS 

planes  will 

monitor  air  traffic 
while  Greek  fighter  jets 
patrol  the  skies  ready  to 
down  any  hijacked  planes 

!_    NATO  ships 
will  cruise  off 
the  coast  and  a  NATO 
battalion  that  specializes 
in  combating  nuc^ar, 
biological,  or  chemical 
contamination  will  be 
on  call 
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COMMENTARY 


BY  DEAN  FOUST 


Memo  to  Coke's  New  Boss 

Some  quick  moves  to  wake  up  the  beverage  giant's  sleepy  culture 


To:  E.  Neville  Isdell,  CEO  of  Coca-Cola 
Re:  The  challenges  ahead 

CONGRATULATIONS  on  your  ap- 
pointment as  chairman  and 
CEO.  If  s  already  clear  that  your 
reputation  as  an  executive  who 
doesn't  dither  is  well- deserved. 
Witness  the  promptness  with  which  you 
and  President  Steve  J.  Heyer  decided  to 
part  company  on  June  9.  Decisiveness  is 
good,  because  the  problems  at  Coca-Cola 

Co.  run  deep.  It  will  take  plenty  of  clear  think- 
ing and  a  willingness  to  make  tough  choices  to 
straighten  out  a  company  where  executives, 
field  managers,  bottlers,  and  even  the  board 
have  sometimes  worked  at  cross  purposes.  But 
when  you  boil  it  all  down,  it  will  take  some 
pretty  basic  moves  to  get  Coke  back  on  track: 

RAISE  THE  BAR  Your  appointment  was  wildly 
cheered  by  Coke  employees,  who  admired  your 
accomplishments  before  your  early  retirement 
in  2001  as  CEO  of  a  major  Coke  bottler  in  Eu- 
rope. But  some  former  execs  tell  me  the  out- 
pouring also  reflected  relief  that  the  board 
didn't  hire  an  outsider  who  might  have  cracked 
the  whip.  One  big  problem,  for  example:  Coke 
is  full  of  career  employees  who  have  never  been 
held  to  the  demanding  performance  metrics  widely  used 
throughout  Corporate  America,  including  at  rival  PepsiCo  Inc. 
There,  business-unit  managers  have  always  been  accountable 
for  their  own  profit-and-loss  statements— one  likely  reason 
Coke  has  lost  share  to  Pepsi  in  the  U.S.  Insider  or  not,  moving 
quickly  to  boost  accountability  will  go  a  long  way  to  waking  up 
Coke's  sleepy  culture. 

LOOK  TO  THE  OUTSIDE  During  his  three  years  at  Coke,  Heyer 
invigorated  Coke's  insular  marketing  operation?  by  embracing 
the  Internet  and  developing  edgie'  ads  that  appe  j  to  teens.  His 
departure  raises  the  fe  <  be  lost— 

especially  if  key  stafl  '.While 

it's  good  that  you're:  ia.id  re- 

plenish Coke's  deple;  re's  a  risk  in 


moving  so  fast  that  you  d<  n  imeto  es  ching 
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broadly  for  innovative  talent.  Coke  needs  aggressive  new  execs 
who  can  look  at  its  problems  with  a  fresh  eye. 

BOLSTER  NEW-PRODUCT  EFFORTS  Coke  also  trails  rivals  such  as 
PepsiCo  in  developing  hot  new  products.  Truth  is,  with  the  ex- 
ception of  Diet  Coke— really  just  a  line  extension— Coke  has  not 
created  a  leading  U.S.  brand  since  Sprite  was  unveiled  in  I960. 
And  in  recent  years,  Coke  has  remained  far  too  dependent  on 
similar  extensions  (Vanilla  Coke,  Diet  Coke  with  Lemon,  Diet 
Coke  with  Lime:  I  could  go  on)  that  provided  only  a  temporary 
sales  lift.  Now,  it  needs  to  return  to  the  forefront  in  pioneering 
new  categories.  As  consultant  Tom  Pirko,  president  of  Bevmark 
LLC,  suggests,  why  not  a  hybrid  drink  that  combines  the  best 
traits  of  sports  drinks  with  carbonated  soda? 

SHAKE  UP  THE  BOARD  Your  biggest  job  may  be  demonstrating 
independence  from  Coke's  meddlesome  board.  It  didn't  help 
when,  early  on,  reports  leaked  out  that  director  Donald  R. 
Keough  had  killed  an  edgy  TV  ad  he  found  of- 
fensive—the one  where  a  sweaty  teen  wipes  a 
cold  Coke  can  against  his  armpit  before  hand- 
ing it  to  a  friend.  Sure,  traditionalists  may  have 
questioned  the  ad's  suitability,  but  you've  got 
to  establish  who's  in  charge. 

At  the  same  time,  you  would  do  well  to  re- 
cruit fresh  talent  for  Coke's  star-studded,  but 
aging,  board.  The  average  age  is  65— five  years 
more  than  the  average  for  companies  on  the 
Standard  &  Poor's  500-stock  index— and  con- 
v  tains  four  members  who  have  served  for  more 

/  ^^^  than  20  years  each.  What's  more,  the  board  is 
^^H  top-heavy  with  diplomats  and  financiers,  but 
M  short  on  the  kind  of  marketing  expertise  that 

M  Coke  could  use.  "Ifs  criminal  that  Coke  has 

not  created  a  more  vibrant,  ener- 
getic, and— if  not  youthful— at  least 
a  balanced  board,"  argues  Marc  D. 
Lewis,  North  American  president 
for  Morgan  Howard  Worldwide,  a 
search  firm. 

Atlanta    recruiter    Joseph    D. 
Goodwin  suggests  you  return  to 
some  of  the  execs  with  marketing 
savvy  who  spurned  Coke's  over- 
tures   during    the    recent    CEO 
search— executives  like  James  M.  Kilts  of  Gillette  Co.  Invite 
them  to  join  the  board.  That  may  be  one  quick  way  to  start  put- 
ting the  fizz  back  in  Coke.  ■ 

-With  Louis  Lavelle  in  New  York 


The  board  is 
short  on  the 
marketing 
skills  Coke 
could  use 
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Ha'old  S.  Bradley 
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Growth  Equ,iv 


.^can  Century 


Phil  Davidson 
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Harold  manages  growth  portfolios.  Phil  manages  value  portfolios. 
They  only  meet  at  the  watercooler. 


Name  of  Fund 

Fund  Category 

lYr. 

5Yrs. 

lOYrs./LifeofFund 

Inception  Date 

New  Opportunities  IP*  (ANODQ 
Vistasu  (TWCVX) 

Small  Growth 
Mid-Cap  Growth 

59.80% 
54.95% 

13.33% 

—  /9.35% 
10.34%/ 10.89% 

6/1/01 
11/25/83 

Value*  (TWVLX) 
Equity  Income  (TWEIX) 

Mid- Cap  Value 
Mid- Cap  Value 

40.66% 
31.30% 

9.96% 
11.20% 

13.57%/12.87% 

—  / 14.73% 

9/1/93 
8/1/94 

Average  annual  total  returns  as  of  3/31/04 

Data  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  The  advertised  performance  is  attributable  in  part  to 
unusually  favorable  market  conditions  and  may  not  be  repeated  or  consistently  achieved  in  the  future.  Current  performance  may  be  higher  or 
lower  than  the  performance  shown.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original 
cost.  To  obtain  performance  data  current  to  the  most  recent  month  end,  please  call  1-877-442-6236  or  visit  americancentury.com.  Performance 
reflects  Investor  Class  shares.  For  information  about  other  share  classes  available,  please  consult  the  prospectus.  Data  assume  reinvestment  of 
dividends  and  capital  gains.  American  Century  Investment  Services,  Inc.,  distributor. 

Available  exclusively  through  investment  professionals. 

♦Historically,  small-cap  stocks  have  been  more  volatile  than  the  stock  of  larger,  more  established  companies. 

\s  a  company,  our  sole  focus  is  managing  money.  In  turn,  each  of  our  portfolio 
Ttanagement  teams  concentrates  on  only  one  discipline.  As  specialists,  they  each 
ive,  eat  and  breathe  their  distinct  investment  process.  And  their  expertise  helps 
as  deliver  long-term  performance  that  seeks  to  exceed  industry  benchmarks.  Our 
nvestments  stay  true.  Because  our  people  do  the  same. 


American  Century 
Investments 

Genuine.  Results. 


Call  1-877-442-6236      Contact  your  investment  professional 


Visit  americancenturv.com 


/ou  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest  The 
iind's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the 
fund,  and  should  be  read  carefully  before  investing. 


2>2004  American  Century  Services  Corporation 
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SPORT-  3IZ 


THE  SPARK  PLUG 
BEHIND  THE  PISTONS 

How  Detroit  tycoon  Bill  Davidson 
became  the  hottest  owner  in  sports 


WILLIAM  M.  DAVID- 
son  owns  four 
sports  franchises, 
three  of  them 
championship  cal- 
iber. He  owns  and 
runs  privately  held 
Guardian  Industries  Corp.,  which  was  a 
small,  bankrupt  windshield  maker  when 
he  took  it  over  in  1957.  Today,  it  is  the 
world's  second-largest  plate  glass 
maker,  with  annual  sales  of  $5  bil- 
lion. And  he  has  given  away  millions 
of  dollars  to  charity  and  has  two 
graduate  schools  named  after  him. 

Now  Davidson,  81,  really  has 
something  to  crow  about.  On  June 
15,  the  Detroit  Pistons,  a  team  he  has 
owned  since  1974,  routed  the  heavily 
favored  Los  Angeles  Lakers  to  win 
the  National  Basketball  Assn.  tide. 
Davidson  says  he  figured  the  Pistons 
would  win,  but  by  four  games  to 
one?  "That  was  a  surprise."  It's  his 
second  sports  triumph  in  less  than  a 
month:  On  June  7,  his  Tampa  Bay 
Lightning  won  the  National  Hockey 
League's  Stanley  Cup,  toppling  the 
Calgary  Flames.  What's  more,  his 
Women's  National  Basketball  Assn. 
team,  Shock,  won  the  finals  last  year. 

NO  SLAM  DUNK 

DAVIDSON'S  SPORTS  playbook 
mirrors  his  approach  as  a  businessman: 
He  invests  in  troubled  businesses  or 
teams,  hires  the  best  people  he  can  find  to 
fix  them,  then  waits.  He  gives  his  man- 
agers latitude  to  make  big  decisions  and 
often  endures  years  of  red  ink  before  get- 
ting a  payoff.  Says  Lightning  President 
Ronald  Campbell:  "He  understands  that 
you  can't  force  a  turn  around." 

None  of  Davidson's  recent  sports  vic- 
tories have  come  easily— or  quickly.  The 
Pistons,  which  Davidson  bought  for  $7 


million,  last  won  an  NBA  championship 
in  1990.  The  club  has  made  money  most 
of  the  past  20  years  but  hit  rock  bottom 
on  the  court  in  2000,  with  a  32-50  record. 
Then  Davidson  took  a  gamble  on  Joe  Du- 
mars,  the  Pistons'  all-star  point  guard 
who  retired  from  playing  in  1999,  hiring 
him  as  general  manager.  He  let  Dumars 
deal  away  big-name  players  like  Grant 


in  sports.  Davidson  figured  he  could 
make  a  go  of  the  hockey  team,  but  he; 
reckoned  the  real  payoff  would  come  by 
developing  its  waterfront  arena  and  sur- 
rounding property.  Davidson  hasn't  de- 
veloped the  land  yet,  and  getting  a  payoff 
from  the  Lightning  alone  will  be  anything 
but  quick.  He  lost  $60  million  between 
1999  and  2003  before  eking  out  a  $6  mil- 
lion profit  this  past  year. 

Patient  he  maybe,  but  Davidson  is  also 
a  tough  operator  who's  not  afraid  to  bej 
aggressive.  In  1958,  shortly  after  taking 
over  Guardian,  he  snatched  business 
from  PPG  Industries  Inc.  when  workers  at} 
the  Pittsburgh  company  were  on  strike. 
Over  the  years,  rivals  have  sued  Guardian 
for  infringing  on  patents  and  stealing 
trade  secrets.  Davidson  argued  that  some 
of  the  technologies  were  in  the  public  do 
main  but  wound  up  paying  millions  inl 
settlements.  "As  you  move  up  the  ladder,"' 
he  says,  "you're  bound  to  have  friction." 

While  not  a  regular  on  Detroit's  social 
circuit,  Davidson  is  well  known  in  charity 
circles.  He  gave  $36.5  million  to  the  UmH 
versity  of  Michigan's  Business  School  to 


Mr.  Fix-It 

Davidson  invests  in  troubled 
businesses  and  teams 

AGE  81 

EDUCATION  BA  in  business,  University  of 
Michigan,  1947;  JD,  Wayne  State  University,  1949. 

DAY  JOB  Since  1957,  owner  of  Detroit 
automotive  and  office  glass  supplier  Guardian 
Industries. 

SPORTS  VENTURES  Owns  the  Detroit  Pistons 
NBA  basketball  team,  the  Tampa  Bay  Lightning 
NHL  hockey  team,  and  Detroit's  women's 
basketball  team,  Shock.  Also  owns  two  sports 
and  entertainment  venues. 

CHARITIES  $36.5  million  to  the  University  of 
Michigan  School  of  Business;  $20  million  to  the 
Jewish  Theological  Seminary  in  New  York. 

FAMILY  Wife,  Karen,  fourth  marriage;  two  adult 
children,  Ethan  and  Maria. 


Hill  and  Jerry  Stackhouse  for  up-and- 
comers  like  Richard  Hamilton  and  Ben 
Wallace,  now  the  foundation  of  the  team. 
"Bill  won't  stop  you  from  doing  the  right 
things,"  says  Tom  S.  Wilson,  president  of 
the  Pistons.  "That's  unique  among  own- 
ers, who  are  fans  first  and  want  to  dabble 
in  operations." 

Davidson  took  an  even  bigger  risk  in 
buying  the  Tampa  Bay  Lightning  for 
$100  n  nn  in  1999,  right  after  Sports  II- 
histr  d  it  the  worst-run  franchise 


open  the  William  Davidson  Institute, 
studies  emerging  markets  and  economies 
in  former  communist  countries.  He  has 
also  given  $20  million  to  the  Jewish  Theo- 
logical Seminary  of  America  in  New  York 
Davidson,  who  has  not  publicly  named 
a  successor— his  two  adult  children  have 
no  role  at  his  companies— has  no  plans  to 
retire,  even  after  winning  two  champi- 
onships at  age  81.  To  him  business  is  a 
sport,  and  there's  always  another  game.  ■ 
-By  David  Welch  in  Detroit 


54    BusinessWeek    ,jr,e  28.  2004 


PAY  FOR  DINNER 


RENT  A  MOVIE 


SKIP  THE  MOVIE 


Get  FREE  VIAGRA 

Every  time  you  fill  6  eligible  prescriptions,  you'll  get  the  next  one  free* 

Thats  right,  with  THE  VALUE  CARD  for  VIAGRA,  you'll  get  every  7th  prescription  free.  Time  and  time  again. 

There's  no  other  offer  like  this.  And  there's  no  other  VIAGRA. 

•  No  other  tablet  has  been  proven  to  work  better  or  faster  for  treating  ED 

•  VIAGRA  works  for  at  least  4  hours,  which  meets  the  needs  of  most  men 

•  96%  of  men  were  satisfied  with  VIAGRA  for  their  ED  in  a  4-year,  open-label  study 

And  now,  you  can  get  the  one  and  only  VIAGRA  for  free.  To  get  your  card,  call  1-866-268-4429.  Or  go  to 
www.viagracard.com.  Do  it  today.  It's  quick,  easy,  and  free. 

THE  VALUE  CARD  for  VIAGRA.  See  the  value  again  and  again. 

*To  be  eligible,  you  must  pay  for  your  entire  prescription  or  the  part  of  your  prescription  not  covered  by  insurance. 
Pills  obtained  with  a  copayment  will  not  count  toward  this  program.  Program  may  not  be  offered  in  some  areas  and  at  some 
pharmacies.  Other  rules  apply. 


Call  1-866-268-4429  to  get  your  card. 
Or  go  to  www.viagracard.com. 


(sildenafil  citrate) tabids 


VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for  everyone.  If  you  use 
nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA.  This  combination  could  cause  your 
blood  pressure  to  drop  to  an  unsafe  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity.  If 
you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts  longer  than  4  hours,  seek 
immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less 
commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

Please  see  patient  summary  of  information  for  VIAGRA  (25-mg,  50-mg,  \00-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 
VIAGRA 

lenafil  citrate) tMa 

This  summary  contains  important  information  about  VIAGRA 
It  is  not  meant  to  take  me  place  of  your  doctors  instructions.  Read  this 
information  carefully  before  you  start  t-  •  your  doctor  or 

oharmacist  if  you  do  not  undersold  any  of  this  information  or  if  you  want 
to  know  more  about  VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However,  VIAGRA  is  not  for  everyone,  ft  is  intended  for  use  only 
by  men  who  fave  a  cone  VIAGRA  must 

never  be  used  by  men  who  are  taking  medicines  that  contain 
nitrates  of  any  kind,  at  any  time.  This  includes  nitroglycerin 
If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  or  life  threatening 
level. 

WhattsVUGRA? 
VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
ft  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine  VIAGRA  helps 
a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 
excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex.  this  extra  blood  flows  out  of  the 
penis  back  into  the  body.  The  erection  goes  away  If  an  erection  lasts  for  a 
long  time  (more  than  6  hours),  it  can  permanently  damage  your  penis.  You 
should  call  a  doctor  immediately  if  you  ever  have  a  prolonged  erection  that 
lasts  more  than  4  hours 

Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex.  If  you  have  chest  pains, 
dizziness  or  nausea  during  sex.  stop  having  sex  and  immediately  tell  your 
doctor  you  have  had  this  problem. 

How  VIAGRA  Works 
VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps  the  penis  fill 
with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection 
goes  away. 

VIAGRA  Is  Not  for  Everyone 
As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart 
is  healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either  regularly 
or  as  needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level  You  could  get 
dizzy,  faint  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found  in 
many  prescription  medicines  that  are  used  to  treat  angina  (chest  pain  due 
to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
(■poppers').  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates, 
or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor  or 
pharmacist 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  for 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA. 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protectyou  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HlV-the  virus  mat 
causes  AIDS 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Yoor  Doctor  Before  Yea  Begin  VIAGRA 
Onfy  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can  cause 
mild,  •emporary  lowering  of  your  blood  pressure.  You  will  need  to  have  a 
thorough  medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find 
out  if  you  can  safety  take  VIAGRA  alone  or  with  your  other  medicines  Your 
doctor  should  determine  if  your  heart  is  healthy  enough  to  handle  the  extra 
strain  of  having  sex. 

.:ell  your  doctor  if  you: 
a  ever  had  any  heart  problems  (eg.,  angina,  chest  pain,  heart 
regular  heart  beats,  heart  attack  or  narrowing  of  the 
■afve) 


•  we  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  -ave  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  nave  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia  or 
leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis.  Peyronie's  disease,  or  ever  had  an  erection 
that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicioes 
Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This  includes 
prescription  and  nonprescription  medicines  or  remedies. 

•  Remember.  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  tor  Everyone). 

•  It  you  are  taking  aipha-blocker  therapy  far  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not  take 
a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  tor  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do 
not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor 
can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you  are 
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rossioie  oioe  cnecis 
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ROLL THEM 
BONES 

How  does  a  billionaire  cele- 
brate his  87th  birthday?  If 
you're  Kirk  Kerkorian,  you  play 
tennis  at  your  Beverly  Hills 
mansion,  share  a  small  cake, 
and  launch  a  $7.9  billion  take- 
over. The  57%  owner  of  MGM 
Mirage,  Kerkorian  will  become 
gambling's  biggest  player  if  his 
bid  for  Mandalay  Resort  Group 
is  approved  by  state  and  fed- 
eral regulators,  as  expected. 
Kerkorian  would  control  about 
10  of  the  17  largest  casinos  on 
Sin  City's  famed  Strip. 

But  Kerkorian's  deal- 
making  may  not  end  there: 
His  73%-controlled  Metro- 
Goldwyn-Mayer  is  in  talks 
with  Sony  Entertainment  that 
could  lead  to  a  $5  billion  bid 
for  the  studio.  General 
Electric's  NBC  Universal  unit 
and  Time  Warner  are  also 
said  to  be  interested  in  MGM 
and  its  library  of  4,000  films, 
including  the  James  Bond 
franchise.  As  for  Kerkorian, 
|  he's  likely  to  buy  stock  to  help 
MGM  Grand  buy  Mandalay 
just  weeks  after  the  casino 
issued  a  special  dividend  that 
netted  its  majority  share- 
holder $1.4  billion.  "Kirk  is  not 
a  man  who  likes  to  sit  on  a  lot 
of  cash,"  says  one  associate. 
—Ron  Grover 


'SPAMMED  IF 
YOU  DO...' 

The  Federal  Trade 
Commission's  popular  do-not- 
call  list  has  reined  in 
telemarketers,  but  a  similar 
registry  won't  work  for  junk 
e-mail,  the  agency  says.  On 
June  15,  the  commission  told 
Congress  that  spammers 
would  ignore  the  list  or, 
worse,  use  it  to  mine  e-mail 
addresses.  "You're  spammed 
if  you  do,  spammed  if  you 
don't,"  said  FTC  Chairman 
Timothy  Muris.  The  FTC 
wants  government  and 
industry  to  create  a  system  to 
authenticate  the  source  of  e- 
mail,  which  would  prevent 
spammers  from  evading 
niters.  Internet  service 
providers  already  are 
exploring  ways  to  verify  an  e- 
mail's  sender,  but  a  solution 
could  be  years  away. 


ORACLE  IN 
OVERDRIVE 


A  feud  with  the  Justice  Dept. 

over  its  attempted  acquisition 
of  rival  PeopleSoft  doesn't 
appear  to  be  hurting  database 
giant  Oracle's  ability  to  turn  a 
profit.  In  the  fiscal  quarter 
ended  May  31,  revenues  were 
up  8.3%,  to  $3.08  billion, 
while  net  income  grew  15%, 
to  $990  million.  Thanks  to  an 
increase  in  high-margin 
businesses  like  software 
subscriptions,  Oracle's 
operating  margin  hit  46%,  a 
record.  Chief  Executive 


Lawrence  Ellison  predicts  it 
will  keep  growing  as  Oracle's 
business  is  "reshaped."  One 
area  with  room  for  improve- 
ment: new  applications  sales, 
which  dropped  6.1%.  A  take- 
over of  PeopleSoft  would 
bolster  Oracle's  applications 
business,  but  Justice  is  suing 
to  block  the  deal.  And  even  if 
it  prevails  in  the  federal  trial 
now  under  way  in  San 
Francisco,  Oracle  still  must 
win  over  PeopleSoft 
shareholders. 


BOEING'S  DEEP 
SEA  TREASURE 

Boeing's  defense  business  has 
overcome  scandal  and 
archrival  Lockheed  Martin  to 
supply  the  U.S.  Navy  with  the 
next-generation  submarine- 
hunting  airplane.  The  initial 
development  contract  is  for 
$3.9  billion,  but  the  deal 
could  be  worth  up  to  $15 
billion.  The  first  delivery  of 
the  so-called  Multi-Mission 
Maritime  Aircraft  program 
isn't  expected  until  2009, 
with  production  not  revving 
up  until  2013.  In  the  mean- 
time, the  award  should  boost 
morale  at  Boeing's  $27  bil- 
lion Integrated  Defense 
Systems.  The  unit  recently 
lost  a  multibillion- dollar  Air 
Force  contract  to  build  aerial 
refueling  tankers  after  it 
admitted  to  possessing  nearly 
40,000  pages  of  proprietary 
Lockheed  documents. 


DELTA:  THE 
FOG  THICKENS 

The  bankruptcy  clouds  are 
growing  more  ominous  at 
Delta  Air  Lines.  Adding  to 
labor  woes  and  sky-high  fuel 
costs,  the  Atlanta  airline  is 
facing  more  competition 
from  low-cost  carriers.  On 
June  16,  Independence  Air,  a 
startup  based  at  Dulles  Inter- 
national Airport  outside 
Washington,  D.C.,  launched 


cut-rate  service  on  some 
Delta  routes.  That's  one 
reason  Delta  will  reduce 
flights  at  its  low-cost  unit, 
Song,  in  September.  Delta 
Chief  Executive  Gerald 
Grinstein  continues  to  warn 
about  the  risk  of  bankruptcy 
and  has  hired  consultants  to 
fix  Delta's  debt-ridden 
balance  sheet.  Still,  his  cost- 
cutting  may  be  too  late. 


ETCETERA... 

»  Goodyear  delayed  the 
release  of  its  quarterly  results. 
»  Bond  trading  results 
helped  lift  Bear  Stearns' 
quarterly  profits  by  24%. 
>>  China's  Commerce 
Ministry  ruled  that  Corning 
dumped  optical  fiber  products 
in  China. 


CLOSING  BELL 


Shares  of  Sabre 
Holdings  rose  10% 
on  June  15,  to 
$27.97  after  the 
travel  technology 
outfit  said  second- 
quarter  profits  will 
be  "significantly 
better 'than  earlier 
Wall  Street 
forecasts  of  2%  to 
34#  a  share.  Even 
its  once-troubled 
Travelocity  Web  site 
is  profitable. 


DOLURS 


JUNE  7,  '04  JUNE  16 

Data:  Bloonberg  Financial  Markets 
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It's  time  to 
clear  the 


air  about 


natural  gas 


Power  Natural  gas  is  the  principal  source 

Security  About  20  million  households 

for  new  power  generation  in  North 

throughout  the  U.S.  rely  on  natural  gas 

America.  Cleaner  burning  than  oil  and 

from  BP  to  provide  much  needed  heat  and 

coal,  it  produces  50%  fewer  emissions. 

power.  And  now,  by  relying  on  sources 

Today,  natural  gas  makes  up  more  than  55% 

closer  to  home  such  as  our  natural  gas 

of  our  energy  production,  making  us  the 

supply  in  nearby  Trinidad,  we'll  be  able 

largest  producer  and  supplier  in  the  U.S. 

to  deliver  that  energy  even  faster. 

The  Future  While  renewable  energy 

bp 

technologies  continue  to  be  developed, 

we  feel  natural  gas  can  be  the  clean 

jF^Il 

bridge  to  an  alternative  energy  future. 

*  s 

By  shifting  the  fuel  mix  to  cleaner 

T*f 

burning  natural  gas,  the  U.S.  could 

PJ* 

reduce  emissions  of  C02  by  up  to  53%. 
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beyond  petroleum 
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Kow  Clinton  Could 
elp-and  Hurt-Kerry 


(OU  CAN'T  BLAME  JOHN  KERRY  and  George  Bush  if  they  are  getting 
i  wee  bit  frustrated  at  the  giant  shadows  cast  over  the  Presiden- 
ial  campaign  landscape.  But  while  Bush  worries  that  he  won't 
neasure  up  to  Ronald  Reagan,  Kerry  is  saddled  with  a  more 
complex  set  of  political  problems   created  by  the  public 

feemergence  of  Bill  Clinton.  Kerry  can  vember.  According  to  a  June  8-9  Fox  poll, 

probably  withstand   pundits'  withering  the  former  President  remains  overwhelm- 

:omparisons  between  him  and  the  charis-  ingly  popular  among  liberals  (78%  ap- 

natic  Clinton,  who's  about  to  launch  a  na-  proval),  minorities  (71%),  those  earning 


ionwide  tour  for  his  memoir,  My  Story.  But 
resumed  Democratic  nominee  Kerry  will 
lave  a  tougher  time  coping  with  the  dam- 
ige  Clinton's  larger-than-life  persona 
:ould  cause  among  key  voting  blocs. 

With  core  Democratic  constituencies, 
he  42nd  President  has  held  on  to— and 
»ven  elevated— his  Springsteenian  rock- 
tar  status  since  leaving  the  White  House. 
3ut  among  other  groups  Kerry  covets— in- 
•luding  highly  educated  women,  union 
amines,  blue-collar  females,  and  older 
women— Bill  is  no  Bruce.  While  Clinton's 
personal  approval  numbers  have  improved 
Tom  40%  to  52%  in  the 
past  year  in  Fox 
Vews/Opinion  Dynam- 
cs  polls,  he  has  just  a 
49%  rating  in  battle- 
ground states.  Clinton's 
ratings  remain  lowest  in 
the  Midwest— a  must- 
win  region  for  Kerry. 
"He  is  very  controversial 
and  widely  disliked 
among  swing  voters," 
says  Larry  J.  Sabato, 
director  of  the  University 
of  Virginia  Center  for  ^^ 
Politics.  "If  s  Kerry's  job  ^^ 
to  make  lemonade  out  of  lemons." 

How?  After  extensive  consultations,  the 
Kerry  and  Clinton  camps  have  agreed  that 
the  former  leader  will  use  his  book  tour  to 
reinforce  public  perceptions  of  his  Presi- 
dency as  a  time  of  prosperity,  fiscal  respon- 
sibility, and  international  cooperation— a 
not-so-subtle  contrast  to  the  Bush  era.  The 
Kerry  campaign  also  thinks  Clinton  can  be 
particularly  helpful  in  turning  out  both  the 
Democratic  base  and  young  voters  in  NO- 


TOUR DEFORCE? 

Pushing  his 
book  could  give 
Kerry  a  boost 


less  than  $25,000  (68%),  and  the  under-30 
crowd  (58%).  With  these  audiences,  says 
independent  pollster  John  Zogby,  "John 
Kerry  should  use  Clinton  often  and  well." 

To  the  Battlegrounds 

IN  ADDITION  TO  raising  gobs  of  campaign 
cash,  Clinton  could  aid  Kerry  in  states  with 
left-leaning  urban  centers.  Zogby  predicts 
that  the  ex-President  will  stump  in  heavily 
African  American  cities  such  as  Cleveland, 
Detroit,  Philadelphia,  and  St.  Louis,  as  well 
as  liberal  bastions  Madison,  Wis.;  Portland, 
Ore.;  and  Seattle— all  in  battleground 
states.  He  also  could 
boost  the  Democratic 
vote  in  swing  states  he 
carried  in  '96,  including 
Arkansas,  New  Hamp- 
shire, and  West  Virginia. 
But  Kerry  isn't  the 
only  pol  wooing  Bill 
fans.  Bush  sees  an  open- 
ing with  the  15%  of  vot- 
ers who,  according  to  the 
Fox  poll,  like  both  Presidents.  Targets  of 
opportunity:  Catholics,  young  voters,  and 
the  working  poor.  No  wonder  Bush  was 
gushing  at  the  June  14  unveiling  of  Clin- 
ton's White  House  portrait.  "The  years 
have  done  a  lot  to  clarify  the  strengths  of 
this  man,"  Bush  said.  "Bill  Clinton  could 
always  see  a  better  day  ahead." 

Such  flattery  will  enhance  Clinton's 
stature— and  widen  the  comparison  gap 
with  Kerry.  But  with  My  Story  likely  to  make 
headlines  for  weeks,  Kerry  has  little  choice 
but  to  embrace  Clinton  and  pray  that  the 
polarizing  political  giant  from  Hope  helps 
him  more  than  he  hurts  him.  ■ 

-  With  Melissa  Lynn 


CAPITAL 
WRAPUP 

PUTTING  THE  PENTAGON 
ON  RATIONS 

THE  DAYS  OF  blank  checks  for 
the  Defense  Dept.  may  be  over. 
The  usually  Pentagon-friendly 
House  Appropriations  Committee 

on  June  16  passed  a  military 
money  bill  that's  $10  billion 
below  what  President  Bush  had 
requested— and  $30  billion  less 
than  the  House  had  previously 
authorized.  The  $417  billion 
bill  includes  $25  billion  for 
Iraq  and  Afghanistan 
operations  and  represents  a 
hefty  6%  hike  over  fiscal  2004. 
Still,  as  Congress  wrestles  with 
record  deficits,  lawmakers 
chipped  away  at 
Administration  requests  for 
missile  defense,  the  Navy's  new 
DD(X)  destroyer,  the  F-35  Joint 
Strike  Fighter,  and  the  Space- 
Based  Laser. 

ARE  MORE  STATES 
IN  PLAY  THIS  YEAR? 

ONLY  17  STATES  have  been 
targeted  by  both  Presidential 
campaigns  in  2004.  But  John 
Kerry  and  George  Bush  are 
hoping  to  expand  the  number 
of  competitive  states.  The 
Democrats  are  buying  TV  time 
in  Arkansas  and  Louisiana, 
both  Bush  territory.  They're 
also  mulling  a  foray  into  the 
GOP  strongholds  of  Colorado, 
North  Carolina,  and  Virginia, 
where  Dems  sense  softness  in 
Bush's  support.  Meanwhile, 
Republicans  are  thinking  of 
upping  the  ante  in  Democratic 
New  Jersey.  Polls  there  show 
Kerry's  lead  is  tenuous. 

The  goal:  to  force  the  enemy 
to  respond  by  spending 
precious  time  and  resources  in 
states  it  previously  had  taken 
for  granted.  Democratic 
consultant  Donna  Brazile  dubs 
this  "the  bubble  strategy,"  a 
reference  to  the  borderline 
teams  "on  the  bubble"  that  may 
or  may  not  make  the  cut  for  the 
NCAA  Final  Four  tournament. 
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INDIA 


THE  DIGITAL 
VILLAGE 

How  new  technologies  could  help 
alleviate  chronic  poverty  in  India 


AMONG  THE  GRAND 
gothic  columns  of  Ban- 
galore's colonial-era  ur- 
ban administration  of- 
fice, a  couple  dozen 
village  dwellers  neatly 
dressed  in  cotton  shirts, 
sarongs,  and  turbans  wait  their  turn  at 
what  looks  like  an  automatic  teller  ma- 
chine. But  this  machine  isn't  dispensing 
cash.  Instead,  farmers  from  nearby  vil- 
lages can  use  the  terminal  to  see  comput- 
erized copies  of  the  deeds  to  the  tiny 
patches  of  wheat,  rice,  and  vegetables 
they  till  for  a  living.  Once  they've  checked 
their  information,  they  can  get  a  printed 
copy  of  their  records  at  a  neighboring 
window  for  just  30$. 

That's  a  big  change.  Until  the  records 
were  computerized,  the  deeds  were  con- 
trolled by  powerful  village  accountants. 
These  men  routinely  charged  poor  farm- 
ers anywhere  from  $2  to  $22  for  a  copy— 
which  they  typically  need  two  or  three 
times  a  year  when  they  ask  banks  for 
loans  to  pay  for  fertilizer,  seeds,  and  crop 
insurance.  Worse,  some  accountants 
would  even  collude  with  upper-caste 
landlords  to  steal  the  land  by  writing  over 
the  original  names  and  then 
tricking  illiterate,  lower- 
caste  farmers  into  signing 
away  their  property. 

Five  years  ago,  the  Kar- 
nataka  state  government 
launched  a  program  to 
computerize  the  land 
records  of  6.7  million  farm- 
ers in  30,000  villages.  Two 
years  later,  all  20  million 
deeds  had  been  digitized 
and  filed  along  with  infor- 


Many  of  the 
country's 
high-tech 
elite  are 
working  to 
aid  the  poor 


mation  such  as  the  land's  productive  ca- 
pacity and  any  loans  that  use  the  proper- 
ty as  collateral.  Today,  the  information  is 
available  in  Kannada,  the  local  language, 
through  200  government- owned  com- 
puter kiosks  in  administrative  offices 
across  the  state.  Muniratnama,  a  45-year- 
old  farmer,  traveled  10  miles  from  her  vil- 
lage to  Bangalore  for  a  copy  of  her  land 
record  so  she  could  get  a  loan  to  replant 
her  four  acres.  The  new  system,  she  says, 
is  far  better  than  the  old  way.  "The  village 
accountant  was  corrupt,"  she  says  with 
disgust.  "He'd  delay  making  any 
changes,  and  he  made  mistakes,  too." 

TURNING  POINT 

COMPUTERIZING  LAND  records  may 
not  seem  like  much  of  an  achievement; 
most  developed  countries  did  it  years  ago. 
But  in  rural  India,  where  the  majority  of 
people  are  semi-literate  and  five  in  remote 
communities  unconnected  by  road  or 
phone,  it's  almost  a  revolution.  "With 
equal  access  to  information,  a  lower-caste 
person  now  has  the  same  privileges  as  an 
upper-caste  person,"  says  Rajiv  Chawla, 
who  oversaw  the  $3.7  million  program, 
called  Bhoomi— which  means  "land"  in 
both  Hindi  and  Kannada.  In 
Karnataka  alone,  deed 
fraud  once  cost  poor  farm- 
ers $20  million  a  year;  to- 
day, the  problem  has  been 
virtually  wiped  out,  accord- 
ing to  the  World  Bank. 

Such  initiatives  add  up  to 
a  digital  turning  point  for 
India.  For  the  past  decade, 
the  country's  high-tech  sec- 
tor has  boomed,  with  out- 
sourcing   companies    and 


software  shops  popping  up  like  mush- 
rooms in  tech  capitals  such  as  Bangalore 
and  Hyderabad.  But  that  growth  has 
largely  left  India's  700  million  impover- 
ished villagers,  slum  dwellers,  and  tenant 
farmers  just  as  poor  as  their  forefathers. 
Jobs  are  scarce,  cash  is  scarcer,  and  simply 
getting  water  is  an  immense  daily  chal- 
lenge. This  huge  gulf  between  India's 
thriving  elite  and  its  vast  hinterland  is 
one  reason  the  ruling  Bharatiya  Janata 
Party  lost  the  general  election  this  spring. 
The  victorious  Congress  Party  has 
pledged  to  deliver  prosperity  to  the  mass- 
es. Technology  could  make  this  colossal 
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BANGALORE 

Digital  deeds 
make  life  a 
little  easier  for 
landowners 


task  less  difficult.  "The  government's 
challenge  is  to  leverage  India's  techno- 
logical and  manpower  potential  to  solve 
our  problems  of  poverty  and  actually  de- 
liver services  to  the  masses,"  says  R. 
Chandrashekar,  who  oversees  e-gover- 
nance  programs  at  India's  Information 
Technology  Ministry. 

In  the  fight  against  poverty,  the  policy- 
makers of  Congress  may  find  natural  al- 
lies among  the  more  altruistic  of  India's 
digital  generation.  Even  before  the  BJP 
lost  the  election,  many  of  the  educated 
elite  responsible  for  the  success  of  India's 
tech  and  software  houses— or  who  have 


helped  U.S.  multinationals  prosper— de- 
cided to  turn  their  energies  to  helping  In- 
dia's poor.  Nasscom,  the  trade  group  for 
India's  software  houses,  estimates  that 
there  are  hundreds  of  such  programs 
across  India,  many  of  them  private  initia- 
tives, connected  by  a  common  theme:  to 
find  cheap,  digital  solutions  to  the  prob- 
lems of  the  poor.  They  range  from  a 
"smart  chip"  payment  card  to  a  diagnos- 
tic kit  for  isolated  health  clinics  to  a  suc- 
cessful e-commerce  initiative  that  lets 
farmers  buy  supplies  and  get  market  in- 
formation online.  "IT  can  act  as  a  bridge 
between  the  rapidly  growing  new  India 


and  the  lagging  old  India,"  says  Nasscom 
President  Kiran  Karnik.  "We  have  to  fig- 
ure a  way  to  take  these  sparks  and  turn 
them  into  a  prairie  fire." 

For  a  decade,  such  efforts  were  merely 
experiments— small-scale,  splintered  acts 
of  charity  and  attempts  at  business  cre- 
ation. And  many  have  been  hindered  by 
government  inertia  or  regulation.  But 
some  are  starting  to  look  like  valid  busi- 
ness opportunities.  So  far,  most  of  these 
ventures  have  been  funded  with  entre- 
preneurs' savings  because  venture  capi- 
talists see  few  prospects  of  early  returns. 
With  the  number  of  success  stories  grow- 
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ing,  though,  Nasscom  and  the  World 
Bank  are  planning  a  fund  of  up  to  $1  bil- 
lion to  support  promising  ideas.  And  oth- 
er developing  nations  such  as  South 
Africa,  Brazil,  and  Sri  Lanka  are  closely 
watching  India's  progress  to  see  whether 
the  projects  can  be  successfully  replicat- 
ed. "India  could  lead  the  world  in  creat- 
ing the  grassroots  social  experiments  that 
could  teach  nations  how  to  use  technolo- 
gy for  the  common  good,"  says  Kenneth 
Keniston,  a  professor  at  the  Massachu- 
setts Institute  of  Technology  who  follows 
such  experiments  globally. 

STRETCHING  RESOURCES 

MANY  OF  THESE  EFFORTS  are  driven  by 
the  urge  to  profit:  If  a  fraction  of  India's 
poor  logged  in  just  once  a  day— and  paid  a 
minuscule  fee  to  a  service  provider  for  the 
privilege— then  the  sheer  mass  could  cre- 
ate a  viable  business.  "If  you  can  concep- 
tualize the  world's  4  billion  poor  as  a  mar- 
ket, rather  than  as  a  burden,  they  must  be 
considered  the  biggest  source  of  growth 
left  in  the  world,"  says  C.K.  Prahalad,  a 
leading  management  theorist  who  studies 
developing  markets.  Other  pioneers  are 
purely  altruistic— they  want  to  break  In- 
dia's millennia-long  curse  of  poverty. 

If  s  an  awesome  curse,  and  at  first  look, 
if  s  hard  to  see  how  digital  technology 
cooked  up  by  some  do-gooders  can  relieve 
hunger  or  thirst  or  guarantee  a  better  crop. 
No  laptop,  however  cheap  or  durable,  can 
compensate  for  India's  lack  of  a  nation- 
wide power  grid,  or  a  comprehensive  net- 
work of  highways.  But  technology  can  de- 
liver information— information  the  rural 
poor  desperately  need— about  weather 
conditions,  crop  prices,  health  care,  and 
more.  Reliable  information  can  help  In- 
dia's poor  stretch  their  resources— to  plant 
the  right  crops,  deal  with  bureaucrats 
more  effectively,  operate  on  a  level  playing 
field  with  customers  and  merchants.  The 
digital  revolution  in  India  is  largely  an  in- 
formation revolution. 

Computer  kiosks  are  the  key  to  the  rev- 
olution. These  typically  sit  in  the  front 
room  of  an  entrepreneur's  home,  with 
one  or  two  PCs  linked  to  the  Internet  via  a 
satellite,  phone,  or  wireless  link.  The 
country  already  has  some  7,000  such 
kiosks,  and  more  than  100  new  ones  pop 
up  weekly.  By  2007  there  could  be  as 
many  as  300,000,  estimates  Nasscom. 
The  giant  Indian  Tobacco  Co.  has  taken 
the  lead  in  the  movement,  giving  more 
than  4,000  kiosks  to  farmers  in  a  bid  to 
boost  sales  of  everything  from  seeds  to 
soap  via  its  Web  site,  e-Choupal.  But  new 
players  are  emerging,  offering  eager  en- 
trepreneurs a  chance  to  open  kiosks. 
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Tech  for  the  Masses 

Some  of  the  most  promising  projects: 


PROBLEM 


SOLUTION 


E-GOVERNMENT 


Land  titles  were  difficult 
and  costly  to  get,  so  farmers 
had  a  tough  time  getting  credit 
or  selling  property 


Karnataka  state  has  digitized 
20  million  deeds  that  farmers 
can  get  for  just  300  from  any  of 
200  computer  kiosks 


COMPUTER  KIOSKS 


Poor  roads,  power,  and  phone 
networks  hinder  delivery  of 
services  such  as  health  care, 
banking,  and  education 


Solar-powered  computer 
kiosks  where  villagers  can 
buy  supplies  and  get  market 
and  health-care  information 


AGRICULTURAL  E-COMMERCE 


Farmers  must  walk  miles  to 
buy  seeds  and  fertilizer,  and 
then  sell  their  produce  through 
middlemen  at  low  prices 


TELE-MEDICINE 


Distances  between  villages 
and  hospitals  make  it  hard 
to  diagnose  and  treat  patients 
needing  immediate  care 


N-Logue  Communications,  for  instance, 
has  adopted  something  of  a  franchise 
model.  The  company  arranges  a  low- 
interest  loan  of  $1,000  to  buy  a  computer 
and  install  a  wireless  link  to  the  Internet, 
then  teaches  the  owner  its  possibilities. 

These  kiosks  often  become  the  hub  of 
village  activity.  Take  the  one  operated  by 
Mahesh  Patel,  a  soybean  and  cotton 
farmer  from  Korgala,  a  speck  of  a  village 
in  the  central  state  of  Madhya  Pradesh. 
Although  the  only  place  Patel  had  ever 
seen  a  computer  was  in  Bollywood  block- 
busters, he  signed  on  when  Indian  To- 
bacco offered  him  the  Korgala  kiosk 
three  years  ago.  Smce  he  gets  a  small  cut 
of  every  sale  ITC  makes  via  his  computer, 
Patel's  monthly  income  has  jumped  to 
$380  from  $220  before  he  got  the  kiosk. 
His  three -room  home  is  now  often 
crowded  with  villagers.  In  the  morning, 


farmers  gather  to 
check  soy  oil  prices 
in  Chicago  before 
looking  into  the  go- 
ing rate  on  local 
markets.  In  the  af- 
ternoon, children 
hone  their  computer 
skills  on  the  ma- 
chine. And  since  the 
e-Choupal  site  of- 
fers all  ltinds  of 
goods  for  sale,  Pa- 
tel's house  has  be- 
come a  virtual  vil- 
lage store.  "I'm  just 
a  farmer,  but  I  get 
a  lot  of  respect  in 
my  village  now,* 
he  says. 

Today,  entrepre- 
neurs in  India  are 
looking  to  capital- 
ize on  the  kiosk 
boom.  One  has  de- 
veloped a  portable 
$200  diagnostic  kit 
the  size  of  a  boom 
box  that  can  make  a 
kiosk  double  as  a 
health  clinic.  An- 
other has  tweaked 
the  Wi-Fi  wireless 
standard  to  serve 
rural  areas  hun- 
dreds of  times  the 
size  of  a  typical  Wi- 
Fi  "hot  spot."  And 
Microsoft  Corp.  is 
considering  mak- 
ing a  $150  hand- 
held device  for 
the  Bhoomi  land 
records  program,  while  an  Indian  group 
has  developed  the  Simputer,  a  simple, 
robust  handheld  computer  that  even  il- 
literate farmers  can  use. 

Can  these  projects  transform  India? 
Not  by  themselves.  But  if,  bit  by  bit,  they 
can  make  India's  poor  a  little  healthier, 
richer,  and  more  literate,  the  cumulative 
effect  on  the  country's  fortunes  could  be 
enormous.  The  poor  are  eager  for  a  wave 
of  digital  change.  In  the  dusty  village  of 
Shahpur  in  Uttar  Pradesh,  for  instance, 
impoverished  farmers  save  their  rupees 
to  send  their  children  to  school  in  a  near- 
by town  where  they  can  study  English— 
and  computers.  Among  India's  poor, 
there's  no  shortage  of  ambition  to  learn 
them  both.  And  no  shortage  of  ideas  on 
how  to  harness  technology  to  give  the 
poor  a  fighting  chance  at  a  better  life.  ■ 
-By  Manjeet  Kripalani  in  Bangalore 
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Web  site  with  market 
information  that  sells  supplies 
and  buys  produce  directly, 
eliminating  middlemen 


Urban  doctors  can  now  view 
tests  from  remote  clinics  and 
consult  with  rural  caregivers 
via  satellite  video  and  data  links 
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AIRBUS  HAS  A 
WEIGHT  PROBLEM 

ts  A380  megaplane  must  keep  pounds 
lown  to  meet  performance  targets 


IN  A  CAVERNOUS  FACTORY  ON 
the  outskirts  of  Toulouse,  France, 
workers  are  assembling  a  prototype 
of  the  Airbus  A380,  the  biggest 
commercial  aircraft  ever  built.  Air- 
bus says  the  double-decker  jet  is 
within  its  $13  billion  development 
■udget  and  on  schedule  for  its  first  com- 
nercial  flight,  by  Singapore  Airlines  Ltd., 
[i  the  spring  of  2006.  But  as  the  launch  of 
pis  technological  marvel  draws  near,  its 
uccess  increasingly  will  hinge  on  such 
eemingly  mundane  items  as  passenger 
eats  and  food-service  carts. 

To  ensure  that  the  A380  can  fiy  up  to 
l»,200  miles  nonstop  while  meeting  am- 
>itious  fuel-efficiency  targets,  Airbus  has 
old  airlines  and  their  suppliers  that  the 
abin  furnishings  will  have  to  weigh  10% 
jo  30%  less  than  comparable  ones  on  ex- 
sting  planes.  "The  vendors  have  been 
old:  'If  you  do  not  get  your  weight  down, 
t>u  will  not  be  on  this  program,' "  says 
Tim  Clark,  president  of  Emirates  Airlines 
nc,  which  is  slated  to  take  delivery  of  45 
\380s,  starting  in  October,  2006. 

True,  the  launch  of  an  aircraft  always 
eads  to  a  struggle  between  airlines  who 
Dush  for  add-ons  that  increase  the 
plane's  weight  and  manufacturers  who 
Tet  it  will  become  too  heavy  to  meet 
Dromised  performance  standards.  But 
nany  suppliers  and  industry  experts  say 
:ensions  over  the  A380's  weight  are  run- 
ning unusually  high.  The  airlines'  dilem- 


ma was  underscored  recendy  when  Vir- 
gin Adantic  Airways  Ltd.  delayed  the 
scheduled  delivery  of  its  first  A380  by  18 
months,  saying  its  suppliers  were  unable 
to  guarantee  delivery  of  cabin  furnishings 
in  time  to  meet  the  2006  launch  date. 

One  reason  for  the  tension  is  that  the 
A380  is  heavier  than  Airbus  had  planned. 
Since  the  original  design  was  approved  in 
2001,  the  plane's  expected  weight  has 
crept  up  by  nearly  4  tons,  to  243,  as  Air- 
bus added  features  such  as  quieter  en- 
gines at  the  request  of  some  airlines.  The 


TheA380's 
Diet  Program 

Cabin-equipmentsuppliers  are 
scrambling  to  meet  weight  savings 
demanded  by  Airbus 

SEATS  Lightweight  composite  materials  substitute 
for  steel  in  interior  frame  and  armrests;  fewer  bolts 
and  screws.  Weight  savings:  15%  to  30% 

IN-FLIGHT  ENTERTAINMENT  SYSTEMS  Next 
generation  electronics  reduces  size  of  control  boxes 
under  passenger  seats;  digital  media  replaces 
tapes  and  CDs.  Weight  savings:  30%  or  more 

FOOD-SERVICE  CARTS  Lighter  aluminum  alloys, 
new  construction  methods  for  insulated  top  and 
side  panels.  Weight  savings:  25%  to  30% 

Data:  Suppliers,  BusinessWeek 


weight  could  notch  up  even  more  as  ad- 
justments are  made  during  final  assem- 
bly, says  Chris  Stonehouse,  an  Airbus 
vice-president  who  oversees  the  A380 
customer  program.  But  even  with  the 
added  weight,  he  says,  the  plane  will  meet 
the  performance  guarantees  spelled  out 
in  its  contracts  with  the  11  carriers  that 
have  ordered  it. 

As  the  plane's  weight  rises,  fuel  con- 
sumption increases— an  especially  urgent 
concern  at  a  time  of  soaring  fuel  prices. 
That's  why  carriers  and  suppliers  are 
scrambling  to  squeeze  excess  weight  out 
of  everything  on  board,  from  lavatories  to 
lighting  fixtures.  "It's  a  big  problem  and  a 
big  challenge,"  says  Jacques  Pierrejean,  a 
Paris  designer  who  is  helping  Emirates 
plan  the  cabins  for  its  A380  fleet. 

COSTLY  COMPOSITES 

MANY  SUPPLIERS  can  offer  impressive 
weight  savings  by  using  next-generation 
materials.  Recaro  Aircraft  Seating  in 
Stuttgart,  Germany,  says  it  can  cut  the 
weight  of  a  seat  as  much  as  30%  by 
substituting  carbon-based  composites 
for  steel.  But  the  composites  add  more 
than  $1,500  to  a  seat's  cost.  "Right  now, 
the  airline  industry  doesn't 
have  the  cash  flow  to  pay  for 
this,"  says  Catharina  Liibke, 
Recaro's  head  of  strategic 
marketing. 

Despite  the  pressure,  airlines 
say  they're  on  track  to  achieve 
the  required  weight  savings. 
"We're  satisfied  that  we  are 
where  we  should  be,"  says  Emi- 
rates' Clark.  But  the  pressure  to. 
cut  weight  won't  be  going  away. 
Two  years  after  the  A380  is 
scheduled  to  enter  service,  Boe- 
ing Co.  will  introduce  the  7E7,  a 
midsize  jet  that  the  company 
says  will  offer  a  20%  improve- 
ment in  fuel  efficiency  over  ex- 
isting jets  of  comparable  size. 
For  airlines,  there's  no  miracle 
diet  in  sight.  ■ 

-By  Carol  Matlack  in  Paris 
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ALL-NEW  DODGE  MAGNUM  RT.  OPEN  IT  UP  FROM  EITHER  END.  Introducing  the  most  powerful  production 
vehicle  under  ^30,000,*  the  all-new  2005  Dodge  Magnum  RT.  Open  it  up  and  you'll  find  the  power  of  a 
340-horsepower  HEMI    V8  engine  and  the  performance  of  world-class  ride  and  handling.  Lift  the  unique 
access  liftgate,  and  you'll  find  more  cargo  space  and  comfort  than  you  ever  thought  possible.  Dodge 
.Magnum.  Either  way  you  open  it,  it's  perfect  for  you.  Visit  or  call 


ix.  Color  sho\ 
ig.  Inc.    U-Haul  is  a  registered  ' 
tfiyour  local  dealer. 
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Wanted:  A  New  EU 
lompetition  Czar 


HO  WILL  SUCCEED  MARIO  MONTI?  That's  one  of  the  big  questions 
irculating  around  the  corridors  of  power  in  Brussels  and  in  the 
xecutive  suites  of  European  and  multinational  companies. 

ong  with  the  rest  of  the  European  Commission,  the  European 
Fnion's  activist  competition  czar  is  due  to  step  down  when  his 


ye-year  term  ends  in  October.  Executives 
10  have  been  affected  by  Monti's  rulings, 
om  Microsoft  Corp.'s  William  H.  Gates  III 
France  Telecom's  Thierry  Breton,  will  be 
tching  to  see  whether  his  successor  car- 
es on  the  strong-willed  trustbusting  poli- 
tes  that  earned  the  61-year-old  Italian 
onomist  the  moniker  Super  Mario. 

ocked  Mergers 

HE  BETTING  in  Brussels  is  that  Monti's 

lccessor  will  continue  his  program  of 

>ugh  enforcement.  Monti  will  leave  behind 

staff  of  some  700  lawyers  and  civil  ser- 

ants,  as  well  as  the  agency's  director  gen- 

ral,   British   economist 

hilip    Lowe.    Together 

ley  have  forged  land- 

lark   changes    to    Eu- 
ope's      merger  review 

rocess,  despite  a  handful 

f  embarrassing  legal  re- 

ersals.  Monti  has  also 

eefed    up    the    direc- 
orate's  economic  analy- 

is,  streamlined   proce- 

Iures,     and     devolved 

ntitrust  authority  to  na- 

ional  agencies— leaving 

he  big  cases  to  Brussels. 

ie    caused    waves    by 

icuppering  deals  such  as 

he  $42  billion  merger  of 

General     Electric     and    ^^^~ 

ioneywell  International  and  by  fining  Mi- 

rosoft  more  than  $600  million.  "Monti  has 
ieen  a  tower  of  strength  and  reinforced  the 
ole  of  Europe  in  antitrust  enforcement," 
>ays  Alec  Burnside,  a  partner  at  British  law 
irm  Linklaters.  The  commissioner  recently 
•evived  a  probe  into  allegations  that  Intel 
Horp.  has  engaged  in  anticompetitive  be- 
lavior  by  using  marketing  incentives  to 
<eep  PC  makers  from  switching  to  rivals' 
:hips.  Intel  says  that  its  behavior  is  legal. 


NO  LAME  DUCK 

Monti  is  probing 
Intel's  behavior 
in  Europe 


Monti  has  said  he  might  accept  a  third 
EC  term.  But  he  won't  likely  return  as  com- 
petition commissioner,  so  names  of  possi- 
ble successors  are  swirling.  Rumored  con- 
tenders include  Greek  economist  Stavros  C. 
Dimas,  currently  commissioner  for  em- 
ployment and  social  affairs,  and  H.  Onno 
Ruding,  a  former  Dutch  Finance  Minister. 
The  highest-profile  possibility  is  Internal 
Market  Commissioner  Fritz  Bolkestein,  an 
outspoken    former    Royal    Dutch/Shell 
Group  exec  who  has  publicly  criticized 
French  and  German  plans  to  promote  Eu- 
ropean industrial  champions.  Monti,  too, 
has  voiced  dismay  over  reinvigorated  di- 
rigisme.  Brussels  watch- 
ers see  Bolkestein's  at- 
tack as  a  sign  he  has  his 
eye  on  Monti's  position. 
Meanwhile,    behind 
the  scenes,  EU  govern- 
ments are  lobbying  to 
fill  the  job  with  one  of 
their      own.      France 
"wants  it  badly,"  says 
one    EC    official,    and 
could  push  for  Jacques 
Barrot,  the  new  com- 
missioner for  regional 
affairs.  Paris  faces  potentially  sensitive 
competition  cases,  including  disputes 
over     Finance     Minister     Nicholas 
Sarkoz/s  bailout  of  Alstom. 

The  decision  on  Monti's  successor 
could  drag  out  at  least  through  July.  The 
25  EU  heads  of  state  will  gather  in  Brus- 
sels on  June  17-18  to  discuss  who  the  new 
President  should  be.  and  negotiations  over 
commissioners  will  start  after  that.  As  Eu- 
rope hunkers  down  for  a  summer  of  de- 
bate over  its  leadership,  Monti  will  be 
making  his  last  moves  to  boost  competi- 
tion in  the  EU.  ■ 

-By  John  Rossant  and 
Andy  Reinhardt  in  Paris 


GLOBAL 
WRAPUP 

ANOTHER  SETBACK  FOR 
IRAQ'S  OIL  INDUSTRY 

SABOTEURS  ARE  gaining  the 
upper  hand  in  their  battle 
against  Iraq's  oil  industry.  Iraqi 
production  rose  to  a  postwar 
high  of  2.4  million  barrels  per 
day  in  March,  but  increasingly 
sophisticated  attacks  on 
infrastructure  pared  back  the 
flow  to  just  above  2  million  bbl 
per  day  in  May.  On  June  15, 
insurgents  knocked  out  the  two 
main  feeder  lines  for  Iraq's 
southern  terminals  at  Basra  and 
Khor  al-Amaya,  shutting  both  of 
them  down.  Normally,  tankers 
take  on  about  1.6  million  bbl  per 
day  of  crude  from  these  outlets, 
mostly  from  Basra.  Repairs  may 
require  a  week  or  more. 

Sabotage  has  kept  Iraq's 
northern  export  route  closed  for 
much  of  the  past  year,  but  of 
late  insurgents  are  scoring 
successes  against  the  key 
southern  oil  industry,  which 
produces  about  80%  of  Iraqi  oil 
and  accounts  for  nearly  all 
exports.  When  exports  are  cut, 
Iraq  loses  some  $50  million  in 
revenues  a  day. 

ABSENTEE  BALLOTS 
IN  MEXICO? 

MORE  THAN  10  million 
Mexicans  living  in  the  U.S.— 
legally  or  illegally— could  vote 
in  their  home  country's  2006 
presidential  elections  if 
Mexico's  Congress  passes  a  bill 
introduced  by  President  Vicente 
Fox  on  June  15.  Up  to  now, 
Mexicans  had  to  return  home  to 
vote— a  risk  for  illegals. 
Mexicans  in  the  U.S.  sent  $13.3 
billion  last  year  to  relatives  in 
Mexico,  the  country's  No.  2 
source  of  foreign  earnings  after 
oil.  Officials  say  people  who 
contribute  so  much  to  Mexico's 
economy  should  be  allowed  to 
help  choose  its  President.  It . 
hasn't  been  decided  if  migrants 
would  vote  electronically,  by 
mail,  or  at  consulates. 
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The  Light  Is  On 
At  Hilton 

CEO  Stephen  Bollenbach  made  a 
well-timed  bet  on  midpriced  chains 


IVE  YEARS  AGO,  HILTON 
Hotels  Corp.  CEO  and  Co- 
Chairman  Stephen  F.  Bollen- 
bach startled  the  industry 
when  he  shelled  out  $3.7  bil- 
lion in  cash  and  stock  to  buy 
Promus  Hotel  Corp.,  a  big 
franchiser  of  midpriced  chains  such  as 
Hampton  Inn,  Doubletree,  Homewood 
Suites,  and  Embassy  Suites.  Some  share- 
holders were  alarmed,  too.  The  deal 
pushed  Hilton's  debt  to  $5.5  billion,  sent 
its  stock  slumping,  and  left  investors  won- 
dering why  the  venerable  owner  of  the 
Waldorf-Astoria  in  New  York  and  Palmer 
House  in  Chicago  would  want  to  go  into 
hock  to  run  a  string  of  hotels  going  for  as 
little  as  $70  a  night. 

Today,  however,  few  question  Bollen- 
bach's  judgment.  His  decision  to  broaden 
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BE  OUR  GUEST 

Bollenbach  has 
broadened  Hilton's 
customer  base 


Hilton's  portfolio  and  customer  base  with 
those  midpriced  hotels  has  met  with  suc- 
cess. Because  they  are  franchised,  Hilton 
receives  income  from  scores  of  new  prop- 
erties without  an  up-front  construction  in- 
vestment. And  Bollenbach,  61,  spent  hun- 
dreds of  millions  of  dollars  developing  a 
sophisticated  reservation  system,  perfect- 
ing Hilton's  online  marketing,  and  beefing 
up  customer  loyalty  pro- 
grams to  get  more  bodies 
into  its  hotels. 

It  is  paying  off.  Hilton 
now  has  2,185  owned  or 
franchised  hotels,  up  from 

269  before  the  Promus  ac-  ^C 

quisition.  It  gets  one-third  of    liaS  paiQ  Oil 
its  sales  and  profits  from 
franchising,  more  than  twice 
the  level  in  1998.  First-quar- 


Greater 
reliance  on 
franchises 


handsomely 


ter  sales  jumped 
9%,  to  $994  mil- 
lion, and  profits 
quadrupled,  to  $37 
million.  Hilton  has 
retired  $1.8  billion  of  debt,  and  its  stock,  at 
$18  a  share,  delivered  a  12.5%  average  an- 
nual return  over  the  past  three  years.  That 
soundly  beats  the  Standard  &  Poor's 
hotel,  restaurant,  and  leisure  index,  as  well 
as  the  returns  of  rivals  Marriott  Interna- 
tional Inc.  and  Starwood  Hotels  &  Resorts 
Worldwide  Inc. 

STRONG  SEASON 

WITH  THE  TRAVEL  industry  climbing 
out  of  its  hole,  the  near-term  outlook  is 
even  better.  Overall  hotel  revenues  in  the 
U.S.  rose  77%  in  the  first  quarter  and  this 
summer  is  expected  to  be  the  strongest 
since  2000  in  terms  of  room  rates  and  oc-" 
cupancy,  according  to  the  hotel  group  at 
PricewaterhouseCoopers.  Analysts  at 
Reuters  Research  see  Hilton  earning 
$214  million  in  2004— up  30%  from 
2003— on  sales  of  $4.1  billion. 

Competitors  note  that  for  all  its  gains, 
Hilton  still  trails  in  some  respects.  The 
company  has  just  191  Hilton  Garden  Inn 
hotels,  a  midpriced  suburban  chain 
catering  to  business  travelers,  vs.  616 
franchised  hotels  at  its  closest  rival,  Mar- 
riott's Courtyards.  "They're  a  good  com- 
petitor, but  he  [Bollenbach]  has  a  ways  tc 
go,"  says  J.W.  "Bill"  Marriott  Jr.,  chief  ex- 
ecutive of  Marriott. 

To  tie  his  empire  together,  Bollenbach 
is  counting  on  his  $145  million-a-yeai 
program  of  technology  improvements 
Key  to  the  effort  is  a  complex  reservation 
system  that  allows  all  seven  Hilton  brands 
to  operate  as  one.  Hilton  hotel  employees 
can  look  up  a  customer's  profile  no  matter 
where  in  the  system  they've  stayed.  The 
system  also  improves  efficiency.  With  all 
systems  linked,  operators  at  the  central 
reservations  desk  can  offer  other  compan\ 
hotels  if  the  local  Hilton  is  full.  The  com- 
pany says  the  cross-selling  generates 
more  than  $300  million  in  incremental 
revenues  each  year. 

Expanding  its  customer  loyalty  pro 
gram,  Hilton  HHonors,  to  include  the  Pro- 
mus hotels  has  also  helped 
Hilton  HHonors  memben 
make  up  roughly  40%  of  al 
guests— a  big  lure  to  fran 
chisees.  The  loyalty  prograrr 
also  is  one  of  Hilton's  bes 
weapons  against  Web  trave 
sites  such  as  Expedia  Inc 
and  Travelocity.com  LP.  Las 
year,  Hilton  was  among  th< 
first  big  chains  to  require 


HP 
RUNS 


'S  WHY:  Even  the  world's  leading  technology  companies  need  technology  that  they  can 
rel\  on,  which  is  why  HP  uses  a  supply  chain  solution  horn  SAP.  Now,  change  orders  that  once  took  three  weeks 
to  communicate  to  all  levels  of  the  supply  chain  take  only  24  hours.  Visit  sap.com/hp  or  call  800  880  \~2~ 
to  see  what  we  can  do  lor  your  business. 


that  franchisees  offer  rooms  on  its  central 
Web  site  at  the  same  price  as  third-party 
sites.  That  lessens  the  incentive  for  cus- 
tomers to  shop  around.  "Hilton  has  tak- 
en about  as  strong  a  stance  as  you  can," 
says  L.  Scott  Tarwater,  senior  vice-presi- 
dent of  sales  and  marketing  at  John  Q. 
Hammons  Hotels  Inc.,  whose  holdings 
include  Hilton  franchises. 

Bollenbach  says  Hilton's  technological 
smarts  can  attract  even  more  customers. 
"We're  committed  to  keeping  on  top  of 
where  the  world's  going,"  he  says.  Right 
now,  guests  at  the  New  York  and  Chicago 
Hiltons  can  check  in  and  get  room  key 
cards  at  lobby  kiosks.  Next  year,  guests 
will  be  able  not  just  to  book  their  room 
online  but  also  pick  which  room  they 
want.  It's  the  kind  of  progress  that 
Hilton  is  banking  on  to  lure  new  guests 
and  keep  old  ones  coming  back— 
whether  they're  booking  a  $l,000-a- 
night  suite  in  Manhattan  or  a  $70  room 
in  the  boonies.  ■ 

-By  Christopher  Palmeri  in  Los  Angeles, 
with  Catherine  Yang  in  Washington 


Room  Keys 

With  travel  picking  up,  Hilton  is 
beefing  up  its  midpriced  properties: 


cience  Technolo 


EXPANSION  The  company  has  opened 
485  new  hotels  in  the  past  five  years  and 
has  another  400  on  the  drawing  board. 
Most  are  franchised  Hilton  Garden  Inn  and 
Hampton  Inn  properties  that  generate  fee 
income  but  require  little  capital. 

UNIFORM  PRICING  Hilton  now  requires 
franchisees  to  offer  the  same  room  rates 
to  discounters  such  as  Travelocity.com  and 
Expedia.com  that  they  provide  to  Hilton's 
Web  sites.  Higher  rates  across  the  board 
mean  more  income  for  Hilton. 


CROSS  MARKETING  With  17  million 
members  in  its  customer  loyalty  program. 
Hilton  aggressively  promotes  such  brands 
'  as  Embassy  Suites  and  Doubletree  to 
business  and  leisure  travelers. 
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COMMENTARY 


BY  AMY  BARRETT 


s 

When  Medicine  and 
Money  Don't  Mix 

Do  drugmakers  have  too  much  control  over  lab  data? 


GLAXOSMITHKLINE  PLC  is  the  drugmaker  in 
the  hot  seat  this  month.  New  York  State  At- 
torney General  Eliot  Spitzer  sued  the  compa- 
ny on  June  2,  alleging  that  Glaxo  fraudulent- 
ly concealed  data  suggesting  that  its 
antidepressant  Paxil  might  trigger  suicidal  thoughts  and 
acts  in  kids  under  18.  British  regulators,  meanwhile,  have 
been  investigating  whether  Glaxo  improperly  withheld 
similar  data  on  how  the  drug  affects  children.  Glaxo  says 


it  has  acted  responsibly  in  conducting 
studies  on  pediatric  patients  and  in  dis- 
seminating that  data.  On  June  14,  Glaxo 
posted  full  pediatric  study  data  on  Paxil 
on  its  Web  site. 

The  Paxil  case,  unfortunately,  high- 
lights a  growing  problem:  Over  the  past 
two  decades  big  drugmakers  have  exert- 
ed increasing  control  over  medical  re- 
search. Now  they  face  broad  criticism 
that  they  often  spin  the  resulting  data  for 
commercial  gain. 

In  some  cases,  drug  companies  down- 
play or  delay  the  release  of  negative  data. 
Critics  also  accuse  drugmakers  of  de- 
signing their  studies  to  improve  the  odds 
that  their  drugs  will  outshine  competing 
products.  And  to  spread  the  word,  some 
pharma  companies  have  hired  consult- 
ants to  write  positive  reviews  of  trials 
and  paid  doctors  to  sign  on  as  authors. 

Even  the  revered  Na- 
tional Institutes  of  Health 
has  drawn  congressional 
scrutiny  into  financial  ties 
between  its  researchers 
and  companies.  "The 
threat  is  to  the  objectivity  of 
scientific  research,"  says 
Sheldon  Krimsky,  a  science 
policy  expert  at  Tufts  Uni- 
versity and  author  of  Sci- 
ence in  the  Private  Interest. 


Industry 
players  tend 
to  turn 
studies  into 
grist  for 
marketing 


"It  is  reaching  crisis  proportions." 
Pharmaceutical  companies  don't  bury 
all  unfavorable  data.  In  early  March,  for 
example,  Bristol-Myers  Squibb  an- 
nounced that  a  study  comparing  its  cho- 
lesterol-lowering drug  to  Pfizer's  had 
shown  the  rival's  product  to  be  superior. 
But  such  moves  are  all  too  rare.  Take 
the  case  of  the  arthritis  treatment  Cele- 
brex. A  big  product  for  Pharmacia  in  the 
1990s,  the  drug  is  a  $3  billion  blockbuster. 
It  got  a  boost  in  2000  when  a  trial  showed 
that  it  was  linked  to  fewer  ulcers  than  two 
older  nonsteroidal  anti-inflammatory 
drugs  (NSAIDS).  The  problem  was,  Phar- 
macia's published  data  showed  how  pa- 
tients fared  after  just  six  months,  even 
though  the  company  had  gathered  data 
for  12.  The  figures  for  the  full  year  re- 
vealed less  of  a  safety  advantage  for  Cele- 
brex—and the  Food  &  Drug  Administra- 
tion continues  to  require 
that  Celebrex5  label  carry 
the  same  warning  about 
stomach  side  effects  as 
older  NSAIDS. 

A  spokesman  at  Pfizer 
Inc.,  which  bought  Phar- 
macia in  2003,  says  a  com- 
mittee of  medical  experts 
determined  that  the  6- 
month  data  was  more 
meaningful  because  a  large 


THE 
NORTH 
FACE 
RUNS  SAP 


'S  WHY*  The  North  Face  needed  a  faster  way  of  keeping  up  with  demand.  So  the) 
enhanced  their  supply  chain  with  solutions  horn  SAP.  Now  they  can  share  real-time  inventory  and  procurement 
information  across  their  entire  organization,  improving  delivery  time  from  days  to  hours.  For  more 
information,  visit  sap.com/scm  or  call  800  880  1727 


number  of  patients  dropped  out  of  the 
study  at  the  half-year  mark.  In  any  case, 
he  says,  the  full  results  were  presented  at 
scientific  meetings.  But  critics  argue  that 
all  that  data  should  be  publicized,  so  that 
doctors  can  reach  their  own  conclusions. 
"The  information  prescribing  physicians 
get  on  the  safety  and  efficacy  of  drugs  is 
grossly  inadequate,"  contends  Dr.  Sidney 
Wolfe,  director  of  the  health  research 
group  at  Ralph  Nader's  watchdog  body, 
Public  Citizen. 

Yet  even  if  all  trial  information  is  made 
public— a  step  being  pushed  by  a  variety 
of  groups,  including  the  International 
Committee  of  Medical  Journal  Editors 
and  the  American  Medical  Assn.— other 
problems  will  persist  That  is  because  cor- 
porate funding  now  permeates  most 
drug-related  research.  One  Yale  Universi- 
ty study  notes  that  in  1980,  32%  of  bio- 
medical research  and  development  in  the 
U.S.  was  funded  by  industry.  By  2000,  the 
figure  had  soared  to  62%. 

As  the  industry  has  tightened  its  grip  on 
research,  the  traditional  emphasis  on  in- 
dependence and  ethics  in  medical  science 
seems  to  have  eroded.  The  Yale  study 
found  that  in  industry-funded  research  the 
odds  are  3.6  times  higher  that  the  results 
will  buttress  the  sponsor's  product  than  in 
studies  by  independent  groups  such  as  the 
NIH  and  various  foundations. 

The  reason:  Drug  companies  can  de- 
sign trials  in  ways  that  give  their  products 
an  edge.  Dr.  Cary  P.  Gross,  assistant  pro- 
fessor of  medicine  at  the  Yale  School  of 
Medicine,  says  drugmakers  may,  among 
other  things,  select  dosages  that  are  like- 
ly to  show  their  product  in  a  positive  light. 

PAID  ENDORSERS 

INDEPENDENT  RESEARCHERS  are  sup- 
posed to  provide  a  counterbalance, 
thwarting  the  drug  industry's  tendency  to 
turn  research  studies  into  marketing 
grist.  But  some  drugmakers  appear  to 
have  found  ways  around  that.  A  lawsuit 
brought  by  a  whistle-blower  against 
Warner-Lambert  in  1996  alleged  that  the 
company  brought  in  consulting  firms  to 
"ghostwrite"  articles  on  its  epilepsy  drug 
Neurontin,  and  then  paid  physicians  to 
sign  on  as  the  authors.  Pfizer,  which 
bought  Warner  in  2000,  agreed  to  pay 


$430  million  to  settle  a  government  suit 
triggered  by  the  whistle-blower  allega- 
tions. A  spokesman  for  Pfizer  says  the 
company  did  not  admit  to  the  allegations 
in  its  settlement,  and  points  out  that  all 
the  activities  at  issue  in  the  case  occurred 
before  Pfizer  bought  Warner. 

It's  impossible  to  know  how  prevalent 
ghostwriting  is.  But  Dr.  Drummond  Ren- 
nie,  professor  of  medicine  at  the  Univer- 
sity of  California  San  Francisco  and 
deputy  editor  of  the  Journal  of  the  Ameri- 
can Medical  Assn.,  believes  it  is  "pervasive, 
deceptive,  and  disgraceful." 

In  fact,  Big  Pharma's  money  and  influ- 
ence touch  almost  every  corner  of  the 
medical  industry.  Consider  that  the  NIH 
was  compelled  to  set  up  a  commission  to 


look  into  conflicts  of  interest 
at  the  agency  last  February. 
An  NIH  spokesman  now 
concedes  that  118  employ- 
ees at  the  Institutes  have 
196  ongoing  consulting 
deals  with  corporations 
primarily  pharmaceutical 
and  biotech  companies. 

So  what's  the  right  pre 
scription  for  the  question 
able  practices  that  have  in- 
fected medical  research: 
The  first  logical  step  is  to  es 
tablish  a  public  registry  that 
would  carefully  archive  thej  J 
results  of  all  clinical  trials 
Drug  companies  have  not 
supported  such  a  move  tc 
date.  And  even  if  they  bend 
it  won't  be  enough  simply  tc 
disclose  results  as  they  art 
analyzed  by  the  trial  spon 
sors.  Independent  scien 
lists— enlisted  by  citizer 
groups,  medical  journals 
or  the  government— mus 
have  access  to  the  raw  dat; 
to  ensure  that  conclusion 
are  fair  and  accurate. 

At  the  same  time,  tht 
federal  government  shouli 
make  more  money  avail 
able  for  follow-up  trials  o> 
drugs  that  are  already  oi 
the  market.  Such  tests,  un 
contaminated  by  corporat 
funding,  would  provide  valuable  com 
parative  data  on  how  well  drugs  work- 
especially  in  "off-label"  treatments  th? 
don't  involve  FDA  approval.  Why  brin 
in  the  government?  Because  drugmak 
ers  may  resist  doing  expensive  trials  ; 
they  believe  the  drug  may  fare  poorly. 

The  discouraging  fact  is  that  for  man 
pharmaceutical  companies,  the  currer 
system  is  working  beautifully.  Few  wi 
acknowledge  that  major  reforms  are  nee 
essary.  Of  course,  Wall  Street  analyst 
took  exactly  the  same  stance  when  the 
first  came  under  legal  fire.  Big  Pharm 
would  do  well  to  take  their  traumatic  e? 
periences  to  heart.  ■ 

-With  Kerry  Capell  in  London  an 
Susann  Rutledge  in  New  Yoi 


Tainted  Research? 

In  trying  to  manage  results  coming 
out  of  the  lab,  drug  companies  may 
sometimes  cross  the  line: 


DATA  GAMES  Positive  results  from  drug  studies  are  publicized  widely,  while 
negative  results  may  be  suppressed  or  downplayed 

GHOSTWRITING  Some  drug  companies  have  consultants  write  glowing  papers 
on  their  drugs  and  pay  physicians  to  appear  as  co-authors 

CONFLICTS  OF  INTEREST  Congress  is  looking  into  financial  ties  between  the 
drug  industry  and  researchers  at  the  National  Institutes  of  Health 
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SciTech  Developments  to  Watch 


EDITED  BY  OTIS  PORT 


INNOVATIONS 


Medicinal  weeds 
and  diabetes 

»  Drug  companies  looking 
for  new  treatments  often 
probe  deep  inside  tropical 
jungles.  But  the  backyard 
may  also  be  a  rich  source  of 
medicines.  University  of 
Florida  anthropologist  John 
Richard  Stepp  found  that 
many  indigenous  peoples 
shun  the  forest  and  rely  on 
!|  weeds  that  grow  nearby. 
Reviewing  scientific  studies, 
he  learned  that  only  3%  of  all 
plants  are  weeds,  yet  weeds 


such  as  the  Madagascar 
periwinkle,  above,  which 
yielded  a  leukemia  treatment, 
are  the  source  of  35%  of  all 
plant-derived  drugs. 
» Could  a  diabetes 
diagnosis  be  as  simple  as  a 
Breathalyzer  test?  Harking 
back  to  a  time  when  doctors 
were  trained  to  detect 
diseases  by  smell,  two 
Mississippi  State  University 
researchers  have  developed 
a  sensor  that  spots  ab- 
normal acetone  levels  in  a 
person's  breath.  Even  though 
the  device  is  still  a  lab 
prototype,  it  is  more  depen- 
dable at  diagnosing  diabetes 
in  its  early  stages  than 
most  current  tests,  the  re- 
searchers say.  One  day, 
the  technology  could  be 
adapted  to  diagnose  other 
diseases,  including  the  flu 
and  some  cancers. 

-Sarah  R.  Shapiro 
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CERAMICS 

A  FIX  FOR  OVERHEATED, 
SAGGING  POWER  LINES 


SUMMERTIME  heat  waves 

signal  power  troubles  ahead. 
One  reason  utilities  often 
must  turn  down  the  juice  is 
that  the  high-voltage  lines  get 
so  hot  they  stretch  and  sag, 
risking  a  short  circuit  if  they 
touch  tree  branches  or 
another  line.  Most  such  lines 
have  aluminum-wire 
conductors  wrapped  around 
a  steel  cable  for  strength.  But 
as  more  electricity  is  pumped 
through  a  line,  the  steel  core 
heats  up  and  elongates. 
3M  has  a  fix  for  this:  a 
ceramic  cable  that  sloughs  off 


heat.  This  aluminum-oxide 
material  should  enable  power 
companies  to  avert  brownouts 
by  distributing  two  or  three 
times  as  much  juice  on  peak- 
demand  days,  says  Tracy  L. 
Anderson,  a  3M  program 
manager.  The  new  cables  are 
expensive.  But  a  utility  could 
spend  even  more  to  string 
new  high-voltage  lines  to 
match  the  same  capacity 
increase.  Xcel  Energy  Inc. 
may  decide  in  July  whether  to 
become  the  first  utility  to  use 
the  new  power  lines. 

-Michael  Arndt 


COLOR  WHEEL 

FILLING  OUT 
THE  RAINBOW 
ON YOUR TV 

IN  THEORY,  any  color  can  be 
produced  by  mixing  red, 
green,  and  blue.  In  the 
practical  world  of  TV, 
however,  there  isn't  enough 
power  to  generate  every 
color  and  also  make  images 
bright  enough  to  be  viewed 
without  turning  out  the 
lights.  This  trade-offends  up 
putting  a  crimp  on  large 
slices  of  video  spectrum, 
especially  shades  of 
turquoise,  deep  scarlet,  and 
gold.  In  fact,  today's  TV  sets 
can  create  only  about  55%  of 


all  hues  the  human  eye  can 
perceive. 

An  Israeli  startup,  Genoa 
Color  Technologies,  has 
found  a  way  to  extend  that 
color  range  to  90%.  It  uses  a 
special  chip  containing 
proprietary  algorithms  that 
translate  red-green-blue 
video  signals  into  five 
primary  colors— adding 
yellow  and  cyan.  Genoa  says 
the  chip  and  other 
modifications  will  add  no 
more  than  5%  to  the  cost  of 
most  TV  sets. 

Royal  Philips 
Electronics  will 
feature  the  technology 
in  a  rear-projection  TV 
next  year.  A  liquid-  crystal 
display  set  may  arrive  in 
late  2005. 


TRACKING  IONS 

THE 

PATHOLOGY  OF 
PERCOLATING 
PARTICLES 

IN  A  RANGE  of  diseases, 
including  cancer,  stroke,  and 
heart  disease,  some  of  the 
damage  is  caused  by  minus- 
cule ions  as  they  travel 
through  the  circuitous 
pathways  of  a  cell.  To  con- 
struct better  experiments  for 
observing  the  movements  of 
these  ions,  two  researchers  at 
the  University  of  Michigan 
have  developed  a  mathe- 
matical model  that  can 
predict  the  behavior  of  oddly 
shaped  particles  as  they  flow 
through  porous  material. 

Previous  models  for  this 
process,  called  percolation, 
could  track  only  similarly 
shaped  particles,  such  as 
sticks,  circles,  or  squares.  Ann 
Marie  Sastry  and  Yun-Bo  Yi, 
reporting  in  the  Proceedings 
of  the  Royal  Society  of  London, 
spent  five  years  perfecting  a 
model  that  can  simulate 
stretched-out  elliptical 
spheres  as  they  pass  through 
fields  of  complex  three- 
dimensional  shapes,  such  as 
the  simulated  neuron  in  the 
picture  below.  The  model 
won't  describe  the  movement 
of  ions  themselves,  but  it  can 
predict  the  behavior  of  nano- 
size  sensor  proteins  that 
might  be  used  to  track  the 
paths  of  the  ions. 

-  Catherine  Arnst 
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YOUR  WORKFORCE  IS  MOBILE 
IN'T  THEIR  OFFICES  BE  MOBILE  TOO? 


With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download: 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1 -877-822-SPOT. 


Available  at  over  4500  locations  nationwide  including: 

kinko's  borders 


AmericanAiriines 


Crown  R<dm  Club 
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Red  Carpet  Club* 
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Email,  medium  and  large  businesses  are 
realizing  the  payoff  from  going  wireless, 
n  reduced  network  costs,  higher  produc- 
tivity, and  faster  turnaround  of  requests. 

rhe  growth  in  wireless  local  area  network  technology  is  paying  off  for  businesses 
Df  all  sizes.  As  part  of  its  search  for  greater  efficiency,  FedEx  is  investing  $150 
nillion  in  wireless  personal  digital  assistants  (PDAs)  for  its  40,000  U.S. -based 
couriers.  Coca-Cola  Australia  outfitted  600  salespeople  with  notebook  computers 
:ontaining  wireless  cards  to  improve  response  time  and  replace  paper  forms. 
Jnited  Parcel  Service  is  planning  to  deploy  the  world's  largest  wireless  LAN  and 
short-range  network  using  the  Bluetooth  wireless  technology,  hoping  to  increase 
oackage  loader  productivity  by  35  percent. 
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Tice  and  data  wireless 
service  providers  are  each  con- 
centrating on  penetrating  more 
deeply  into  tneir  customer  base,  by 
focusing  on  improved  customer  service, 
simplified  terms  and  conditions  and 
simplified  pricing. 

Wireless  technology  and  related  standards 
continue  to  evolve,  with  improvements 
on  the  horizon  in  security,  secure  remote 
connectivity  and  Wi-Fi  hot  spot  roaming 
in  particular. 

Wi-Fi  technology  is  expected  by  Gartner 
analysts  to  boost  wireless  LAN  equip- 
ment sales  by  over  20  percent  each 
year  to  reach  $3.4  billion  by  2005. 

While  a  handful  of  network  operations 
own  the  "hot  spot  footprint,"  as  Yankee 
Group  refers  to  it,  roaming  agreements 
between  service  providers  and  partner- 
ships with  brand  name  venues  such  as 
Starbucks  and  McDonald's  will  boost  the 
number  of  public  hot  spots  dramatically 
in  coming  months. 


data  service  when  they  invest  in  wireless 
voice  service,"  says  Redman.  "When 
everyone's  phone  is  a  smart  phone  that 
can  address  data  services  with  bundled 
applications  —  that  will  spell  success." 

As  more  applications  become  available, 
the  use  of  smart  phones  for  wireless 
data  transmission  will  increase.  Moves 
by  companies  such  as  PalmSource  to 
provide  more  powerful  operating  sys- 
tems and  software  development  tools 
for  the  Palm  device  platform,  will  spur 
the  projected  increase.  PalmSource  has 
an  active  developer  community  that  has 
produced  over  20,000  software  titles 
for  mobile  devices. 

Gartner  research  shows  that  shipments 
of  hand-held  computers,  or  personal 
digital  assistants  (PDAs)  have  been 
declining,  while  shipments  of  smart 
phones,  which  incorporate  many  of  the 
same  appointment  calendar  and  address 
book  features  of  PDAs,  increased  enor- 
mously in  2003.  Over  eight  million  smart 


"When  everyone's  phone  is  a 
smart  phone  that  can  address 
data  services  with  bundled 
applications,  that  will  spell 
success,"  Redman  says. 


Is  wireless  technology  delivering  return 
on  investment  (ROI)  for  business?  It's 
too  early  to  know.  We  are  still  in  an  early 
stage,  where  wireless  is  being  driven 
by  functions  like  e-mail  and  not  yet  by 
the  business  case  of  how  a  wireless 
application  that  transmits  data  as  well 
as  voice  pays  off. 

Users  of  mobile  devices  with  access  to 
wireless  data  transmission  are  still  only 
20  to  30  percent  of  the  average  enter- 
prise work  force.  And  of  those,  says 
Gartner  analyst  Phil  Redman,  only  five 
to  ten  percent  use  wireless  data  trans- 
mission today.  "What's  more  interesting 
now  is  that  nine  out  of  ten  companies 
are  interested  in  procuring  a  wireless 


phones  were  shipped  in  2003,  six  million 
more  than  the  year  before. 

PalmOne,  which  dominated  the 
PDA  market  prior  to  its  acquisition 
last  June  of  Handspring,  maker 
of  the  Treo  line  of  smart  phones,  plans 
to  get  into  the  smart  phone  market  and 
compete  with  cell  phone  manufacturers 
such  as  Nokia,  Motorola  and  Siemens 
Mobile,  and  with  Research  in  Motion, 
manufacturer  of  the  BlackBerry  wireless 
e-mail  device. 

Cell  phone  suppliers  will  not  stand  still 
while  smart  phones  go  after  their  market 
share,  but  will  be  seeking  partnerships 
to  extend  their  turf.  For  example, 
Siemens  Mobile  recently  inked  a  deal 


with  Research  in  Motion  to  enable 
BlackBerry  connectivity  on  Siemens 
Mobile  phones.  Later  this  year,  Siemens 
plans  to  announce  that  its  wireless 
phones  can  connect  to  e-mail  and 
corporate  data  applications  via  the 
BlackBerry  Enterpriser  Server  software, 
using  the  same  push-based  messaging 
familiar  to  BlackBerry  users. 

Nokia  recently  announced  its 
strategy  to  extend  mobility  to 
business  with  the  launch  of  its 
Communicator  cellular  mobile  device, 
expected  to  be  widely  available  in  the 
fourth  quarter  of  2004.  This  instrument 
aims  to  meet  the  needs  of  corporate 
IT  departments  by  offering  support  for 
a  range  of  desktop  applications.  Nokia 
announced  agreements  with  partners 
who  will  collaborate  on  its  enterprise 
push,  including  IBM,  Cisco,  Symantec, 
Computer  Associates,  Oracle  and  SAP. 
They  also  created  Nokia  Enterprise 
Solutions,  a  new  group,  to  house  its 
push  into  the  enterprise. 

Desktop  computing  in  the  enterprise 
today  is  dominated  by  the  Microsoft 
Windows  operating  system.  "But  the 
phone  as  a  computing  platform  is  still 
fractured,"  between  many  different 
types  of  smart  devices,  operating 
systems  and  supported  applications," 
says  Gartner's  Redman.  "It's  not  just 
about  being  a  pipe;  it's  about  being 
a  smart  pipe." 

To  Justify  the  Wireless  Project, 
Specify  Hard  and  Soft  Benefits 

A  hard  benefit  is  increased  revenue  or 
decreased  cost,  while  a  soft  benefit 
may  be  higher  responsiveness  and 
employee  satisfaction.  Both  need  to 
be  factored  into  the  ROI  of  a  wireless 
technology  project. 

Business  managers  are  certainly 
thinking  about  it.  A  survey  of  800 
IT  managers  recently  conducted  by 
iGillott  Research  found  that  98  percent 
were  looking  for  some  valid  method  of 
measuring  the  return  on  investment 
from  spending  on  wireless  technology. 

"When  you  look  at  how  companies  are 
justifying  their  wireless  projects,  the  two 
that  stand  out  are  more  responsive 


information  &  communication  • 


: 


Work  needs  to  get  done 

at  the  office.  Problem  is  you're 

nowhere  near  the  office. 


Problem  solved.  With  Siemens  communications  solutions,  you 
don't  need  to  be  connected  to  the  office  to  be  connected.  Siemens 
LifeWorks   strategy  integrates  home  and  business  networks,  both  wired 
and  wireless.  You  can  get  intuitive  real-time  access  to  people,  information 
and  services  regardless  of  your  device,  network  or  location.  You  can 
instantly  collaborate  with  anyone — wherever,  whenever,  however  you 
like.  Time  spent  on  inefficient  communications  goes  down.  Productivity 
goes  up.  Making  life  work  better. 

At  Siemens  we  have  65,000  U.S.  employees  working  together  win 
thousands  more  all  around  the  world.  Exchanging  ideas.  Sharing  knowledge. 
And  strengthening  America's  infrastructure  and  businesses. 


SIEMENS 


Global  network  of  innovation 
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sen/ice?  ised  efficiency,"  says 

lain  Giilott,  p  of  the  company. 

Quicker  tim'  enue  was  cited  by 

only  nine  percent  of  the  respondents, 
indicating  that  the  market  is  still  in  an 
early  stage.  At  present,  the  wireless 
approach  may  still  be  regarded  as  a 
replacement  for  a  manual  process  or 
just  phone  tag. 

As  to  what  software  applications  are 
most  frequently  used  on  wireless  devices, 
whether  cell  phones  or  PDAs,  the  most 
often  used  were:  access  to  calendars 
and  contact  information  (75%);  e-mail 
with  attachments  (74%);  access  to 
enterprise  LAN-based  data  such  as 
customer  profiles  and  prices  (64%); 
and  just  e-mail  (61  %). 

"The  applications  are  getting  more 
sophisticated,"  Giilott  says.  "Companies 
usually  start  out  with  simple  applications 
such  as  e-mail  arad  wait  for  users  to  ask 
for  more  functions,  like  access  to  sales 
and  customer  data." 

In  an  ROI  case  study,  Gartner  exam- 
ined the  six-month  wireless  computing 
project  pilot  of  a  large  national  retailer. 
The  following  paybacks  were  projected: 
ability  to  fill  orders  faster,  making  more 
deliveries  and  staffing  trucks  with  fewer 
personnel;  fewer  mistakes  in  filling 
trucks;  and  reducing  the  number  of 
out-of-stock  items,  thereby,  increasing 
sales.  The  overall  goal  was  a  savings 
of  five  to  fifteen  percent. 

The  total  project  cost  was  $620,068. 
Infrastructure  hardware  cost  $87,500; 
the  expenditure  for  software  was 
$1 50,000;  network  services  were 
$429,000  and  mobile  computing 
devices  cost  $103,068.  The  total 
anticipated  benefit  to  the  sales  and 
distribution  operations  was  $487,000, 
mostly  in  improved  accuracy,  increased 
number  of  sales  proposals  and  improve- 
ments in  the  number  of  truck  stops. 
These  figures  show  that,  in  a  six-month 
time  frame,  the  hard-benefit  ROI  was 
not  achieved. 

The  lesson  to  contemplate  when 
considering  a  wireless  computing  project: 
Gartner  recommends  that  businesses 
work  to  specify  both  the  hard  and  soft 
benefits,  as  well  as  prepare  a  technology 


guide  that  can  help  in  budgeting  and 
measuring  the  resulting  ROI. 

Wi-Fi  Hot  Spots: 
All  About  Real  Estate 

n  the  real  estate  business  it's  all 
about  location;  in  the  Wi-Fi  hot  spot 
business,  it's  all  about  real  estate. 

Actually,  it's  all  about  winning.  For  exam- 
ple, the  telecommunications  carrier 
T-Mobile  is  supporting  over  4,000  hot 
spots  today  and  plans  to  support  over 
6,000  by  year's  end.  The  company  is 
betting  that  such  a  notable  expansion 
will  distinguish  them  from  their  telecom 
competitors,  possibly  add  more  revenue 
per  customer — and  also  add  improved 
customer  retention  rates. 

T-Mobile's  many  hot  spot  partners, 
including  Starbucks,  Borders  Bookstores, 
Kinko's  and  the  San  Francisco  Inter- 
national Airport,  each  hope  to  make 
themselves  more  attractive  than  com- 
petitors by  offering  customers  Internet 
connectivity  everywhere. 


Companies  usually 
start  out  with 
simple  applications 
such  as  e-mail  and 
wait  for  users  to 
ask  for  more  func- 
tions, like  access 
to  sales  and 
customer  data. 


Marriott  Hotels  seeks  to  differentiate 
itself  from  its  competitors  and,  hopefully, 
increase  business  by  offering  Wi-Fi  sig- 
nals free  of  charge.  "It's  a  complex  value 
chain,"  says  Roberta  Wiggins,  research 
fellow  in  wireless  mobile  services  for  the 
Yankee  Group  of  Boston.  "For  the  venue 
owner,  the  value  proposition  is  about 
bringing  more  customers  to  the  location. 
For  the  hotel,  it's  selling  more  rooms. 
The  airport  is  looking  for  incremental 


revenue 
streams.  They 
are  all  con- 
nected to  the 
core  business." 

Marriott  was 
aggressive  in 
installing  high- 
speed wired 
access  into 
2,000  of  its 
hotels  world- 
wide, or  in  about  80  percent  of  their 
hotels.  And  now  wireless  access  is 
available  in  about  1 ,500  Marriott  hotels, 
primarily  in  meeting  rooms  and  public 
spaces,  and  it's  beginning  to  be  extended 
to  their  guest  rooms  too.  "For  us,  it's 
all  about  anticipating  and  meeting 
customer  needs,"  says  Lou  Paladeau, 
VP  of  technology  business  development 
for  Marriott.  "We  want  our  customers 
to  be  connected  and  productive  when 
they  stay  with  us." 

The  first  target  market  for  Wi-Fi  hot 
spots  was  the  business  traveler  on 
expense  account  and  not  overly  sensi- 
tive to  the  cost  of  getting  connected. 
Now  that  many  more  hot  spots  are 
available  to  segments  of  the  mass 
market,  Internet  access  is  becoming 
more  of  a  commodity.  Some  municipali- 
ties are  offering  Wi-Fi  access  free  of 
charge  and  some  private  retail  stores 
are  likewise  offering  free  access  as  a 
way  to  encourage  business. 

While  it's  not  clear  yet  if  any 
of  the  parties  surrounding 
Wi-Fi  hot  spots  have  seen 
an  increase  in  profitability,  efforts  of  the 
market  leaders  have  helped  to  distin- 
guish their  brands.  "We  see  the  hot  spot 
business  model  as  being  largely  subsi- 
dized by  the  real  estate  owner  or  the 
service  provider,"  says  Rajeev  Chand, 
senior  equity  analyst  for  wireless  with 
Rutberg  &  Co.  Whether  anyone  makes 
money,  "all  comes  down  to  how  much 
people  will  pay  and  how  much  they  will 
really  use  it,"  he  says. 

But  deployments  are  certainly  happen- 
ing and,  as  a  result,  802.1 1  equipment 
providers  will  be  busy  for  the  next  24 
to  36  months.  And  the  hot  spot  future 
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OUR  DEFINITION 

OF  HOT  SPOTS 

HAS  JUST  CHANGED. 

When  it  comes  to  the  most  restful, 
relaxing  spots  on  earth,  Marriott" 
hotels  have  always  been  among 
the  hottest.  And  with  the  addition 
of  the  wireless  Internet  connec- 
tivity Intel®  Centrino™  mobile 
technology  provides,  they  just 
got  hotter.  So  next  time  you're 
traveling,  look  for  a  Marriott  hotel 
and  relax.  You  and  your  wireless 
laptop  have  found  the  hot  spot 
you've  been  looking  for. 
IT'S  THE  MARRIOTT  WAY.SM 


Wireless  Internet  access 
available  in  lobbies  and 
meeting  rooms  at 
participating  hotels: 
Marriott    Hotels  &  Resorts 
JW  Marriott"  Hotels  &  Resorts 
Renaissance®  Hotels  &  Resorts 
Courtyard"'  by  Marriott 
Residence  Inn®  by  Marriott 
SpringHill  Suites'  by  Marriott 
TownePlace  Suites*  by  Marriott 
and  Fairfield  Inn "  by  Marriott 


To  find  a  hotel  offering 
wireless  Internet,  go  to 
wirelessmarriott.com. 


Connect 
witha 
laptop 
featuring 


@h. 


Wireless  connectivity  available  m  lobbies  and  meeting  rooms  at 

participating  Marriott  brand  hotels   Wireless  connectivity  and 

some  features  may  require  you  to  purchase  additional  software, 

services,  or  external  hardware.  Availability  of  public  wireless  LAN 

access    points    limited.    System    performance    measured 

by  MobileMark  2002  System  performance,  battery  life?  wireless 

performance    and    functionality    will    vary    depending    on 

your   specific   hardware   and   software   configurations.   See 

.  .vw  intel.com/products/centrino/more_info   for   more 

information    Intel,  Intel  Inside  and  Intel  Centrino  logo  are 

trademarks  or  registered  trademarks  of  Intel  Corporation  or  its 

es  in  the  United  States  and  other  countries.  Marriott  is  a 

registered  trademark  of  Mamotl  International,  Inc.  or  rts  subsidiaries 

-   inc 
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holds  the  potential  for  more  cross 
promotion  b  partners.  Disney 

and  McDonalds  will  be  cross-promoting 
movies.  And,  in  partnership  with 
the  music  industry,  Starbucks  will 
be  featuring  a  different  singer  each 
month,  encouraging  customers  to 
download  music. 

In  the  Wi-Fi  hot  spot  business,  real 
estate  is  king. 

What  You  Need  to  Secure: 
Intelligent  Mobile  Devices 

A     s  businesses  increase  their  use 
/  \   of  intelligent  wireless  mobile 
\  devices,  making  them  secure 
has  become  an  increased  concern  of 
management. 

Individual  users  of  laptop  computers 
connected  via  802.1 1  wireless  LAN 
protocols  can  do  their  part  by  outfitting 
their  machines  with  three  types  of 
security:  a  personal  firewall,  a  virus 
scanner  and  a  virtual  private  network 
(VPN)  for  connecting  from  a  public 
place,  like  a  Wi-Fi  hot  spot. 

"And  then  depending  on  your  level  of 
practical  paranoia,  maybe  a  spyware 
protector  as  well,"  says  Mike  Disabato, 
vice  president  and  service  director  with 
The  Burton  Group.  "Companies  should 
rely  on  available  security  technology  as 
much  as  possible  and  remember  that 
most  users  are  not  technically  oriented. 
Take  a  common  sense  approach." 

Some  firms  now  require  their  employees 
use  "edge  protector"  agent  software 
that  checks  into  the  host  server  when 
the  mobile  device  attempts  to  connect. 
This  assures  that  the  wireless  device 
has  the  latest  software  updates  and  is 
not  carrying  any  malicious  code.  If  any 
irregularity  appears,  the  edge  protection 
software  can  restrict  the  device  to  a 
quarantine  area  until  its  software  is 
updated  or  the  malicious  code  removed. 

Advances  are  also  being  made  in 
specifying  the  way  802.1 1  wireless 
devices  connect  to  the  Internet  for 
tighter  security.  The  first  generation 
of  802.11  security,  Wired  Equivalent 
Privacy  (WEP),  was  easy  for  hackers 
to  crack  and  is  now  being  supplanted 


ompanies  should  rely  on 
available  security  technol- 
ogy as  much  as  possible 
and  remember  that  most 
users  are  not  technically 
oriented.  Take  a  common 
sense  approach. 


by  Wireless  Access  Protocol  (WAP). 
The  new  standard  improves  wireless 
security  for  business  and  home  users 
with  more  stringent  ways  to  authenticate 
that  users  are  who  they  say  they  are, 
and  with  stronger  ways  to  encrypt  files. 
"The  evolution  of  WAP  is  a  good  thing. 
Without  it,  serious  penetration  of  wire- 
less LANs  in  the  enterprise  will  not  be 
possible,"  says  Disabato. 

As  of  last  September,  all  products 
certified  for  compliance  with  the  Wi-Fi 
standard  must  comply  with  WAP  as 
well.  All  products  carrying  a  Wi-Fi 
Certified  label  now  also  indicate  whether 
the  product  is  WAP  certified.  "We 
exceeded  our  design  goals,"  with  the 
new  WAP  standard,  says  David  Cohen, 
chairman  of  the  Wi-Fi  Alliance  Security 
Committee.  "It  keeps  the  bad  guys  off 
the  network." 

Using  Wireless  Fingerprinting 
on  Patrol 

Biometric  authentication  is  getting 
a  workout  by  police  in  Ontario, 
California.  Officers  are  employing 
a  mobile  device,  which  uses  wireless 
communication  to  match  fingerprints  to 
a  local  fingerprint  database  of  250,000 
people  arrested  over  a  period  of  years 
in  the  community. 

The  Ontario  police  are  currently  using 
the  Integrated  Biometric  Identification 
System  (IBIS)  device  from  Identix  to 
record  fingerprints  in  the  field,  if  a  match 
is  found,  return  information  can  provide 
name,  date  of  birth,  any  information  on 
arrest  warrants,  contact  information  and 
agency  file  photos. 


"It  is  innovative,"  says  Ann  Punter, 
forensic  manager  for  the  Ontario  police 
technology  and  special  projects  unit, 
which  designed  the  system  with  the 
assistance  of  police  in  Hennepin 
County,  Minnesota,  Identix  and  with 
help  from  a  grant  from  the  National 
Institute  of  Justice.  The  IBIS  contains 
a  wireless  card  that  communicates 
over  the  Sprint  network. 

Ontario  Police  developed  the 
database,  called  Automated 
Fingerprint  Identification  System 
on  its  own.  Fingerprints  can  be  scanned 
into  the  database,  which  is  not  part  of 
the  state  of  California  or  national  finger- 
print database,  from  fingerprint  cards. 
The  department  found  an  advantage  in 
keeping  the  database  local.  "If  someone 
wants  to  break  into  a  house  in  order 
to  feed  a  drug  habit,  we  found  they 
would  go  down  the  street  and  around 
the  corner  instead  of  driving  30  miles 
away,"  Punter  says. 

The  system  has  been  working  effectively 
since  it  was  launched  as  a  pilot  project 
in  October  2000  with  three  remote 
devices.  Now  65  IBIS  devices  are 
deployed  in  the  field,  a  sure  sign  of 
success.  "If  you  know  anything  about 
police  officers,  you  know  that  if  some- 
thing doesn't  work,  they  don't  want  to 
use  it,"  says  Punter.  This  system  saves 
the  time  of  bringing  a  suspect  into  the 
station  for  identification,  and  it  prevents 
mistaken  identities.  IBIS  makes  sure 
that  name  and  fingerprints  match  up 
perfectly.  It  was  also  recently  used  to 
identify  a  suicide  victim  who  had  hung 
himself  in  a  local  park. 


Profiles  in  Business  Mobility  #6     Productivity 


Working-from-Home  Walter  now  gets  more 
done  in  slippers  than  in  wingtips. 


NAME:  Working-from-Home  Walter 

QUOTE:  "Who  says  I  have  to  be  at  work  to  be 
hard  at  work?" 

CHALLENGE:  His  company  needs  him.  His  family  needs  him. 

NOKIA'S  ANSWER  FOR  IT.:  Nokia  Secure  Access  System 
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MEETS  HIS  NEEDS  by  letting  him  work 

ron  his  home  PC  when  he  needs  to  and 
still  have  access  to  business-critical 
applications  like  email,  sales  data,  and 
enterprise  resource  planning  software. 

MEETS  HIS  COMPANY'S  NEEDS  by  creating  a  more 
flexible  yet  cost-effective  and  secure  work 
environment  for  valuable  employees. 

Learn  how  to  mobilize  your  team  and  increase  business 
productivity.  Download  "The  Anytime,  Anyplace  World" 
white  paper  at  »nokiaforbusiness.com 


IMOKIA 

Connecting  People 
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The  biometric  system  is  attracting  the 
attention  of  other  departments,  and 
additional  grant  money  has  allowed 
Ontario  to  offer  devices  to  nearby  com- 
munities for  pilot  projects,  including 
San  Dimas  in  Los  Angeles  County. 
Ontario  is  also  accepting  fingerprints 
electronically  from  Rialto  and  Redlands 
of  San  Bernadino  County. 

According  to  the  police  in  Ontario, 
California,  it's  a  brave  new  world  — 
and  so  far  it's  working  for  them. 

Hot  Spots  in  the  Wireless  Market 

Where  is  the  wireless  industry  going? 
Follow  the  gaze  of  investors,  says  Rajeev 


technology  provider  for  the  world's 
largest  wireless  cargo  monitoring  network 
for  the  U.S.  Department  of  Defense. 
WhereNet  optimizes  supply  chain  flow  in 
the  industrial  manufacturing,  automotive 
and  retail  industries.  The  Hummer 
H2  factory  of  Am  General  uses  the 
company's  wireless  parts  replenishment 
system.  NYK  Logistics  uses  RFID  tags 
from  WhereNet  to  help  manage  more 
than  50,000  ocean  freight  containers 
and  30,000  outbound  containers  in  its 
70-acre  yard. 

Field  Forces/Sales  Force  Applications 

These  applications  make  field  and  sales 
forces  more  productive  on  the  job. 


Where  opportunity  opens  up,  in 
business,  government  or  con- 
sumer applications,  investors 
are  likely  to  see  it — and  move 
quickly  in  that  direction. 


Chand,  senior  equity  analyst  for  wireless 
at  Rutberg  &  Co.  Where  opportunity 
opens  up,  in  business,  government  or 
consumer  applications,  investors  are 
likely  to  see  it  —  and  move  quickly  in 
that  direction.  Here  are  the  hot  areas 
in  wireless  according  to  analyst  Chand. 

RFID 

Radio  Frequency  Identification 
(RFID)  is  a  data  collection  tech- 
nology that  uses  electronic  tags 
to  store  identification  data  and  a  wireless 
transmitter  to  capture  it.  It  is  widely 
used  by  consumers  at  the  gas  pump 
and  fast  food  restaurants.  For  example, 
the  Speedpass  system  at  Mobil  gas 
stations,  and  the  E-Zpass  highway  toll 
collection  system  use  RFID. 

"There  are  RFID  application  companies 
that  sell  RFID  hardware,  software  and 
system  integration,  and  we  see  late 
stage,  pre-lPO  revenues  among  some 
of  the  companies,"  says  Chand.  Savi 
Technology  builds  RFID  networks  for 
global  supply  chains,  and  is  the  primary 


GlobeRanger  sells  tools  to  help  software 
developers  build,  deploy  and  manage 
applications  that  use  RFID.  Gilbert 
Companies  uses  the  product  set  to  help 
a  toy  retailer  eliminate  the  manual  steps 
involved  in  delivering  inventory.  Orsus 
sells  tools  to  help  mobile  workers 
access  corporate  data  such  as  e-mail 
systems,  CRM,  and  application  portals 
over  wireless  connections.  Bank  Leumi 
of  Israel  used  the  Orsus  technology  to 
build  a  wireless  financial  portal  where 
its  mobile  customers  can  conduct 
personal  banking. 

Enterprise  Messaging 

These  applications  focus  on  wireless 
e-mail  and  software  applications.  Good 
Technology's  version  aims  to  extend 
the  power  of  laptop  computers  to  smart 
phones;  its  GoodLink  software  works 
on  the  PalmOS  and  Microsoft  Mobile 
platforms.  Silicon  Valley  Bank  chose 
GoodLink  for  its  synchronized  wireless 
connection  to  corporate  e-mail  and 
information,  including  attachments. 
SEVEN  provides  software  that  gives 


mobile  workers  real-time  access  to 
e-mail,  calendars,  documents  and 
corporate  directories.  Customer  NTT 
DoCoMo  uses  the  product  to  provide 
its  subscribers  in  Japan  with  up-to- 
the-minute  access  to  corporate  data. 


M 


Enterprise  Middleware 

iddleware  supplies  software 
"glue"  between  different  sys- 
tems, supporting  functions 
such  as  synchronizing  and  message 
queuing.  Broadbeam  offers 
a  middleware  framework  that  helps 
mobile  workers  access  applications 
on  corporate  networks.  Schindler 
USA,  manufacturer  of  elevators  and 
escalators,  uses  Broadbeam  products 
to  link  field  service  workers  to  home 
networks.  And  some  950-train  conduc- 
tors with  CSX  Technology  use  it  with 
an  application  that  reports  progress 
on  work  orders  via  a  wireless  device. 
EveryPath,  whose  customers  include 
Bayer,  Biogen,  Toshiba  and  E*TRADE, 
markets  a  package  used  by  mobile 
workers  to  automate  tasks  such  as 
managing  activities,  entering  orders, 
looking  up  inventory  and  reporting 
on  calls.  The  product  can  work  in  a 
connected  or  disconnected  mode, 
updating  when  its  device  plugs  back 
into  the  network.  "We  expect  near- 
term  merger  and  acquisition  activity 
in  this  space,"  says  Chand. 
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COMMENTARY 


BY  PAUL  MAGNUSSON 


The  Smart  Way  to  Fix  Intelligence 

The  system  doesn't  need  wholesale  reform.  Small  changes  can  get  it  on  track 


ROM  PEARL  HARBOR  to  the  ter- 
rorist attacks  of  September  11, 
the  lesson  keeps  being  repeated: 
A  dollar  spent  on  identifying  the 
threat  and  preventing  the  attack 
can  be  worth  far  more  than  the  millions 
spent  safeguarding  targets  or  the  billions 
spent  cleaning  up  the  aftermath.  Wash- 
ington has  learned  one  part  of  the  lesson 
well:  The  15  separate  agencies  that  gather 

and  analyze  intelligence  employ  an  estimated  100,000  people 
and  spend  $40  billion  a  year. 

What  they  don't  do  is  spend  the  money  efficiently.  The  "in- 
telligence community"  is  really  "a  collection  of  fiefdoms  with- 
out interoperable  data  that  don't  ,  __^ _ _„__ 
play  nicely  together,"  says 
Robert  David  Steele,  a  former 
CIA  agent  who  now  runs  a  pri- 
vate intelligence  service, 
OSS.net.  Over  the  past  50  years, 
40  studies  have  noted  the  lack  of 
focus,  organization,  and  cooper- 
ation among  the  autonomous  in- 
telligence branches.  Now,  with 
the  June  3  resignation  of  CIA  Di- 
rector George  J.  Tenet,  the  re- 
lease in  late  July  of  the  9/11  Com- 
mission's report,  and  the 
scathing  critique  of  intelligence 
failures  expected  from  the  Senate 
Intelligence  Committee,  de- 
mands for  a  massive  reorganiza- 
tion of  data  collection  and  analy- 
sis will  once  again  reverberate 
through  Washington.  Proposals 
will  range  from  the  creation  of  a 
new  domestic  spying  agency  to 
the  appointment  of  an  intelli- 
gence czar.  "The  momentum  for 
reform  is  increasing,  and  the 
convergence  of  circumstances 
bodes  well,"  says  Amy  Zegart,  a 
professor  at  the  University  of 
California  at  Los  Angeles  who  is 
writing  about  past  efforts  to  fix 


intelligence.  "But  history  shows  that  reforming  intelligence  is 
extremely  difficult." 

The  middle  of  the  war  on  terror  is  hardly  the  time  to  tear 
down  and  rebuild  the  intelligence  structure.  Fortunately,  whole- 
sale changes  aren't  needed.  Smart  intelligence  reform  can  use 
small  changes  in  spy-shop  culture,  budgeting  power,  and  lines 
of  authority  to  get  today's  existing  agencies  all  pulling  togeth- 
er. Here's  what  the  experts  say  ought  to  be  done: 

LEARN  TO  SHARE.  Intelligence  agencies  typically  compartmen- 
talize their  information,  the  better  to  protect  it.  But  the  Soviet- 
era  spy-vs.-counterspy  battle  ended  10  years  ago,  and  terrorists 
don't  bother  trying  to  steal  state  secrets.  Now,  the  disparate 
agencies,  spread  through  six  Cabinet  departments,  must  learn 
to  swap  information  on  terrorism  rather  than  "stovepiping"  it. 
Had  the  CIA  alerted  the  FBI  sooner  that  key  plotters  of  al  Qae- 
da  were  in  the  U.S.,  or  had  the  FBI  shared  its  concerns  about 
Middle  Easterners  taking  flying  lessons,  the  September  11 
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attacks  might  have  been  foiled. 
But  how  do  you  change  the 
culture?  The  same  way  that  the 
Pentagon  cut  down  on  the  inter- 
service  rivalry  in  the  1980s:  re- 
quire top  officials  to  work  in 
"joint  billets"  within  other  serv- 
ices. Anyone  who  wants  a  top  job 
at  the  CIA  would  have  to  do  a 
stint  at  the  FBI  or  the  National 
Security  Agency.  "Intelligence, 
law  enforcement,  and  the  mili- 
tary need  to  understand  one  an- 
other and  be  properly  schooled," 
says  Elizabeth  Rindskopf  Parker, 
dean  of  the  law  school  at  the 
University  of  the  Pacific  and  a 
former  general  counsel  at  both 
the  CIA  and  the  NSA  "But  this 
doesn't  require  collapsing  them 
all  into  one  unit" 

JOIN    THE    INFORMATION    AGE. 

While  U.S.  intelligence  agencies  pour  their  resources  into  trying 
to  ferret  out  secrets,  the  airwaves  and  cyberspace  are  flooded 
with  "open  source"  information.  Much  more  can  be  learned  by 
analyzing  information  readily  available— but  the  CIA  has  been 
allowing  its  analysis  capabilities  to  deteriorate.  Until  U.S.  spies 
can  penetrate  al  Qaeda  cells,  the  Al  Jazeera  TV  network  and  the 
Arabic  press  will  remain  the  best  sources  on  Islamic  terrorists' 
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intentions.  Tapping  that  information  requires  more  analysts 
and  translators. 

FORGET  THE  MI5  IDEA.  After  the  9/11  Commission  report,  law- 
makers will  rally  behind  calls  for  a  domestic  spying  agency  like: 
Britain's  Ml5.  That's  a  tempting  idea— but  the  time  that  would 
be  wasted  setting  it  up  far  outweighs  any  benefit  Instead,  the 
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Figures  as  of  3/31/04.  Mutual  funds  are  subject  to  market  risk.  Current  per- 
formance may  be  higher  or  lower  than  the  quoted  past  performance,  which 
cannot  guarantee  future  results.  Share  price,  principal  value,  and  return  will 
vary,  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares.  To  obtain  the 
most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus,  which  contains  complete  information,  or  a  briefer 
profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing. 

Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 

All  funds,  excluding  institutional  and  bank  institutional  funds  as  defined  by  Lipper.  more  than  six  months  old  as  of  3/31/04  are 
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FBI's  mission  needs  to  be  redefined  to  give  the  counterintelli- 
lj}  gence  branch  equal  weight  with  the  crimefighters.  Now,  career 
advancement  is  through  the  criminal  division.  The  FBI  must 
build  a  parallel  path  for  counterterrorist  operatives.  "The  FBI 
has  never  had  a  culture  which  rewarded  analysis;  they're  far 
more  focused  on  reacting  to  crime,  but  that' s  got  to  change," 
says  Lee  S.  Strickland,  a  former  CIA  officer  who  now  teaches  at 
the  University  of  Maryland. 


REORGANIZE-GENTLY.  The  Director  of  Central  In- 
telligence (DO),  who  heads  the  CIA,  is  also  nom- 
inally in  charge  of  the  entire  intelligence  commu- 
nity. But  in  reality,  85%  of  the  intel  budget  and 
most  of  its  personnel  answer  to  the  Defense  Sec- 
retary. The  recent  string  of  intelligence  failures 
has  provoked  calls  for  creating  a  Director  of  Na- 
tional Intelligence  who  would  have  broad  over- 
sight over  all  spooks.  Bills  in  Congress  push  the 
idea,  as  does  John  Kerry,  the  likely  Democratic 
Presidential  nominee. 

But  the  DNI  could  wind  up  as  powerless  as  the 
drug  czars  of  past  Administrations.  The  DNI  would  have  mini- 
mal staff  and  no  power  base.  Instead,  Congress  should  give  the 
DCI  more  say  over  the  military's  spy  branches,  such  as  the  NSA, 
the  nation's  largest. 

That  doesn't  mean  taking  the  NSA  away  from  the  Pentagon. 
After  all,  many  of  the  2  million  phone  calls  and  data  transmis- 
sions that  the  NSA  intercepts  each  hour  are  gathered  by  corpo- 
J   rals,  sergeants,  and  captains  at  listening  posts  near  the  Korean 
DMZ,  in  spy  subs  off  the  Kamchatka  Peninsula,  and  on  recon- 


Needed: 
Changes 
in  culture, 
budgeting, 
and  lines  of 
authority 


naissance  flights  over  Asia.  The  DCI  and  Defense  Secretary 
should  share  authority  for  top  appointments  within  the  NSA. 

The  DCI  should  control  the  budget  for  most  of  the  other 
agencies,  such  as  the  National  Reconnaissance  Office,  which 
manages  spy  satellites.  The  NRO  and  other  spy  operations  were 
housed  in  Defense  largely  because  their  supersecret  budgets 
could  easily  be  hidden  within  the  vast  expenditures  of  the  Pen- 
tagon. That  level  of  secrecy  is  no  longer  necessary, 
so  the  overall  intelligence  budget  should  be  con- 
solidated under  the  DCI.  That  would  let  the  DCI 
settle  competition  among  agencies  for  key  person- 
nel, such  as  linguists  and  analysts,  and  would  en- 
courage joint  training  and  cooperation. 


REFORM  CONGRESS,  TOO.  The  February,  2001,  Hart- 
Rudman  Commission  on  intelligence  reform  count- 
ed 83  congressional  committees  and  subcommittees 
monitoring  intelligence  and  security.  Both  the 
House  and  Senate  have  select  committees  on  intel- 
ligence—but those  panels  provide  scant  oversight, 
no  legislation,  and  little  institutional  memory 
among  their  rotating  membership.  Instead,  each  house  should 
establish  one  supercommittee  of  senior  lawmakers. 

The  good  news  is  that  America's  intelligence  agencies  don't 
lack  for  information  or  the  means  to  collect  it.  But  their  Cold 
War  habits  die  hard— and  they're  not  ready  for  the  new  world  of 
stateless  terrorists  and  asymmetric  warfare.  If  the  intelligence 
community  is  to  make  the  best  effort  to  protect  the  nation,  fief- 
doms  must  be  dismantled,  data  shared,  and  institutional  egos 
put  aside.  And  the  sooner,  the  better.  ■ 
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Isn't  it  time  to  switch  to  a  low-cost 
T.  Rowe  Price  fund? 

AtT.  Rowe  Price,  we  believe  that  you  shouldn't  have  to  choose 
between  low  expenses  and  strong  performance;  we  offer  funds 
with  both.  We  have  a  broad  selection  of  low-cost  funds  that  have 
outperformed  their  1-,  5-,  and  10-year  Lipper  averages  as  of  3/31/04. 
Our  active,  hands-on  approach  to  investing  is  just  one  of  the  reasons 
our  funds  have  performed  so  well  over  time.  We  also  continue  to 
keep  our  costs  low:  100%  ot  our  funds  for  individual  investors  have 
expense  ratios  below  their  Lipper  averages,  with  no  loads,  sales 
charges,  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the 
low-cost  fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you 
want,  we  can  even  help  you  open  an  account  right  over  the  phone. 
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Coverup 
At  Boeing? 

Internal  documents  suggest  a  campaign  to 
suppress  evidence  in  a  pay-bias  lawsuit 


r? 


ORE  THAN  A  DECADE 
ago,  Boeing  Co.  qui- 
etly began  investigat- 
ing an  explosive  in- 
ternal issue:  whether 
female  employees 
were  paid  less  than 
men.  Several  sophisticated  salary  studies 
concluded  that  the  answer  was  yes.  One 
1998  report  said  "men  are  more  likely  to 
be  hired  into  the  high  paying  positions." 
A  statistical  analysis  completed  the  same 
year  noted  that  the  pay  gap  for  entry-lev- 
el managers  was  $3,741.04. 

Although  she  knew  nothing  of  these 
sensitive  analyses,  Carol  Jensen  would 
not  have  found  them  surprising.  The  64- 
year-old  technical  drafter  had  long  com- 
plained that  women  were  underpaid. 
"We  were  treated  with  little  respect,"  re- 
calls the  mother  of  nine,  who  started 
working  at  Boeing  in  1967  and  was  laid 
off  in  2000.  "The  men  believed  that  the 
only  work  for  women  at  Boeing  was  be- 
hind a  desk  as  a  secretary." 

In  2000, 38  women  filed  a  class  action 
in  Seattle  against  the  company  for  pay 
discrimination.  The  potential  cost  to  Boe- 
ing exceeded  $100  million.  All  of  those 
salary  studies  Boeing  had  done  through 
the  years,  of  course,  would  have  been  dy- 
namite evidence  for  the  aggrieved 
women.  But  when  their  lawyers  made 
routine  pretrial  requests  for  any  statistical 
data  the  company  might  have  compiled 
on  gender  pay  differentials,  the  aerospace 
giant  said  it  had  no  obligation  to  turn  the 
studies  over.  Why?  Because  they  had  al- 
legedly been  prepared  at  the  direction  of 
Boeing's  lawyers  and  were  therefore  pro- 
tected by  attorney-client  privilege.  That's 
a  legal  doctrine  that  shields  confidential 
communications  between  executives  and 
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their  attorneys  from  public  disclosure.  It's 
intended  to  allow  managers  to  be  candid 
with  their  legal  counselors. 

Behind  the  scenes,  meanwhile,  Boeing 
employees  removed  payroll-planning 
documents  about  pay  discrimination 
from  the  company's  files.  In  an  e-mail  dat- 
ed Aug.  27, 2001,  compensation  manager 
Paul  A.  Wells  advised  coDeagues  to  get  rid 
of  drafts  of  these  types  of  documents  on 
the  Salary  Administration  server  because 
"that  which  is  retained  can  potentially  be 
subpoenaed  and . .  .those  with  access  [to] 
the  files  can  be  called  on  to  testify  about 
the  content."  Wells  declined  to  comment. 

SYSTEMATIC  CAMPAIGN 

IT'S  A  CLASSIC  SCENARIO— the  type  of 
confrontation  that  has  served  as  dramatic 
fodder  for  countless  movies:  A  big,  power- 
ful company  bullies  small,  weak  individu- 
als. Erin  Brockovich,  A  Civil  Action,  and 
many  other  legal  thrillers  tell  this  tale  from 
the  point  of  view  of  the  victims.  But  Busi- 
nessWeek has  obtained  a  rare  view  of  the 
other  side  of  the  story:  what  takes  place  at 
the  company.  The  federal  judge  overseeing 
the  class  action,  Marsha  J.  Pechman, 
agreed  to  unseal  more  than  12,000  pages 
of  internal  Boeing  documents  on  Feb.  11 

Legal  departments 
are  not  citadels 
in  which  public 
business...  may  be 
placed  to  defeat  discovery.55 

From  Judge  George  Finkle's  ruling  on  Oct.  25, 
2000,  that  ordered  Boeing  to  release  documents 


after  BusinessWeek  attorneys  argued  tha 
they  should  be  disclosed.  This  hidden  cor 
porate  history  raises  questions  as  tc 
whether  the  company  and  its  lawyers  en 
gaged  in  a  systematic  campaign  to  hide  ev- 
idence and  take  advantage  of  attorney 
client  privilege. 

Having  witnessed  Boeing's  intransi 
gence  for  more  than  four  years,  highlight 
ed  by  a  ferocious  battle  to  avoid  disclosure 
of  its   salary  studies,  Judge  Pechmar 
dropped  an  even  bigger  bombshell  on  tht 
company  on  May  11.  Citing  "an  evolving 
awareness,  as  more  facts  came  to  light,  oi 
how  Boeing  had  in- 
appropriately tried  tc 
shield     [the     docu- 
ments] from  discov- 
ery,"    she     orderec 
Boeing  to  hand  ovei 
the  series  of  salan 
analyses      it      hac 
fought    hardest    t( 
withhold— ones  thai 
left   little   room   foi 
doubting  the  compa 
n/s  knowledge  of  it 
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t  pay  disparities.  That  was  only  one  of  sev- 
eral rebukes  Boeing  received  from  the 
i  judge,  as  well  as  from  a  special  master  as- 
signed to  referee  discovery  disputes,  dur- 
ing the  course  of  the  lawsuit.  Though 
many  questions  remain  about  the  compa- 
ny's conduct  during  the  case,  and  a  com- 
plete picture  of  the  role  played  by  Boeing's 
various  managers  and  lawyers  is  still  un- 
available, Judge  Pechman's  rulings  suggest 
that  the  company  went  beyond  standard 
aggressive  legal  defense  tactics. 

Now  that  Boeing  was  faced  with  the 
prospect  of  telling  jurors  why  its  own  in- 
ternal documents  seemingly  contradicted 
its  legal  theory,  the  company  suddenly  be- 
came accommodating.  Two  days  before 
the  case  was  scheduled  to  go  to  trial,  on 
May  17,  Boeing  made  a  settlement  offer. 
While  the  two  teams  hammer  out  the  de- 
tails of  the  deal,  which  neither  side  will 
discuss,  the  case  has  been  postponed. 

No  matter  how  much  money  Boeing 
spends  to  settle  the  class  action,  manage- 
ment may  be  getting  off  easy  if  the  only 
repercussions  are  financial.  Punishments 
for  thwarting  the  legal  system  are  on  the 


The  company's  tactics  in  the  pay-dis- 
crimination lawsuit,  Beck  v.  Boeing,  also 
raise  broader  questions  about  the  health 
of  Boeing's  corporate  culture.  Last  year, 
the  U.S.  Air  Force  penalized  the  company 
for  possessing  37,000  pages  of  sensitive 
competitive  documents  some  of  its  em- 
ployees had  stolen  from  archrival  Lock- 
heed Martin  Corp.  Before  Boeing  eventu- 
ally acknowledged  the  theft,  it  denied  any 
wrongdoing,  then  misled  Lockheed  for 
nearly  a  year  about  the  amount  of  materi- 
al stolen,  according  to  the  Air  Force. 

Separately,  in  November,  Boeing  fired 
Chief  Financial  Officer  Michael  M.  Sears 
for  improperly  offering  a  job  to  an  Air 
Force  procurement  official  while  she  was 
still  negotiating  Boeing's  $23  billion  re- 
fueling-tanker  contract.  Together,  the  two 
scandals  forced  the  resignation  of  Chair- 
man and  CEO  Philip  M.  Condit  in  early 
December,  2003.  "We  have  felt  extremely 
uneasy  about  the  scandals  that  have 
plagued  Boeing  and  led  to  the  departure 
of  its  CEO,"  wrote  Lehman  Brothers  Inc. 
analyst  Joseph  Campbell  Jr.  in  a  June  7  re- 
port. "We  have  felt  there  has  been  a  pat- 
tern of  less  than  frank  communication 
with  the  investment  community,  and 
more  importantly  with  itself." 

Spokesman  Kenneth  B.  Mercer  says 
Boeing  is  committed  to  honest  business 


increase. 


Convicted 
corporate  criminal 
Frank  P.  Quattrone 
could  go  to  jail  for  ob- 
struction of  justice. 
Arthur  Andersen  LLP 
is  out  of  business  be- 
cause of  one  short  e- 
mail  that  one  of  its 
lawyers  sent  an  exec 
advising  him  on  how  to  whitewash  an  En- 
ron Corp.  document. 

Though  Boeing,  unlike  Quattrone  and 
Arthur  Andersen,  has  been  charged  with 
no  crimes,  the  documents  reviewed  by 
BusinessWeek  suggest  that  its  efforts  to 
suppress  evidence  were  far  more  elaborate. 
And  the  outrage  expressed  by  Judge  Pech- 
man  and  the  special  master  is  rare.  So  far, 
however,  there  is  no  indication  that  the 
company's  managers  and  lawyers  will  be 
facing  any  punishment.  Judge  Pechman 
hasn't  said  one  word  about  sanctioning 
any  of  the  attorneys,  and  the  Washington 
State  Bar  Assn.  generally  does  not  investi- 
gate allegations  of  litigation  misconduct 
until  cases  are  concluded. 


The  men 

believed  that  the 
only  work  for  women  at 
Boeing  was  behind  a  desk 
as  a  secretary.55 


Carol  Jensen,  a  technical  drafter  who  worked 
there  from  1967  until  she  was  laid  off  in  2000 


practices  and  equal  opportunity.  Because 
settlement  talks  in  the  Beck  lawsuit  aren't 
complete,  he  refused  to  discuss  the  un- 
derlying facts  of  the  case,  the  conduct  of 
the  company's  attorneys,  or  any  of  the  in- 
dividual documents  obtained  by  Busi- 
nessWeek—beyond saying  Boeing  thinks 
its  hiring  and  promotion  practices  are 
fair.  Mercer  adds  that  the  statistical  stud- 
ies Judge  Pechman  forced  the  company  to 
turn  over  were  intended  to  help  eliminate 
pay  disparities  and  that  they  "can't  cap- 
ture all  of  the  critical  factors  that  go  into 
pay  or  promotion  decisions." 

Boeing's  Mercer  also  noted  that  feder- 
al judges  have  tossed  out  three  similar 
gender-discrimination  class  actions  filed 
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against  Boeing  in  Southern  California, 
Kansas,  and  Missouri.  A  fourth  suit,  in 
Oklahoma,  has  been  granted  class-action 
status.  The  company  says  its  high  batting 
average  against  female  pay- discrimina- 
tion suits  is  proof  that  its  compensation 
practices  were  legal.  But  plaintiffs'  attor- 
neys claim  Boeing  won  mainly  because  it 
successfully  suppressed  the  evidence  that 
ultimately  entered  the  Beck  case. 

RECORD  OUTPUT  OF  JETS 

TROUBLING  HEADLINES  are  a  compara- 
tively new  problem  for  Boeing.  A  company 
dominated  by  engineers,  it  traditionally  fo- 
cused on  innovation  and  design.  Executives 
believed  that  profits  would  naturally  follow. 
During  the  Pentagon  overtoiling  scandals  of 
the  late  1980s,  Boeing  was  the  least  tar- 
nished of  the  major  contractors.  But  the  cul- 
ture started  changing  after  its  merger  with 
the  more  aggressive  McDonnell  Douglas  in 
1997.  That  deal,  along  with  tougher  compe- 
tition for  government  dollars  in  the  Clinton 
years,  shifted  Boeing's  emphasis  to  the  bot- 
tom line. 

Women  first  entered 
Boeing's  workforce  in 
large  numbers  during 
World  War  II— and  they 
enabled  the  company  to 
roll  out  record  fleets  of  B- 
17  bombers.  But  when  the 
war  ended,  Boeing's 
male-dominated  culture 
returned  in  full  force. 
When  Carol  Jensen 
joined  in  1967,  she  was 
one  of  the  first  females  to 
draw  technical  blueprints.  "Men  were  get- 
ting the  plum  designing  assignments,"  re- 
calls Jensen.  "It  was  out-and-out  discrim- 
ination, and  a  woman  couldn't  do 
anything  about  it." 

Despite  the  anger  of  Jensen  and  others, 
female  pay  didn't  become  a  serious  con- 
cern at  Boeing  until  1996,  when  the  Labor 
Dept.'s  Office  of  Federal  Contract  Compli- 
ance Programs  (OFCCP)  ran  a  routine  in- 
vestigation of  Boeing's  mammoth 
Philadelphia  plant.  Under  government 
contracting  rules,  the  OFCCP  has  the  right 
to  audit  whether  federal  contractors  are 
complying  with  anti-discrimination 
laws.  The  agency  does  this  by  using  a 
statistical  method  known  as  "median 
analysis."  In  broad  terms,  it  compares 
the  relationship  between  the  median 
pay  of  male  and  fe- 


JUDGEPECHMAN 

Forced  the  hand- 
over of  salary  data 


Obstruction  of 
Justice? 

The  story  of  how  Boeing's 
lawyers  tried  to  thwart 
pay-discrimination  claims 


OCTOBER,  1995  The  Labor  Dept.'s  Office 
of  Federal  Contract  Compliance 
Programs  conducts  a  routine  affirmative- 
action  audit  of  Boeing's  Philadelphia 
plant  and  finds  "systemic  discrimination 
concerning  compensation  of  females." 

1997  The  company's  own  Diversity 
Salary  Analysis  team  concludes  that 
"females  and  minorities 
are  paid  less." 


OCTOBER,  1999  A  Boeing  document 
estimates  it  would  take  $75  million  to 
elim.nate  pay  disparities  in  2000. 
Manager  sends  a  copy  to  a  Boeing 
lawyer  seemingly  to  prevent  disclosure. 

W  JIBER,  1999  The  OFCCP  and 
Bceing  settle  the  pay-discrimination  suit 
or  $4.5  million.  One  relieved  exec  brags 
that  "We  thought  there  was  a  lot  more 
potential  liability  out  there." 

FEBRUARY,  2000  Thirty-eight  women 
file  a  sex-discrimination  class  action 
against  Boeing  in  Seattle. 

SEPTEMBER,  2000  Boeing  manager 
orders  colleagues  to  "delete  the  concept 
of  target  salaries"  from  a  key  computer 
server  in  order  "to  prevent  an  audit  trail" 
that  might  be  incriminating. 

OCTOBER,  2003  Finding  that  Boeing  is 
abusing  attorney-client  privilege  despite 
earlier  orders  to  turn  over  documents,  a 
judge  tells  Boeing  to  release  data  about 
incriminating  internal  salary- 
discrimination  studies. 

MAY,  2004  After  being  ordered  to  turn 
over  key  salary  documents,  Boeing 
approaches  plaintiffs  with  a  deal  offer. 
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male  employees 
and  their  median 
job  experience. 

After  informing 
Boeing    that    the 


FROM  THE  FILES 

"Unbelievably 
large  financial 
damages"  possible 
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OFCCP  had  discovered  "a  prima  facie  case 
of  systemic  chscrimination  concerning 
compensation  of  females  and  minorities" 
in  Philadelphia,  the  agency  audited  nine 
other  plants  nationwide.  The  stakes  for 
Boeing,  the  country's  No.  2  federal  con- 
tractor, were  huge.  'With  defense  and 
space  representing  nearly  half  of  its  rev- 
enues and  growing,  the  loss  of  federal  con- 
tracts would  be  devastating. 

Recognizing  the  seriousness  of  the  in- 
quiry, Boeing  wasted  no  time  launching  a 
counterattack.  It  hired  Jon  A.  Geier,  a 
partner  in  the  Washington  (D.C.)  office  of 
Paul,  Hastings,  Janofsky  &  Walker  LLP. 
One  of  his  top  priorities,  he  said  in  a  dec- 
laration submitted  in  the  Beck  case,  was 
developing  a  "legally  defensible"  statisti- 
cal analysis  of  Boeing's  pay  practices  to 
counter  the  one  OFCCP  used  to  evaluate 
pay  discrimination.  But  there  was  one  big  | 
problem:  The  findings  of  Geier's  own  Di- 
versity Salary  Analysis  project,  or  DSA, 
also  found  pay  disparities.  Its  1997  report 
determined  that  females  "are  paid  less." 
The  next  year's  report  noted  that  "gender 
differences  in  starting  salaries  generally 
continue  and  often  increase  as  a  result  of 
salary  planning  decisions."  Geier  did  not 
respond  to  requests  for  comment. 

One  1998  memorandum  prepared  for 
Boeing's  managers  by  the  DSA  team  indi- 
cates they  were  worried  about  potential  li- 
ability. It  warned  that  "Our  compensation 
data  could  be  interpreted  to  support  unbe- 
lievably large  financial  damages  by  an 
Agency  or  plaintiffs."  The  memo  then 
went  on  to  say  that  "The  magnitude  of  our 
exposure  could  be  substantially  reduced 
with  cleaner  data." 

This  type  of  material  obviously  would 
have  been  gold  to  government  investiga- 
tors. But  it  was  unavailable  to  them  be- 
cause lawyers  ran  the  DSA  project— a 
typical  precaution  in  cases  such  as  this. 
Attorneys  also  advised  participating 
Boeing  managers  to  "minimize  any 
notes  taken,"  according  to  an  e-mail  sent 
by  compensation  manager  Wells  to  execs 
before  a  meeting  of  Boeing's  Salary 
Administration  Team.  If  they  did 
take  notes,  the  e-mail  continued, 
they  should  turn  them  over  to 
a  Boeing  lawyer  "for  his  review 
and  retention." 

There's     nothing     necessarily 
wrong  with  lawyers  preparing  sta- 
tistical studies  to  help  defend  a 
client  against  a  suit  and  then 
claiming  the  results  are  covered 
by     attorney-client     privilege. 
That's  what  lawyers  do.  But  it  is 
not  appropriate  for  nonlegal  ex- 
ecutives to  prepare  salary  stud- 


7am-10am:  Last  minute  client 
meeting  in  Beijing  to  discuss 
major  structural  change. 


llam-4pm:  Intense  meeting 
with  engineers  to  defy  laws 
of  physics. 


7pm -1 1pm:  Motivational 
meeting  with  contractors  to 
pull  off  the  impossible. 


(1 1:10pm:  Angry  voice 
message  from  fiancee  in 
Los  Angeles  complaining 
that  you  forgot  to  call.) 
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HEADQUARTERS 

"We're  paying...aiot 
less  than  we  think 
we  could  have,"  said 
an  exec  about  the 
deal  with  the  feds 


ies  for  their  <wn  business-related  purpos- 
es and  then  attach  an  attorney  to  the  proj- 
ect solely  to  claim  privilege.  That's  what 
appears  to  have  happened  with  a  Boeing 
memo  penned  in  October,  1999.  It  con- 
cluded that  it  would  take  $75  million  to 
meet  the  OFCCP's  requirement  to  elimi- 
nate all  salary  disparities  "between  all 
classes  of  employee  groups"  in  2000. 
Mervin  E.  Langland,  the  Boeing  manager 
who  prepared  the  analysis,  told  colleagues 
he  would  send  a  copy  of  the  draft  memo  to 
then-senior  counsel  Ted  Collins  "in  order 
to  maintain  the  rights  of  protection  under 
a  subpoena."  Langland  says  he  doesn't 
"recall  any  such  e-mail."  Because  he  had 
no  further  comment,  it  is  not  clear  why  the 
document  was  created  or  who  asked  him 
to  prepare  it. 

"THERE  WAS  A  LOT  MORE" 

DESPITE  BOEING'S  "extensive  efforts,"  in 
the  words  of  one  in-house  lawyer,  not  to 
forfeit  the  attorney-client  privilege,  the 
company  did  do  a  few  things  to  jeopardize 
its  eligibility  for  that  legal  protection.  Its 
attorneys,  for  instance,  gave  DSA  docu- 
ments to  managers  out- 
side their  tightly  guarded 
legal  team.  These  execs 
used  the  information  not 
just  to  fight  the  OFCCP  in- 
quiry but  also  to  make 
broader  salary  decisions. 

The  OFCCP  settled 
with  Boeing  for  $4.5  mil- 
lion in  November,  1999. 
Boeing  did  not  admit  lia- 
bility. On  Dec.  1,  relieved  Boejng  spokesman  Mercer  on  the  internal 
human-resource  execs  evidence  used  against  the  company 
and  attorneys  gathered  to 


Studies  can't 
capture  all  of  the 
critical  factors 
that  go  into  pay 
or  promotion  decisions" 


discuss  their  victory  over  the  federal  gov- 
ernment, according  to  a  meeting  tran- 
scription obtained  by  BusinessWeek.  Boe- 
ing's former  director  for  employee 
relations,  Marcella  Fleming,  declared 
that  the  company  got  off  easy.  "We 
thought  that  there  was  a  lot  more  poten- 
tial financial  liability  out  there,"  Fleming 
told  her  colleagues.  "And  so,  what  we're 
paying  for  this  deal  in  the  long  run  is  a  lot 
less  than  we  think  we  could  have  poten- 
tially paid."  Fleming  declined  to  com- 
ment for  this  story. 

Boeing  officials  had  little  time  to  dwell 
on  their  triumph.  On  Feb.  25, 2000,  Seat- 
tle attorney  Michael  D.  Helgren  filed  the 
Beck  v.  Boeing  class  action  after  some  fe- 
male employees  told  him  their  stories. 
The  company  enlisted  the  help  of  its  chief 
outside  law  firm,  Seattle-based  Perkins 
Goie  LLP.  The  relationship  between  the 
two  goes  back  to  Boeing's  origins.  In 
1916,  Perkins  attorneys  drew  up  the  arti- 


cles of  incorporation  for  William  E.  Boe- 
ing's nascent  aviation  outfit.  Boeing 
tapped  partner  Lawrence  B.  Hannah,  a 
former  CIA  analyst,  to  head  its  defense. 

Almost  immediately,  the  company  re- 
sumed the  aggressive  strategies  that  had 
worked  so  well  in  the  OFCCP  investiga- 
tion. After  being  deposed  by  attorney  Hel- 
gren in  September,  2000,  Boeing  com- 
pensation manager  Jeffrey  K.  Janders  told 
colleagues  in  a  memo  that  he  wanted  the 
Salary  Planning  Team  to  "delete  the  con- 
cept of  target  salaries"— the  hypothetical 
pay  increases  Boeing  executives  believed 
would  be  necessary  to  create  salary  pari- 
ty—"to  prevent  an  audit  trail  where  a 
substantial  difference  exists  between  tar- 
get and  planned  salaries."  Because  Jan- 
ders could  not  be  reached  for  comment, 
BusinessWeek  does  not  know  the  full  con- 
text of  the  e-mail. 

Helgren  did  not  find  out  about  these 
maneuvers  until  years  later,  but  from  the 


start  he  suspected  that  the  company  was 
not  turning  over  all  of  the  salary  informa- 
tion it  had.  After  Boeing's  Hannah 
claimed  that  many  of  the  pay-related  doc- 
uments his  rival  wanted  were  covered  by 
attorney-client  privilege,  Helgren  re- 
quested a  so-called  privilege  log— a  list 
containing  a  brief  description  of  every 
document  the  company  was  withholding. 
A  common  tool  in  U.S.  courts,  these  logs 
are  intended  to  give  plaintiffs'  attorneys 
an  idea  of  what  material  the  defendant  is 
holding  back  and  why  it  is  privileged 
without  revealing  any  sensitive  secrets. 

Boeing's  privilege  log,  Helgren  says, 
was  all  but  incomprehensible.  Although  it 
covered  thousands  of  documents— 
41,000  pages  of  material  in  all— many 
were  lumped  together  under  cryptic 
headings.  Item  No.  38,  for  example,  de- 
scribed an  unknown  quantity  of  docu- 
ments produced  on  "various"  dates  by 
"various"  authors  "regarding  the  Demo- 
graphic/Diversity Salary  Analysis  (DSA) 
created  at  the  direction  of  legal  counsel." 

Suspecting  that  many  of  these  docu- 
ments did  not  deserve  attorney-client  priv- 
ilege, Helgren  asked  for  a  judicial  review  of 
those  covered  by  the  privilege  log.  Judge 
Pechman  assigned  retired  state  court 
judge  George  Finkle  the  job  of  managing 
pretrial  discovery  disputes.  After  studying 
a  1,400-page  sample  of  Boeing's  DSA  doc- 
uments, Finkle  rejected  the  claim  that  the 
studies  were  protected  simply  because  at- 
torneys were   involved   in   producing 
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them.  The  documents  "served  business 
purposes  extending  well  beyond  provid- 
ing assistance  in... anticipation  of  litiga- 
tion," Finkle  ruled  on  Oct  25, 2000.  "Le- 
gal departments  are  not  citadels  in 
which  public  business  or  technical  infor- 
mation may  be  placed  to  defeat  discovery 
and  thereby  ensure  confidentiality." 

That  should  have  been  the  end  of 
Helgren's  quest.  Still,  Boeing  dragged 
its  feet  The  documents  Judge  Finkle  or- 
dered Boeing  to  give  to  plaintiffs'  attor- 
neys came  slowly  and  in  small  batches. 
It  wasn't  until  early  2004  that  Boeing 
attorneys  handed  over  some  damninc 
internal  statistical  salary  studies  that  e~ 
ecs  had  not  even  previously  acknow 
edged.  For  Helgren,  these  late-released 
documents  proved  Boeing  not  only 
knew  about  the  pay  discrimination  but 
refused  to  take  serious  steps  to  elimi- 
nate it.  "These  pay  disparities  were 
caused  by  their  own  practices,"  Helgren 
says.  "None  of  this  was  by  chance.  And 
they  continued  for  years  and  years  to 
avoid  the  problem." 

SUDDENLY  AMENABLE 

IN  A  LAST-DITCH  EFFORT  to  prevent  a 
jury  from  seeing  these  potential  smoking 
guns,  Boeing  attorneys  appealed  Finkle's 
discovery  order.  They  claimed  that  dis- 
closing these  documents  would  "materi- 
ally and  unfairly" 
bias  the  case.  On 
Mar.  11,  Pechman  de- 
nied Boeing's  appeal. 
It  was  a  huge  boost 
for  Helgren,  who 
started  gearing  up 
for  the  trial,  sched- 
uled to  begin  on  May 
17-  But  on  May  13,  he 
got  an   unexpected 


call.  A  third   party 


Boeing's 

tactics 

raise 

broader 

questions 

about  the 

»  oui.  x\  uuru  pariy 
COmpany  S  representing  Boeing 
PllltlirP  phoned  to  say  the 

CUILUiC  company  was  willing 

■i^mhhhb  to    talk    settlement. 

Negotiations  pro- 
ceeded almost  continuously  until  the 
next  day  at  noon,  when  the  two  sides 
reached  a  tentative  settlement 

While  she  is  happy  about  the  potential 
deal,  plaintiff  Jensen  is  reserving  judg- 
ment about  the  company.  Among  her 
nine  children  are  six  adult  daughters,  and 
she  currently  "wouldn't  let  any  of  them 
work  at  Boeing."  The  pay  gap  there  may 
disappear  one  day.  But  one  thing  Boeing 
will  never  be  able  to  erase  is  its  long  his- 
tory of  underpaying  women.  ■ 

-By  Stanley  Holmes  in  Seattle  and 
Mike  France  in  New  York 
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COMMENTARY 


BY  MIKE  FRANCE 


A  Free  Pass  for  Attorneys 

It's  time  to  end  lawyers'  immunity  on  abuse 


LET'S  BE  FAIR:  Lawyers 
aren't  supposed  to  be 
sweet.  Under  the  Ameri- 
can Bar  Assn.'s  Model 
Code  of  Professional  Re- 
sponsibility, attorneys  have  a  duty 
to  defend  their  clients  like  Dober- 
mans.  "The  advocate  may  urge 
any  permissible  construction  of 


the  law  favorable  to  his  client,"  reads 
Canon  7  of  the  code. 

Lawyers  like  to  cite  that  when  accused 
of  overly  aggressive  tactics.  But  it  fails  to 
take  into  account  an  important  point: 
Lawyers  don't  only  answer  to  their 
clients.  They  are  also  responsible  to  the 
legal  system.  As  self-regulated  profes- 
sionals, attorneys  are  not  mere  merce- 
naries. They're  custodians— officers  of 
the  court  expected  to  engage  in  civilized 
warfare.  "While  a  lawyer  may  take  steps 
in  good  faith  and  within  the  framework 
of  the  law  to  test  the  validity  of  rules," 
Canon  7  continues,  "he  is  not  justified  in 
consciously  violating  such  rules." 

These  competing  pressures— to  serve 
clients  and  the  court— are  not  evenly  bal- 
anced, as  the  tactics  of  Boeing's  lawyers 


amply  demonstrate  (page  96).  All  too  of- 
ten, corporate  attorneys  forget  their  du- 
ties to  the  system  and  do  whatever  it 
takes  to  win.  It's  no  mystery  why:  Duty 
to  clients  is  enforced  by  zealous  in-house 
lawyers  while  duty  to  the  courts  is  mon- 
itored by  lax  judges  and  state  bar  associ- 
ations. Until  these  cops  walk  their  beats 
more  aggressively,  there's  little  reason  to 
think  lawyers  will  behave  better. 

In  theory,  attorneys  who  hide  evidence 
and  abuse  attorney- 
%  client  privilege  are  sub- 
ject to  serious  sanc- 
tions. Judges  can  slap 
them  with  fines  and  toss 
out  their  clients'  cases. 
Bar-association  discipli- 
narians can  drive  them 
jl  out  of  the  guild— and 

even  recommend  crimi- 
nal prosecution. 

But  discovery  abuse 
almost  always  receives 
mild  sanctions— espe- 
cially when  committed 
by  large  law  firms  and 
counsel  for  prestigious 
companies.  "There  is  al- 
^^  ways  a  level  of  politesse 
among  elites,"  says  Susan  R  Koniak,  a 
professor  of  legal  ethics  at  Boston  Univer- 
sity School  of  Law.  "Once  lawyers  and  law 
firms  reach  a  certain  status,  they  almost 
become  above  reproach." 

It's  a  problem  that  goes  beyond  the 
hardball  of  class  actions.  Lawyers  played 
key  roles  in  the  collapse  of  Enron,  Tyco 
International,  Global  Crossing,  and  oth- 
ers. Yet  almost  alone  among  other  pros, 
they've  paid  a  comparatively  small  price 
for  their  misdeeds.  Why?  It's  not  because 
they  behaved  better  but  because  their 
machinations  are  harder  to  discover  and 
harder  to  explain  to  the  public.  So  audi- 
tors, analysts,  mutual-fund  managers, 
and  investment  bankers  watch  their 
steps  more  closely  these  days.  But  for  at 
torneys,  it's  still  business  as  usual.  ■ 


Management  Reta  i  1 1  rig 


Jean  Therapy, 
$23  a  Pop 

Levi's  line  of  discount  denims  is 
making  inroads.  But  is  it  enough  t< 
stop  a  long  slide? 


■SI 


AS  HE  PORED  OVER  DE- 
signs  for  a  new  line  of 
jeans  last  year,  Scott  A. 
LaPorta,  president  of 
Levi  Strauss  &  Co.'s  new 
Signature  jeans  unit, 
decided  the  fabric  his 
iesigners  were  specifying  was  simply  un- 
icceptable.  The  problem:  "It  felt  a  little 
nore  luxurious,  a  little  more  high-end 
han  we  wanted,"  recalls  LaPorta.  Huh? 
\s  head  of  Levi's  new  discount  jeans  busi- 
less,  LaPorta's  job  is  to  keep  a  tight  lid  on 
:osts.  A  very  tight  lid.  He  figured  the  den- 
m  his  designers  wanted  would  have 
idded  at  least  a  buck  or  two  to  the  retail 
arice.  He  sent  them  back  to  find  some- 
hing  cheaper. 

It's  a  new  world  for  Levi  Strauss.  Once 
in  iconic  brand  for  youth  worldwide,  the 
struggling  San  Francisco-based  company 
s  seeking  to  reverse  a  long  slide  by  going 
downmarket.  Launched  last  July  in  Wal- 
Mart  Stores  Inc.,  Levi's  Signature  line  of 
eans  for  men,  women,  and  teens,  is 
Diiced  at  only  $21  to  $23  a  pair.  That  is  as 
ittle  as  half  the  price  of  the  familiar  505 
and  501  pants  that  are  part  of  Levi's  core 
Red  Tab  line.  Levi  Strauss  has  since  rolled 


out  Signature  in  Target  Corp.'s  1,400  dis- 
count stores  as  well. 

The  stakes  couldn't  be  higher  for  the 
151-year-old  company.  Although  Levi  had 
operating  earnings  of  $311  million  in  fiscal 
2003,  it  posted  a  record  $349  million  net 
loss,  largely  reflecting  non-cash  charges 
for  tax  accounting  changes.  But  revenues 
were  only  $4  billion,  far  below  peak  sales 
of  $7.1  billion  in  1996.  Since  then  the  com- 
pany has  laid  off  26,600,  or  71%,  of  its 
workers  and  moved  all  production  to 
Latin  America  and  Asia.  Now  it's  looking 
to  jettison  its  $1  billion  Dockers  casual- 


BLUE PERIOD  Levi's  pants  unit  to 
sales  have  fallen  by  help  pay  down 
$3.1  billion,  or  its  $2.2  billion 

44^mcel996  debt  load,  and 

to  refocus  on 
the  jeans  business.  And  last  year,  it 
hired  consultants  Alvarez  &  Marsal 
Inc.,  known  for  assisting  especially 
troubled  companies. 

All  that  gives  Levi's  almost  no  mar- 
gin for  error.  If  Signature  stalls,  the 
company  that  invented  blue  jeans 
could  be  pushed  to  the  brink.  "People 
at  Wal-Mart  shop  on  price,  and  that'll 
make  it  tough  for  Signature,"  says 
Alexis  Gold,  analyst  at  CIBC  World 
Markets.  On  the  other  hand,  even  if 
Signature  sells  well,  there  is  the  dan- 
ger it  won't  be  profitable  enough  to 
help  pare  the  company's  debt.  Levi's 
senior  unsecured  debt  carries  a  CCC 
rating,  meaning  that  the  company  is 
in  danger  of  default.  Indeed,  a  Signa- 
ture failure  could  force  privately  held 
Levi  to  consider  a  sale  of  its  brands,  a 
sale  of  the  company,  or  even  a  bank- 
ruptcy filing,  says  Thomas  P.  Razukas, 
a  bond  analyst  at  Fitch  Ratings.  La- 
Porta dismisses  the  possibility  of 
Chapter  11:  "Our  liquidity  is  around 
$500  million,  which  is  sufficient  to 
operate  the  business.  Analysts  who 
follow  the  business  closely  have  stated 
that  bankruptcy  is  not  an  issue." 
So  far,  Signature  is  making  in- 
roads. In  stores  for  less  than  a  year,  the 
jeans  racked  up  sales  of  $105.2  million,  or 
11%  of  Levi's  $962  million  in  revenues  for 
the  fiscal  first  quarter  ended  Feb.  29.  And 
since  the  world's  largest  retailer  seems 
satisfied,  LaPorta  says  he  believes  Signa- 
ture sales  can  double  in  the  next  three  to 
four  years.  Wal-Mart  executives  declined 
to  be  interviewed,  but  a  spokeswoman 
called  the  Signature  line  a  "significant 
business"  for  the  retailer. 

That's  a  big  improvement  for  belea- 
guered Levi  Strauss,  which  hasn't  had 
cause  to  celebrate  since  501s  were  hot  10 


Going  Downmarket 


Competing  in 
the  discount 
market  will 
require  Levi 
Strauss  to 
exercise  more 
discipline 


STRATEGY 

■  Sell  its  Signature  line  at  discount 
stores  such  as  Wal-Mart 

■  Use  cheaper  fabrics  and 
materials  to  hold  down  costs 

■  Shun  costly  conventional 
mass-market  advertising 

■  Strictly  limit  the  number  of 
fits,  styles,  and  colors 


RISK 

■  Could  turn  off  department-store 
customers  of  Levi's  core  jeans 

■  Signature  jeans  could  end  up 
looking  and  feeling  shoddy 

■  After  a  period  of  initial  buzz, 
may  sink  below  the  radar 

■  Customers  may  get  bored  and 
want  more  variety 
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WHY  DO  WE  WORK? 


To  give  it  all  we've  got  Because  our  ideas  deserve  it.  And  our  dreams  demand  it. 
We  work  even  when  we  know  that  sometimes  Sunday  has  to  feel  like  Monday. 
That's  why  the  Principal  Financial  Group®  provides  growing  businesses  with 
employee  benefits  that  help  you  save  time.  Like  total  retirement 
solutions  that  help  simplify  plan  administrative,  record  keeping 
and  compliance  services.  So  you  can  focus  on  the  things  you 
really  love  to  do.  Whether  you're  working  or  not.  principal.com 
We  understand  what  you're  working  for 
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Management  Retail  in 


ears  ago.  The  company  didn't  just  mis- 
ead  the  shift  away  from  department 
tores  such  as  Kohl's  and  J.C.  Penney.  It 
lso  missed  trend  after  trend,  often  mak- 
lg  jeans  in  out-of- favor  colors  or  coming 
ite  to  new  looks  like  baggy  hip-hop  jeans. 

IED  TAB  TROUBLES 

,EVI  STRAUSS  MIGHT  have  been  in  the 

iscount  game  earlier  if  the  company 

adn't  been  in  such  bad  shape.  CEO 

hilip  A.  Marineau  toyed  with  the  idea  of 

Levi's  discount  jean  after  he  arrived 

rom  PepsiCo  Inc.  in  1999  to  take  over  the 

ompany.  After  all, 
iscount    outlets 

ell  about  one-fifth 

f  all  jeans  in  the 
12.4  billion   U.S. 

narket,  according 
research    firm 

Vlintel  Internation- 
al Group  Ltd.  But 

he  launch  of  adis- 

:ount  line  had  to  be 

>ut  off  while  the 

ompany  cut  costs, 

losed  plants,  put 

ts  finances  in  order, 

ind  wrestled  with 

led  Tab's  market- 

ng    and    fashion 

)roblems— which 

lave  yet  to  be  re- 
solved. In  addition, 

^evi  could  not  deal 

vith  a  company  the 

;ize    of  Wal-Mart 

mtil  it  had  solved 

ts  logistics  prob- 

ems,    which    too 

)ften    resulted    in 

etailers       getting    probleillS 

vrong    orders    or 

ate  shipments.  As  a 

•esult,  Marineau 
did  not  announce 
Signature  until  Oc- 
tober, 2002,  and 
the  jeans  didn't  hit 
stores     until     last 

year.  Marineau  declined  to  speak  with 
BusinessWeek. 

The  company  has  traditionally  sold  its 
goods  in  department  stores,  where  prices 
range  from  $35  for  the  501  jeans  to  $44 
for  599  Giant  Fit  baggy  jeans.  Selling  in 
the  discount  market  takes  a  lot  more  dis- 
cipline than  Levi  Strauss  has  shown  in 
recent  years.  "We  can't  take  chances  and 
try  to  ship  in  anything  that'll  raise  the 
price  above  $23  a  pair,"  says  LaPorta. 
That's  the  price  the  company  agreed  on 
with  the  notoriously  hard-nosed  Wal- 


Levi's 
logistics 


strained 
ties  with 
retailers 


Mart,  which  already  sells  a  house  brand 
called  Faded  Glory  for  about  $16  a  pair. 
Levi  Strauss  won't  disclose  margins  on 
the  Signature  line,  except  to  acknowledge 
that  they're  thinner  than  in  the  Red  Tab 
business.  So  squeezing  out  a  profit  means 
hammering  down  costs.  To  do  that,  Signa- 
ture jeans  roll  out  of  the  same  factories  that 
Red  Tabs  do,  but  with  lower-quality  fabric 
and  cheaper  dyes.  LaPorta  hired  designers 
who  had  experience  with  discount-level 
brands,  including  Joe  Boxer  and  Hanes. 
He  also  decided  to  make  Signature  jeans  in 
only  three  fits  (regular,  relaxed,  and  classic) 
and  three  shades  of 
blue  (dark,  medi- 
um, and  fight).  Red 
Tab  jeans,  by  con- 
trast, come  in  hun- 
dreds of  colors,  fab- 
ric textures,  and 
cuts.  Finally,  to 
control  marketing 
costs,  Signature 
won't  use  expen- 
sive print  and  tele- 
vision ads.  Instead, 
the  company  is 
sticking  with  low- 
tech  in-store 
posters  and  on- 
the-ground  pro- 
motions, such  as  a 
marketing  deal 
with  NASCAR  and 
top-ranked  driver 
Jimmie  Johnson. 
As  the  Signature 
business  grows,  Levi  runs  the  risk  that  it 
will  cannibalize  sales  of  the  higher- 
priced  Red  Tab  jeans.  Although  Signa- 
ture jeans  use  lighter-weight  fabrics 
than  Red  Tabs,  they  have  similar  stitch- 
ing and  both  have  a  patch  on  the  back  of 
the  waistband  with  the  Levi  Strauss 
name.  "Ifs  awfully  close  to  Red  Tab," 
says  Michael  C.  Appel,  managing  direc- 
tor of  Quest  Turnaround  Advisors  LLC,  a 
retail  consultant.  Levi's,  however,  main- 
tains that  the  markets  are  predominant- 
ly separate  and  that  Signature  sales  are 
climbing  even  as  Red  Tab  sales  begin  to 
stabilize.  "I  wouldn't  say  [there's]  zero 
cannibalization  but  very  minimal  canni- 
balization,"  noted  Marineau  during  the 
first  quarter  conference  call  in  April. 

Signature  may  be  Levi's  last  best  shot 
at  pulling  itself  out  of  the  slump  that  has 
bedeviled  it  for  years.  Moving  downscale 
will  do  little  to  reclaim  the  jean  maker's 
standing  as  a  trendsetter  for  youth.  But  it 
just  might  give  Levi  Strauss  the  chance  it 
needs  to  survive  and  grow  older.  ■ 

-By  Louise  Lee  in  San  Francisco 
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Q: 
What  Percentage 

of  Employees 

Feel  Very  Secure 

About  Their  Current 

Financial  Well-Being? 


A: 

4% 

You  can  help.  Employees  who  have  great 
employee  benefits  have  peace  of  mind, 
work  harder  and  perform  better.  Help 
your  employees  get  more  out  of  work. 
Call  1-800-986-3343  (ext.  80080)  for 
more  information,  principal.com 
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We  understand  what 
you're  working  for 


Financial 
Group 
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Guess  What-You  Asked 
For  Those  Pop-Up  Ads 

Software  lodged  in  your  PC  follows  your  Web 
wanderings  and  slings  up  relevant  pitches 


JOYCE  RUTECKI  GOT  A 
nasty  dose  of  the  latest  rage 
in  Internet  advertising  last 
year,  and  she's  still  fuming. 
Rutecki,  a  sergeant  in  the 
Millersville  University  Po- 
lice Dept.  in  Lancaster 
County,  Pa.,  maintains  the  12  computers 
at  her  station.  Last  year,  numerous  soft- 
ware programs  began  making  their  way 
from  the  Internet  onto  Rutecki's  PCs.  The 
software  did  everything  from  resetting  In- 
ternet start  pages  to  burying  computer 
screens  in  a  flurry  of  pop-up  ads.  In  short 
order,  the  PCs  slowed  to  a  crawl,  and 
Millersville  University's  cops  struggled  to 
reach  one  of  their  more  im- 
portant investigative  tools, 
the  Internet. 

What  happened? 
Rutecki's  peers  had  unwit- 
tingly downloaded  a  num- 
ber of  intrusive  software 
programs.  Some  of  them 
were  spyware.  These  are 
often       nefarious       pro- 


Despite 

adware's 

spamlike 

odor, 

advertisers 


avalanche  of  pop-ups.  From  Sprint  and 
Motorola  to  ING  Direct  Securities,  com- 
panies are  racing  to  harness  ad  cam- 
paigns to  this  pop-up  technology.  Why? 
Because  it  works.  According  to  advertis- 
ing agencies,  for  every  97  people  who  zap 
such  an  ad,  three  click  on  it.  That's  a  sky- 
high  hit  rate  for  the  $7.2  billion  Internet 
ad  industry. 

Those  clicks  spell  money— lots  of  it. 
The  leader  in  the  young  adware  industry, 
Claria  Corp.,  filed  paperwork  in  April  to 
go  public.  Claria,  whose  flagship  product 
is  called  Gator,  boasts  2003  net  profits  of 
$35  million  on  sales  of  $90  million.  Its 
39%  net  margins  are  more  than  three 
times  the  level  of  Google's. 
"Claria  can  far  outperform 
standard  online  ads,"  says 
Pete  Lerma,  a  principal  at  in- 
teractive agency  Click  Here, 
which  represents  clients  that 
use  adware,  including  Trave- 
locity.com.  Indeed,  despite 
the  spamlike  odor  that  per- 
vades the  adware  industry, 


grams— some  produced  by  3J"g  lirLLTlS  UD  Claria  nas  utt*e  trouble  land- 
criminals— that  grab  per-  ^^^^^^  ^  *  ing  powerful  partners.  A  dis- 
sonal  data  and  change  ^"^^^^^  tribution  deal  with  Internet 
computer  settings  to  avoid 


detection.  But  other  programs  clogging 
up  the  Millersville  computers  were  so- 
called  adware.  This  is  spyware's  gentler 
cousin,  and  if  s  taking  the  online  adver- 
tising business  by  storm.  The  programs, 
lodged  in  the  computer's  desktop,  keep 
an  eye  on  a  Web  surfer's  wanderings  and 
sling  up  relevant  pop-up  ads.  Checking 
Orbitz.com  for  a  flight  to  London?  Ad- 
ware could  send  a  pop-up  with  British 
Airways  PLC's  latest  bargains. 

Rutecki,  it  turns  out,  has  a  host  of 
blue-chip  corporations  to  thank  for  the 
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giant  Yahoo!  Inc.  accounted 
by  itself  for  31%  of  Claria's  2003  sales. 

Proponents  are  convinced  that  adware 
is  here  to  stay.  They  argue  that  by  moni- 
toring a  user's  Web  surfing,  the  technol- 
ogy can  serve  up  ads  that  are  relevant 
and  timely.  "It  works  well  for  advertisers 
and  consumers,"  says  Avi  Naider,  chief 
executive  of  WhenU.com  Inc.,  Claria's 
biggest  rival.  Naider  likens  adware  to  su- 
permarkets that  place  coupons  for  Haa- 
gen-Dazs  in  the  ice-cream  aisle.  Adware 
defenders  also  maintain  that  users  are 
clearly  alerted  they  are  downloading  ad- 


ware and  that  tens  of  millions  of  then 
opted  into  the  program  by  clicking  ai 
O.K.  And  they  pooh-pooh  fears  that  ad 
ware  invades  privacy,  saying  they  keej 
no  records  or  profiles  of  customers  oij^ 
their  computers. 

All  of  this  reasoning,  though,  fails  t« 
obscure  the  controversy  at  the  heart  o 
adware:  Many  of  the  Web  surfers  it  tar£ 
gets  have  little  clue  as  to  what  they're  get  m 


no 

id 


ng.  If  they  did,  say  critics,  the  industry 
wouldn't  have  to  contrive  sneaky  tactics 
)  slip  the  software  onto  desktops.  One 
Dmmon  ploy:  A  "security  alert"  pops  up 
hen  a  user  visits  a  particular  site,  offer- 
lg  a  software  download.  Many  users 
lick  "yes"  without  realizing  they're  get- 
ng  an  adware  program  unrelated  to  the 
ite  they're  trying  to  view.  Even  cus- 
)mers  who  wade  through  the  fine  print 


can  sometimes  be  duped  by  vague  lan- 
guage promising  "Internet  enhance- 
ments" and  "search  augmentation." 
Says  Rutecki:  "I  understand  they've  got 
to  make  a  buck,  but  there's  got  to  be  an- 
other way.  It's  like  somebody  coming  into 
your  yard  in  middle  of  the  night  and  put- 
ting up  signs." 

Adware's  enemies  are  mobilizing.  Both 
houses  of  Congress  are  considering  anti- 
spyware  legislation.  They  may  draw 
guidelines  for  appropriate  adware  prac- 
tices as  well.  The  state  of  Utah  passed  a 
tough  law  in  March  that  would  ban  spy- 
ware  outright,  along  with  most  forms  of 
adware— legislation  that  WhenU  has 
sued  to  block.  And  several  companies, 
from  Hertz  and  Wells  Fargo  to  L.L.  Bean, 
angered  by  pop-ups  from  competitors  ap- 
pearing on  their  Web  sites,  are  suing  the 
adware  vendors  and,  in  some  cases,  the 
advertisers  themselves. 

These  obstacles  don't  appear  to  dis- 
courage eager  advertisers.  According  to 
Jupiter  Research,  12%  of  companies  that 
advertise  online  utilize  some  form  of  ad- 
ware marketing.  And  while  analysts  esti- 
mate adware  still  represents  less  than  5% 
of  the  Internet  ad  market,  if  s  growing 
fast.  Claria's  revenues  jumped  123%  in 
2003,  and  smaller  adware  company 
l80solutions,  in  Bellevue,  Wash.,  is  ex- 
pecting sales  to  rise  156%  this  year,  to 
$50  million.  Stephen  Reitmeister,  execu- 
tive vice-president  at  Zacks  Internet 
Group,  a  Claria  advertiser,  says  he  plans 
to  keep  spending  on  adware.  And  the  le- 
gal challenges?  "We'll  let  the  courts  de- 
cide," he  says. 

Reitmeister  and  thousands  of  other 
advertisers,  say  critics,  may  be  pushing 
the  ethical  boundaries  of  marketing— and 
risking  a  backlash.  Several  studies  show 
that  between  60%  and  90%  of  people 


with  adware  on  their  machines  aren't 
sure  how  it  got  there  or  are  confused 
about  what  it  does.  Claria  disputes  this, 
saying  its  own  study  in  2002  found  that 
94%  of  users  knew  Gator  was  installed  on 
their  computers.  Claria  also  points  to  a 
2002  study  sponsored  by  The  Washington 
Post,  which  was  suing  Claria  for  loosen- 
ing pop-ups  on  its  Web  site.  The  study 
found  that  only  13%  of  Claria  customers 
didn't  know  Gator  was  on  their  comput- 
ers. Trouble  is,  that  same  study  indicated 
that  only  43%  were  aware  that  Gator 
caused  pop-up  ads. 

HIGH  TURNOVER 

ONCE  ADWARE  recipients  find  out  what's 
going  on,  many  want  out.  Half  of  all  peo- 
ple that  receive  Claria's  adware  product, 
for  example,  uninstall  the  software  within 
the  first  month,  the  company  says.  This 
continual  attrition  forces  adware  compa- 
nies to  step  up  the  battle  for  footholds  in 
more  computers.  Robert  Kadar,  a  former 
executive  director  of  sales  at  WhenU,  still 
defends  adware  as  an  effective  marketing 
tool,  but  notes  that  the  adware  companies 
"have  internal  tension  between  wanting 
to  be  a  good  corporate  citizen  and  bat- 
tling high  customer  turnover."  The  latter, 
he  says,  "always  wins  out."  As  it  now 
stands,  Claria's  Gator  program  is  on  43 
million  machines,  WhenU  is  on  25  mil- 
lion PCs,  and  l80solutions  reaches  30 
million,  according  to  the  companies. 

Most  advertisers  are  reluctant  to  dis- 
cuss their  adware  campaigns.  Of  the  26 
major  advertisers  that  BusinessWeek 
called  for  this  story,  18  declined  to  com- 
ment on  their  adware  marketing  or  did 
not  return  calls.  Those  that  did  maintain 
that  adware  firms  properly  inform  users 
about  their  products  and  that  the  pro- 
grams are  easy  to  uninstall  if  consumers 


Adware:  Who's  Who 

Criticism  is  mounting  against  companies  that  aggressively 
distribute  software-dubbed  "adware"  or  "spyware"-onto  PCs, 
unleashing  pop-ups  and  other  ads.  Often  the  software  is 
downloaded  without  the  user's  full  knowledge.  Key  players: 

CLARIA,  REDWOOD  CITY,  CALIF.  Its  Gator  ad-generating  software  is  lodged  in  43  million 
PCs.  Big  advertisers  such  as  Motorola,  Sprint,  and  Travelocity  fuel  a  business  that 
chalks  up  39%  net  margins.  Claria  filed  in  April  for  an  initial  public  offering,  boasting 
$90  million  in  2003  sales. 

WHENU,  NEW  YORK  WhenU's  ad  technology  is  installed  on  25  million  computers. 
Advertisers  include  British  Airways,  J.P.  Morgan  Chase,  and  Verizon.  The  privately 
held  company  says  it's  profitable  and  expects  $50  million  in  revenues  this  year. 

180SOLUTIONS,  BELLEVUE,  WASH.  Installed  on  30  million  machines,  180solutions' 
advertisers  include  eBay  and  Verizon.  The  company  expects  sales  to  grow  156%  this 
year,  to  $50  million.  It  raised  $40  million  from  venture  backers  in  March. 
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Avoiding  Adware 

Three  easy  steps  to  keep  annoying  pop-ups  and  eavesdropping 
marketers  off  of  your  computer. 

SCAN  YOUR  PC  You  may  already  have  adware  applications  on  your  computer.  Periodically 
run  advvare-sniffing  software,  such  as  free  utility  Ad-aware  from  Lavasoft  or  Spy  Sweeper. 

EXERCISE  CAUTION  Much  adware  is  distributed  through  pop-up  download  offers,  often 
confusing  people  who  think  they  need  the  software  to  view  a  particular  site.  Never  click 
"yes"  without  reading  the  full  license. 

FIND  AN  ALTERNATIVE  Adware  is  often  bundled  with  free  software,  such  as  an  online 
wallet,  that  people  want.  Instead  of  settling  for  an  adware-supported  product,  check 
computer  diagnostics  Web  site  PCPitstop.com  for  alternatives. 


aren't  happy.  Some  also  say  they  stipulate 
that  their  ads  not  pop  up  on  competitor 
sites,  but  rather  over  search  results  or 
noncommercial  sites.  "We  don't  want 
personal  information  or  to  know  what 
sites  [people]  visit,"  says  John  J.  Bonomo, 
a  spokesperson  for  Verizon  Communica- 
tions Inc.,  which  advertises  through  Clar- 
ia,  WhenU,  and  l80solutions.  "If  an 
anonymous  person  searches  for  Tjroad- 
band  access,'  we  think  we  can  provide  a 
relevant  ad  to  that  customer." 

Few  companies  have  done  more  to 
prop  up  the  adware  industry  than  Yahoo. 


A  deal  with  Claria  enables  Yahoo  to  push 
its  search-related  ads  to  millions  of 
users— even  when  they're  typing  key 
words  into  a  rival's  search  engine.  Why  is 
Yahoo  willing  to  risk  bad  press?  Perhaps 
profits.  SEC  documents  indicate  that  Ya- 
hoo's Overture  division  claimed  36%  of 
revenue  from  such  ventures  at  the  time  of 
the  Claria  deal  early  last  year.  That  would 
bring  in  $24  million  in  revenue  if  the 
partnership  matches  last  year's  perform- 
ance. At  the  90%  margins  analysts  esti- 
mate, this  would  yield  profits  of  $22  mil- 
lion,    representing     5%     of    Yahoo's 
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projected  $446  million  in  2004  earning* 
A  Yahoo  spokesperson  has  no  commend 
on  the  numbers,  but  defends  the  partner- 
ship with  Claria,  saying  the  compani 
takes  the  necessary  steps  to  inform  users 
of  what  they're  getting. 

To  their  credit,  companies  like  Clarii 
and  WhenU  have  taken  steps  to  clean  u 
their  images.  Both  companies  put  thei 
brands  on  every  ad  they  generate,  in  ai 
attempt  to  reduce  confusion  about  theii 
origin.  Claria  takes  it  one  step  further  b; 
serving  up  an  expanded  ad  every  thn 
months  with  a  section  explaining  wh 
consumers  are  getting  the  ads.  Adwan 
companies  say  they're  trying  to  avoid  in 
undating  consumers  with  ads. 

Such  steps,  however,  won't  clear  confu- 
sion surrounding  adware  and  its  distribu 
tion.  Any  dramatic  shift  in  practices  wi 
have  to  be  prompted  by  advertisers  them 
selves.  Such  a  reckoning,  however,  is  by  n< 
means  imminent— not  as  long  as  cus 
tomers  keep  clicking  those  pop-ups.  I 

-By  Ben  Elgin  in  San  Mateo,  Calij 
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For  Q&As  with  an 
adware  sleuth  and  WhenU's  Avi  Naider,  go 
to  businessweek.com/magazine/extra.htm 
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Claria:  The  Napster  of  Pop-Up  Advertising? 


What's  Chip  Morris  to  do? 
On  one  level,  the  money 
manager  at  Integral 
Capital  Partners  looks  at 
Claria  Corp.,  the  No.  1 
company  in  pop-up  advertising,  and 
instinctively  wants  a  stake  in  its  planned 
initial  public  offering.  After  all,  Claria  made 
$34.9  million  on  2003  revenues  of  $90 
million.  But  then,  if  critics  have  their  way, 
Claria's  practices  will  soon  be  illegal.  "It 
might  make  a  quick  shot  to  zero,  or  it  might 
go  up  10  or  20  times  if  pop-ups  don't  go 
away,"  Morris  says. 

Claria  is  a  bit  like  the  Napster  of  old:  In  a 
few  years,  it  could  either  be  huge  or  just 
outta  luck.  In  its  Apr.  8  filing  with  the 
Securities  &  Exchange  Commission,  Claria 
details  dazzling  numbers  and  a  dizzying 
array  of  risk  factors,  from  a  new  Utah  law 
outlawing  its  business  to  proposed  federal 
regulation  and  suits  by  a  half-dozen 
companies.  The  likely  outcome  in  Congress 
is  legislation  compelling  the  adware 


industry  to  warn  consumers  more  clearly 
that  they're  about  to  download  adware. 

Lawsuits  represent  the  more  immediate 
danger.  They  charge  that  Claria's  ads 
represent  unfair  competition,  deceptive 
trade  practices,  and  trademark  violation  by 
eclipsing  the  plaintiffs' 
own  Web  sites.  L.L. 
Bean  Inc.  first  wrote  a 
cease  and  desist  letter 
to  Claria  when  it 
discovered  that 
surfers  who 
downloaded  Claria 
software  would  see 
Eddie  Bauer  Inc.  pop- 
up ads  when  they  went    ■hmb^^h 
to  LLBean.com.  L.L.  Bean  lawyer  Peter 
Brann  says  Claria  or  its  advertisers  have 
settled  several  cases  already.  Citing  SEC 
rules  barring  pre-lPO  statements,  Claria 
declined  comment. 

But  an  adware  company  won  the  only 
suit  that  has  come  to  a  final  ruling.  In  a  case 


Claria  Corp. 
$35  million 

in  2003  net  profits,  on 

$90  million 

in  sales. 


last  September  between  Claria's  rival, 
WhenU.com  Inc.,  and  UHaul  International,  a 
federal  judge  in  Virginia  ruled  that  WhenU's 
ads  didn't  violate  UHaul's  trademark  or 
unfair  competition  statutes.  Why? 
Consumers  had  agreed  to  being  "detoured" 
from  UHaul.com  to 
competitors'  ads  when 
they  downloaded 
Claria's  software. 

But  that  Virginia 
ruling  is  not  binding  on 
other  adware  cases. 
That  means  Claria's 
prospects  will  likely  stay 
murky  for  a  while— 
possibly  delaying  the 
IPO  or  driving  down  its  price.  This  would 
deprive  Claria  of  capital  for  acquisitions  or 
growth.  The  smart  course  may  be  to  let  the 
risks  play  out  before  the  IPO,  letting 
investors  know  whether  they'll  buy  a 
rocket  or  a  dud. 

-By  Timothy  J.  Mullaneyin  New  York 
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You  can't  imagine  the  work 

that  goes  into  getting  people  to  work. 

In  Europe,  no  one  ever  has  to  worry  about  being  late.  Not  when  they're  sitting  on  a  high-speed  train 
traveling  200  MPH.  High-speed  trains,  by  the  way,  which  roll  on  advanced  Timken*  AP™  bearings. 
Wherever  parts  move,Timken  leads  the  way  in 
providing  innovative  solutions  for  industry. 
Let's  get  to  work. 


TIMKEN 


WORLDWIDE  LEADER  IN  BEARINGS  AND  STEEL 


Bearings  |  Specialty  Steel  |  Precision  Components  |  Lubrication  |  Seals  |  Remanufacture  and  Repair  |  Engineering  Services 
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Telecom: 
The  Day  After 

Will  unleashing  the  Baby  Bells  serve  to 
heighten  competition— or  stifle  it? 


IGHT  YEARS  AGO,  CON- 
gress  enacted  a  grand  plan 
to  open  up  the  local  phone 
monopolies  left  by  the 
breakup  of  the  Bell  system. 
Lawmakers  drew  up  a  road 
map  in  the  1996  Telecom- 
munications Act.  Key  to  that  plan:  The 
Baby  Bells  would  be  forced  to  rent  their 
networks  at  discounts  to  competitors 
such  as  long-distance  carriers  AT&T  and 
MCI  Inc.  Ultimately,  once  the  newcomers 
won  enough  local  phone  customers,  they 
would  build  their  own  networks  and  free 
themselves  from  the  Bells'  systems. 

On  June  9,  the  Bush  Administration 
ended  support  for  that  path,  reasoning 
that  newer  technologies  such  as  wireless 
and  Internet  phone  service  would  provide 
plenty  of  fresh  competition  for  the  Bells. 
The  Justice  Dept.  declined  to  challenge  a 
D.C.  Federal  Appeals  Court  ruling  that 
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threatens  to  end  this  experiment  in  tele- 
com deregulation.  The  ruling  allows  the 
Bells  to  stop  the  practice  of  providing 
long-distance  companies  and  other  com- 
petitors deeply  discounted  access  to  local 
networks  for  resale. 
Now,  AT&T  and  MCI 
are  mulling  a  retreat 
from  the  local  con- 
sumer business. 

So  is  the  Adminis- 
tration's move  a  good 
decision  for  con- 
sumers? And  how  will 
it  affect  the  various 
telecom  players  as  the 
sector  begins  to  shake 
out  and  new  technolo- 
gies catch  on?  Here's  a 
look  at  how  the  Justice 
Dept's  decision  will 
play  out: 


How  big  a  win  is  this  for  the  Baby  Bells?     w. 

Huge.  Verizon,  SBC  Communications.  n 
BellSouth,  and  Qwest  Communications  tat 
have  won  a  major  round  against  their  tra-  hjd 
ditional  foes.  Under  state  and  federal 
rules,  they'll  still  have  to  lease  pieces  oi  _ 
their  network  to  competitors,  but  they'll 
probably  be  able  to  charge  more  starting 
next  year.  Those  higher  wholesale  rates 
may  shrink  rivals'  businesses.  Next  year 
the  Bells  could  win  back  4  million  of  the 
15  million  lines  they've  lost  to  the  con 
sumer  and  business  customers  of  thefl 
long-distance  carriers  and  small  startups 
according  to  Lehman  Brothers  Inc.  If  the 
trend  continues,  the  Bells  could  reap  $3 
billion  in  additional  revenues  over  the 
next  three  years.  Even  sweeter,  the  Bells 
get  to  keep  the  business  they  gained  in 
the  1996  Act,  bundling  long-distance 
along  with  local  service. 


US.  HOUSEHOLDS  WITH 
INTERNET 


Data:  Gartner  Inc. 


What  will  the  shift  do 
to  wholesale  rates,  and 
how  will  that  affect 
consumers? 

Rates  won't  rise  this 
year  but  may  in  2005. 
The  Bells  promised  the 
feds  that  they  would 
hold  their  leasing  rates 
steady  until  then.  But 
they're  pushing  the 
states,  which  set  rates, 
to  increase  leasing 
prices  to  about  $28  a 
line,  up  from  today's 
typical      $19.      With 


Duseholds  paying  about  $40  a  month  for 
cal  service,  according  to  the  Yankee 
roup,  the  Bells  argue  that  higher  rates 
ill  leave  long-distance  carriers  room  for  a 
dy  profit. 

But  AT&T  and  its  allies  contend  they 
lay  not  be  able  to  make  enough  to  justi- 
•  staying  in  the  local  consumer  phone 
usiness.  The  total  cost  per  local  cus- 
>mer  comes  to  $29,  says  AT&T.  That 
aves  a  scant  $1  for  profit  in  the  local 
usiness,  as  AT&T  calculates  it,  in  the  $50 
»cal  and  long-distance  packages  it  sells, 
lost  competitive  carriers  will  have  to 
use  rates  to  stay  in  the  local  market.  This 
rill  likely  hit  consumers.  The  Competi- 
ve  Telecommunications  Assn.  calculates 
lat  75  million  consumers  who  buy  local 
irvice  from  AT&T  and  MCI  are  now  sav- 
lg  $11  billion  a  year.  Those  savings  will 
robably  diminish.  At  the  same  time,  the 
>ells  may  opt  to  keep  rates  down  in  the 
ice  of  stepped-up  competition  from 
[dreless  and  Internet  calling. 

i/ill  long-distance  carriers  stop  selling 
onsumers  local  phone  service? 

T&T  says  it  will  halt  local  service  in  some 
States  and  is  continuing  to  review  its  op- 
ons.  If  it  can't  sell  bundled  local  and 


long-distance  services,  the 
company  will  find  it  harder 
to  match  the  Bells.  MCI 
has  already  refocused  its 
business  on  the  corporate 
market,  emphasizing  In- 
ternet services.  And  Sprint 
Corp.,  which  owns  its  own 
local  phone  network,  is 
also  pushing  wireless  and 
Internet  services . 
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So  it's  back  to  the  old  Bell 
monopoly  in  local  phone 
service? 

Not  quite.  Even  if  the 
long-distance  carriers  pull 
back  their  local  offerings,  HHHH 
wireless  and  voice-over-Internet  tech- 
nologies provide  an  alternative  to  the 
Bells'  local  phone  service.  But  not  all  con- 
sumers will  view  them  as  substitutes.  To- 
day, about  160  million  Americans  sub- 
scribe to  wireless  phones.  Yet  because  cell 
phones  are  still  unreliable,  95%  of  those 
subscribers  hold  onto  their  traditional 
wired  local  phone  service,  according  to 
Yankee  Group.  By  2008,  as  wireless  call- 
ing quality  improves,  the  market  re- 
searcher predicts,  15%  of  U.S.  wireless 


15% 

The  share  of 
U.S.  wireless 
subscribers  who 
will  drop  land-line 
phone  service  by 
2008,  up  from 
"know 


subscribers  will  cut  the 
cord,  up  from  5%  today. 

Internet-based  phone 
service  should  also  shake 
up  the  industry.  The  Net 
market  is  still  in  its  infancy, 
with  only  about  150,000 
U.S.  consumers  sending 
and  receiving  calls  via  their 
broadband  hookups  now. 
But  that's  about  to  change. 
This  year,  major  cable  oper- 
ators, including  Comcast 
Corp.  and  Time  Warner 
Cable,  plan  to  roll  out  con- 
sumer Web  phone  servic- 
es—as do  AT&T  and  Veri- 
■i  zon.  Next  year,  the  other 

Bells  will  launch  such  products.  By  2008, 
19%  of  U.S.  households  will  adopt  Web 
calling,  says  Gartner  Inc. 

Will  the  new  technologies  force  local 
phone  prices  down? 

Maybe  not.  Wireless  and  Internet  calling 
come  with  new  capabilities  and  features, 
and  so  far  consumers  are  willing  to  pay 
extra  to  get  them.  Consider  that  today  the 
average  tab  for  phone  service  for  families 
that  have  both  wireless  and  traditional 
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lines  is  about  $103  a  month:  The  Bells' 
local  and  long-distance  packages  sell  at 
about  $50  a  month,  and  consumers  pay 
an  average  $53  more  per  month  for 
wireless  phone  plans,  although  that 
could  fall  to  about  $45  by  2008,  accord- 
ing to  Yankee  Group. 

Internet  calling  will  be  cheaper— but 
only  for  those  who  have  or  want  broad- 
band access.  To  get  Net  calling,  cus- 
tomers need  both  a  broadband  connec- 
tion and  the  phone  service.  Broadband 
will  cost  about  $35  a  month  by  2008, 
with  the  Internet  phone  bill  adding  an- 
other $30  or  $40,  according  to  Gartner 
Inc.  With  cable  companies  winning  new 
broadband  customers,  the  Bells  may  be 
forced  to  lower  their  Internet  phone 
prices  to  hold  on  to  their  local  customers. 

What  will  the  Bells  and  the  long-distance 
carriers  have  to  do  to  survive? 

The  Bells  are  in  the  stronger  position, 
but  they  are  still  racing  to  cover  every 
bet.  Verizon,  SBC,  and  BellSouth  already 
control  big  wireless  companies,  and  all 
four  Bells  will  launch  their  own  Net 
phone  services  soon.  They  may  lose 
some  ground  to  cable  operators,  whose 
broadband  pipes  are  the  launching  site 
for  Web  access,  Net  calling,  and  ad- 
vanced video  services.  For  AT&T,  MCI, 
and  Sprint,  the  fight  is  on  just  to  stay 
alive.  Their  Internet  and  wireless  bets 
have  to  pay  off  soon,  because  they're 
getting  hammered  in  both  declining 
long-distance  business  and  local  calling. 
Otherwise,  they  may  become  takeover 
bait  for  stronger  players  like  the  Bells. 

Is  this  new  formula  for  competition  good 
or  bad  for  consumers? 

The  explosion  of  new  technology  gives 
consumers  conveniences  they've  never 
had  before.  But  these  services  don't 
come  cheap.  Consumer  advocates  fear 
that,  in  the  future,  only  two  players— the 
Bells  and  the  cable  operators— will 
dominate  this  landscape.  The  Bells  will 
control  land  lines  and  wireless  and  have 
a  strong  stake  in  Internet  calling.  The 
cable  giants  will  wield  a  powerful  array 
of  broadband,  phone,  and  video  offer- 
ings. But  will  these  two  behemoths  fight 
to  undercut  each  other's  rates— or  sim- 
ply settle  into  a  comfy  facsimile  of  com- 
petition? That's  the  main  question  left 
unanswered  by  the  the  Bush  Adminis- 
tration's decision  to  step  back  and 
watch  as  technological  changes  sweep 
through  the  industry.  ■ 

-By  Catherine  Yang  in  Washington, 
with  Roger  0.  Crockett  and  Brian  Grow 

in  Chicago 
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Working  Life  The  Internet 


Blogging  with 
The  Boss's  Blessing 

More  companies  are  helping  employees 
to  speak  freely-and  bond  with  customers 


LOG  ON  TO  SARA  FORD'S 
Web  log,  and  you'll  get  a 
cinema  verite  look  into  her 
daily  world.  You'll  learn 
about  her  addiction  to  TV 
shows  starring  Richard 
Dean  Anderson  (aka  Mac- 
Gyver),  her  geek  penchant  for  jokes 
with  punchlines  like  "Fl  Fl!,"  and  why 
she  adores  Gore-Tex.  But  most  impor- 


tant, you'll  learn  that  26-year-old  Sara 
Ford  is  a  software  design  engineer  at 
Microsoft  Corp.,  blogging  away  from 
her  fluorescent-lit  office  in  Redmond, 
Wash.  Her  most  prominent  posts  are 
ones  about  the  product  she's  working 
on,  its  latest  bugs,  and  inside  dope  for 
users  such  as  the  "hide  underline  letters 
checkbox  issue."  There's  also  her  day- 
in-the-life  workplace  diary,  complete 
with  a  glossary  decoding  Microsoft  ar- 


cana and  strategies  for  nabbing  extra, 
espresso  coupons.  Customers  post  re- 
plies. Ideas  are  swapped.  Bonds  ar< 
formed.  And  Bill  Gates  is  happy. 

Until  recently,  the  thought  of  em 
ployees  blabbing  freely  to  the  masses 
about  their  work  on  company  time- 
without  the  suits  from  PR  hovering 
over  them  to  stay  "on  message"— 
would  have  created  panic  in  the  execu- 
tive suite.  But  in  thi 
past  year,  employe 
blogs  have  begun  to- 
multiply  across  Corpo 
rate  America— and  i 
growing  number  o 
companies  approve.  I 
started  mostly  as  a 
techie  thing  when  en 
gineers  and  product! 
developers  at  places ,' 
such  as  Macromedia,; 
Sun  Microsystems,  an 
Dell  began  posting 
first-draft  free-for-alls 
of  their  own  volition  as. 
a  way  of  communicat-' 
ing  with  customers 
each  other,  and  the 
outside  world.  Though 
employees  represent 
just  a  fraction  of  the  2.7 
million  bloggers  today 
experts  predict  they 
will  grow  robustly  as 
consumers  demand  information  in  a; 
more  unvarnished  way. 

Increasingly,  execs  see  employee 
blogs  as  a  way  to  transform  a  transac- 
tion with  a  faceless  behemoth  into 
personal  relationship  with  an  employee. 
Blogs  are  also  hyper  efficient  at  driving 
product  innovation.  And  they  create  loy- 
al audiences.  Once  people  get  hooked, 
they  keep  coming  back  for  more.  "This 
is  nothing  less  than  revolutionary; 


Merrill  Lynch 
Large  Cap  Value 

Fund  (C) 


Merrill  Lynch 
Large  Cap  Core 

Fund  (C) 


Merrill  Lynch 
Large  Cap  Growth 

Fund  (C) 


*****  I  *****  I  **** 


(Out  of  716  Large  Value  Funds) 


(Out  of  1,154  Large  Blend  Funds) 


(Out  of  998  Large  Growth  Funds) 


Overall  Morningstar®  Ratings™  as  of  May  31,  2004.  Morningstar  Ratings  are  based  on  risk-adjusted  returns.  Overall  Morningstar  Rating  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics. 

think  big 

When  it  comes  to  investing  in  big  U.S.  companies,  our  President  and  Chief 
Investment  Officer,  Bob  Doll,  along  with  his  experienced  management  team, 
blends  art  and  science  to  provide  investors  with  the  benefits  of  fundamental 
and  quantitative  investing  techniques.  The  result:  a  disciplined  process  and 
proven  record  of  performance. 

It's  one  more  way  we  strive  to  deliver  better  solutions  for  investors. 

For  more  information  on  the  Merrill  Lynch  Large  Cap  Series  Funds,  contact 
your  financial  advisor  or  visit  us  online  at  www.mlim.ml.com. 


Merrill  Lynch    Investment  Managers 


Past  performance  does  not  guarantee  future  results.  Investment  involves  risks,  including  the  possible  loss  of  principal. 

Morningstar  Ratings  are  determined  monthly  and  are  subject  to  change.  For  the  most  current  Morningstar  Rating,  refer  to  www.morningstar.com  or  contact  your 
financial  advisor.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating  based  on  a  Morningstar  Risk-Adjusted  Return  measure 
that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  down- 
ward variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  five  stars,  the  next  22.5%  receive  four  stars,  the  next  35% 
receive  three  stars,  the  next  22.5%  receive  two  stars  and  the  bottom  10%  receive  one  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale 
and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  Morningstar  Rating  is  for  the  share  class  noted  only;  other  classes  may  have 
different  performance  characteristics.  Past  performance  is  not  a  guarantee  of  future  performance.  Overall  Morningstar  Ratings  are  a  trademark  of  Morningstar,  Inc. 
©2004  Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Morningstar  and/or  its  content  providers;  (2)  may  not  be  copied 
or  distributed;  and  (3)  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses 
arising  from  any  use  of  this  information. 

Funds  in  the  Morningstar  Large  Value  Funds  Category  were  rated  against  716  funds.  Funds  in  the  Morningstar  Large  Blend  Funds  Category  were  rated  against 
1,154  funds.  Funds  in  the  Morningstar  Large  Growth  Funds  Category  were  rated  against  998  funds.  Merrill  Lynch  Large  Cap  Value  Fund  (C)  received  five  stars 
for  the  3-year  period.  Merrill  Lynch  Large  Cap  Core  Fund  (C)  received  five  stars  for  the  3-year  period.  Merrill  Lynch  Large  Cap  Growth  Fund  (C)  received 
four  stars  for  the  3-year  period. 

As  of  May  31,  2004,  Merrill  Lynch  Large  Cap  Growth  Fund  had  negative  performance  over  the  3-year  period,  which  was  in  line  with  other  funds  in  its  category. 

For  more  complete  information  on  the  Merrill  Lynch  Large  Cap  Series  Funds,  Inc.,  ask  your  financial  advisor  for  a  prospectus.  Before  investing, 
consider  the  investment  objectives,  risks,  and  charges  and  expenses  of  the  fund;  this  and  other  information  can  be  found  in  the  prospectus. 
Read  the  prospectus  carefully  before  you  invest. 

FAM  Distributors,  Inc. 


CREATOR 

oium 

.hallenge 


Working  Life 


Sometimes  it's  not  just  the  destination  but 
also  how  you  get  there  that  counts.  That's 
why  CRESTOR'  (rosuvastatin  calcium)  and 
the  PGA  TOUR  have  partnered  to  create  the 
CRESTOR  Charity  Challenge,  a  season-long 
competition  that  recognizes  the  tournament 
leader  entering  the  final  round  at  27  PGA 
TOUR  events  throughout  the  year. 

In  addition  to  adding  a  new  twist  to  TOUR 
competition,  CRESTOR,  an  AstraZeneca 
brand,  will  make  a  financial  contribution 
to  designated  health  care  and  PGA  TOUR 
charities.  The  CRESTOR  Charity  Challenge 
winner  will  be  recognized  for  his  perfor- 
mance on  the  golf  course  entering  the  final 
round. 

Tune  in  to  watch  all  the  PGA  TOUR  action 
and  see  who  wins  each  CRESTOR  Charity 
Challenge  event.  For  more  information,  log 
on  to  crestor.com/golf. 


CRESTOR 

rosuvastatin  calcium 


AstraZeneca 


3  registered  trademark  of  the  AstraZeneca  group  of  companies. 
304  AstraZeneca  PharmaceuDcals  LP  All  rights  reserved    Z20505  05/04 


says  Dave  Winer,  a  fellow  at  Harvard 
Law  School's  Berkman  Center  for  Inter- 
net &  Society. 

It's  revolutionary  because  companies 
have  usually  been  more  concerned  with 
controlling  their  message  than  convers- 
ing with  customers.  Blogging  changes 
that  by  establishing  "a  connection 
through  real  human  beings  speaking  like 
real  human  beings,  which  is  something 
companies  have  forgotten  how  to  do," 
says  David  Weinberger,  the  Boston-based 
co-author  of  The  Cluetrain  Manifesto. 

Microsoft  has  been  one  of  the  biggest 
evangelists.  A  year  ago,  it  had  about  100 
corporate  bloggers.  Today  there  are  800. 
They  post  pictures  of  company  refrigera- 
tors—there's one  that  has  all  Coke  and 


blog  of  its  own— "The  Art  of  Speed"— 
and  hired  hip  gossip  blogger  extraordi- 
naire, Gawker  Media,  to  produce  it.  Nike] 
says  Gawker  has  the  following  it  wantsJ 
to  reach. 

Given  blogging's  ability  to  give  no- 
bodies such  awesome  powers— The  New 
York  Post  headlined  the  way  political! 
bloggers  did  in  former  Senate  Majority 
Leader  Trent  Lott  as  "The  Internet'si 
First  Scalp"— you'd  think  the  idea  or 
workers  firing  off  would  strike  com- 
panies as  akin  to  putting  dynamite  ini 
the  playpen.  This  is,  after  all,  a  medium 
once  referred  to  as  the  electronic  Jerry 
Springer. 

Indeed,  blogs  can  be  dangerous,  rep-i 
resenting    a   new   legal    netherworld. 


Workers5 
New  Hangout: 
The 
Blogosphere 

Microsoft,  Dell,  and  Sun 
tell  employees:  Go  ahead, 
blog  away.  Despite  its 
jerils,  blogging  is 
jecoming  marketing's  new 
killer  app.  Some  benefits: 


» In  a  world  of  fragmented  media,  employees' 
online  diaries  can  be  a  seductive  way  to  lure 
customers  in  for  conversations 

»  They're  sticky— readers  check  back  several 
times  a  day.  And  posts  get  linked  to  other  sites, 
amplifying  their  impact 

»  They're  efficient.  Employees  can  post  questions 
about  their  work  and  get  instant,  mass  feedback 

»  They're  free.  Blogs  can  serve  as  a  global  focus 
group,  letting  employees  know  exactly  what 
customers  want 

»  Done  well,  they  can  humanize  faceless 
behemoths.  The  Evil  Empire  of  Redmond  can 
instead  become  the  home  of  "The  Scobleizer," 
Microsoft's  most  famous  blogger 


one  that  has  all  Pepsi— and  spout  off  on 
everything  from  the  death  of  Boots  the 
cat  to  renaming  Longhorn,  Microsoft's 
long-anticipated  new  operating  system, 
"Longwait."  Indeed,  Chairman  William 
H.  Gates  III  is  so  certain  that  corporate 
blogging  is  the  next  gold  rush  in  com- 
munications that  he's  practically  hand- 
ing out  the  pails  and  shovels  by  enabling 
any  employee  to  create  a  blog  within  two 
seconds.  Microsoft  doesn't  train  employ- 
ees in  the  fine  art  of  blogs,  but  employees 
hold  meetings  to  talk  about  them.  The 
blogs  carry  disclaimers,  but  other  than 
that,  "our  unspoken  policy  on  blogging 
is:  Don't  be  stupid,"  says  product  man- 
ager Adam  Sohn. 

GOING  FURTHER 

OTHER  COMPANIES,  such  as  publisher 
Ziff-Davis,  started  the  process  by  setting 
up  internal  blogs  that  proved  enor- 
mously helpful  to  teams  by  cutting 
down  on  e-mail.  They  also  let  employees 
learn  what  was  appropriate  when  blog- 
ging to  the  outside.  Nike  is  going  further. 
This  month  the  company  launched  a 
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Microsoft's  most  famous  blogger. 
Robert  "Scobleizer"  Scoble  once  got 
into  big  trouble  in  a  previous  job  for  talk 
ing  up  a  rival's  products.  Therein  lies  the 
rub:  The  more  truthful  they  are,  the 
more  valuable  blogs  are  to  customers. 
It's  likely  only  a  matter  of  time  before 
some  workplace  pundit  spills  a  trade  se- 
cret, unwittingly  leaks  a  clandestine 
launch  date,  or  takes  a  swipe  at  a  CEO 
that  turns  into  slander. 

For  now,  though,  many  are  running 
the  risk.  In  an  era  of  fragmented  media, 
with  companies  struggling  to  get  their 
message  out  any  which  way,  blogs  are 
becoming  a  kind  of  undercover  mega- 
phone. One  way  to  think  of  them  is  as 
the  latest  guerrilla  marketing  tool,  a  new 
kind  of  brand  bait. 

They'll  likely  backfire,  though,  if  em- 
ployers attempt  to  exert  control.  "Com- 
panies inevitably  will  try  to  co-opt1 
blogs,"  says  Dan  Gillmor,  author  of  We. 
the  Media,  a  book  about  blogging  due 
out  next  month. 

Until  then,  happy  reading.  ■ 
-By  Michelle  Conlin  and  Andrew  Pad 
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Your  cholesterol's  high.  It  won't  subside, 

despite  all  of  your  efforts.  But  don't  lose  your  pride. 

Turns  out  most  cholesterol's  made  inside. 
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Ask  your  doctor  what  CRESTOR"  can  provide. 

Surprise!  It's  true.  Most  of  the  cholesterol  inside  you  doesn't  come  from 

the  food  you  eat,  but  from  your  body's  own  natural  processes.  Diet  and 

exercise  are  an  excellent  first  step  to  lower  cholesterol.  But  the  fact  is, 

many  people  with  high  cholesterol  just  plain  need  more  help.  That's 

why  you  should  ask  your  doctor  about  CRESTOR.  Adding  CRESTOR  to  a 

healthy  diet  has  been  proven  to  cut  bad  cholesterol  about  half  (52%  at 

10  mg  versus  7%  with  placebo;  your  results  may  vary).  CRESTOR  can 

even  raise  good  cholesterol.  That's  a  step  in  the  right  direction. 

For  more  information  on  good  cholesterol,  bad  cholesterol,  and  how 
CRESTOR  can  help,  ask  your  doctor  and  visit  CRESTOR.COM  or  call 
800-CRESTOR. 

Important  information:  CRESTOR  is  prescribed  along  with  diet  for 
lowering  cholesterol  and  is  not  for  everyone,  including  people  with  liver 
disease,  and  women  who  are  nursing,  pregnant  or  may  become  preg- 
nant. Tell  your  doctor  promptly  if  you  experience  unexplained  muscle 
pain  or  weakness,  as  they  may  be  a  sign  of  serious  side  effects.  Be  sure  to 
tell  your  doctor  about  other  medications  you  are  taking.  Simple  blood 
tests  are  needed  to  check  for  liver  problems  before  and  12  weeks  after 
start  of  therapy  or  change  of  dose,  and  periodically  thereafter.  Side 
effects  occur  infrequently  and  include  muscle  aches,  constipation, 
weakness,  abdominal  pain  and  nausea.  They  are  usually  mild  and  tend 
to  go  away.  CRESTOR  has  not  been  shown  to  prevent  heart  disease  or 
heart  attacks.  See  adjacent  page  for  additional  important  information. 

Now  you're  getting  somewhere. 
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CREST0R.COM 


AstraZeneca  JS 


P'eass  read  this  summary  carefully  and  then 
This  advertisement  does  not  take  the  place 


ask  your  doctor  about  CRESTOR.  No  advertisement  can  provide  all  the  Information  needed  to  determine  if  a  drug  It  right  for  you. 
ol  careful  discussions  with  your  doctor.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a  prescription  drug. 
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BRIEF  SUMMARY:  Ft  "  see  package  insert 

INDICATIONS  AND  USAGE  NESTOR  is  indicated:  1.  as  an  adjunct  to  diet  to 
-:;  :     .  ..  ;  \  i  iHDL-C  and  "j  'eve:s  arc  :c  mtsHDl-C  I 

--■_-.  ■  ;• -:  ..  -. --^raiem^a  'hetercrygaus  familiai and  nonfamiHal  and 
'-'.'.  .  ■-.  .-•■-■  .-";:';;-"  2  >$  3i  adjunct  too  et  'or  ihetreaira': 
;•;:•/■•"•  ";=.;-.  ,r.-  j:-i  :--.  ebon lyps Nf  1  to reduce UX-C, total-C 
>::-:::  ^  ;■'.''•'.>  ■■■■'■'  ."'."or.jx-s'"  =  '  -rt^.^'esterc  emia  as  an  adiurcttc  "'.^.e' 

•  such  treatments  are  una 
CONTRAINDICATIONS  CRESTOR  is  contramdicated  in  patients  with  a  known 
hypersensitivity  to  any  component  of  this  product.  Rosuvastatjn  is  contraindicated  in 
patients  with  active  liver  disease  or  with  unexplained  persistent  elevations  o!  serum 
transaminases  (see  WARNINGS,  Liver  Enzymes)  Pregnancy  and  Lactation 
Atherosclerosis  is  a  chronic  process  and  discontinuation  of  lipid-lowenng  drugs  during 
pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hyper- 
cholesterolemia. Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential 
compor:  1  synthesis  of  steroids  and  cell  membranes). 

Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol  synthesis  and  possibly  the 

of  other  biologically  active  substances  derived  from  cholesterol,  they  may  cause 

m  when  administered  to  pregnant  women.  Therefore.  HMG-CoA  reductase 
!  .  ated  during  pregnancy  and  in  nursing  mothers.  ROSUVASTATIN 
SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILOBEARING  AGE  ONLY  WHEN  SUCH 
PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN  INFORMED  OF  THE 
POTENTIAL  HAZARDS.  If  the  patient  becomes  pregnant  while  taking  this  drug,  therapy 
Hy  and  the  pahent  apprised  of  the  potential  hazard  to  the 
,  ARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other 
lipid-lowenng  therapies,  have  been  associated  with  biochemical  abnormalities  of  liver  func- 
tion. The  incidence  of  persistent  elevations  (>3  dmes  the  upper  limit  of  norma)  [ULN]  occur- 
ring on  2  or  more  consecutive  occasions)  in  serum  transaminases  in  fixed  dose  studies  was 
0.4. 0, 0,  and  0.1%  in  patients  who  received  rosuvastatin  5, 10, 20.  and  40  mg,  respectively. 
In  most  cases,  the  elevations  were  transient  and  resolved  or  improved  on  continued  therapy 
or  after  a  brief  interruption  in  therapy  There  were  two  cases  of  jaundice,  for  which  a  rela- 
tionship to  rosuvastatin  therapy  could  not  be  determined,  which  resolved  after  discontinu- 
ation of  therapy  There  were  no  cases  of  liver  failure  or  irreversible  liver  disease  in  these 
tnais  It  is  recommended  that  liver  function  tests  be  performed  before  and  at  12  weeks 
following  both  the  initiation  of  therapy  and  any  elevation  of  dose,  and  periodically  (e.g., 
semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  in  the  first  3  months  of 
treatment  with  rosuvastatin.  Patients  who  develop  increased  transaminase  levels  should  be 
monitored  until  the  abnormalities  have  resolved.  Should  an  increase  in  ALT  or  AST  of 
>3  times  ULN  persist,  reduction  of  dose  or  withdrawal  of  rosuvastatin  is  recommended. 
Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  of 
alcohol  and/or  have  a  history  of  liver  disease  (see  CLINICAL  PHARMACOLOGY,  Special 
Populations,  Hepatic  Insufficiency).  Active  liver  disease  or  unexplained  persistent  transam- 
inase elevations  are  contraindications  to  the  use  of  rosuvastatin  (see  C0NTRAINDICA- 

Myoportiy/  Rhabdomyolysis  Rare  cases  of  rhabdomyolysis  with  acute 
renal  failure  secondary  to  myoglobinuria  have  been  reported  with  rosuvastatin  and  with 
other  drugs  in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatin-treated 
patients  (see  ADVERSE  REACTIONS).  Creatine  kinase  (CK)  elevations  (>10  times  upper 
limit  of  normal)  occurred  in  0.2%  to  0.4%  of  patients  taking  rosuvastatjn  at  doses  of  up  to 
40  mg  in  clinical  studies.  Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle 
weakness  in  conjunction  with  increases  in  CK  values  >10  times  upper  limit  of  normal  was 
reported  in  up  to  0.1%  of  patients  taking  rosuvastatin  doses  of  up  to  40  mg  in  clinical 
studies.  Rare  cases  of  rhabdomyolysis  were  seen  with  higher  than  recommended  doses 
(80  mg)  of  rosuvastatin  in  clinical  trials.  Factors  that  may  predispose  patients  to  myopathy 
with  HMG-CoA  reductase  inhibitors  include  advanced  age  (>65  years),  hypothyroidism,  and 
renal  insufficiency.  The  incidence  of  myopathy  increased  at  doses  of  rosuvastatin  above  the 
recommended  dosage  range.  Consequently:  1.  Rosuvastatin  should  be  prescribed  with 
caution  in  patients  with  predisposing  factors  for  myopathy,  such  as.  renal  impairment  (see 
DOSAGE  AND  ADMINISTRATION),  advanced  age.  and  hypothyroidism.  2.  Patients  should 
be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  weakness,  particu- 
larly if  accompanied  by  malaise  or  fever  Rosuvastatin  therapy  should  be  discontinued  if 
markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  3.  The  risk  of 
myopathy  during  treatment  with  rosuvastatin  may  be  increased  with  concurrent  adminis- 
tration of  other  lipid-lowering  therapies  or  cyclosporine.  (see  CLINICAL  PHARMACOLOGY. 
Drug  Interactions,  PRECAUTIONS.  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRA- 
TION). The  benefit  of  further  alterations  in  lipid  levels  by  the  combined  use  of  rosuva- 
statin with  fibrates  or  niacin  should  be  carefully  weighed  against  the  potential  risks  of 
this  combination.  Combination  therapy  with  rosuvastatin  and  gemfibrozil  should 
generally  be  avoided  (See  DOSAGE  AND  ADMINISTRATION  and  PRECAUTIONS.  Drug 
Interactions).  -  The  risk  of  myopathy  during  treatment  with  rosuvastatin  may  be 
increased  in  circumstances  which  increase  rosuvastatin  drug  levels  (see  CLINICAL 
PHARMACOLOGY,  Special  Populations.  Race  and  Renal  Insufficiency,  and  PRECAU- 
TIONS. General).  5  Rosuvastatin  therapy  should  also  be  temporarily  withheld  in  any 
patient  with  an  acute,  serious  condition  suggestive  of  myopathy  or  predisposing  to  the 
development  of  renal  failure  secondary  to  rhabdomyolysis  (e.g.,  sepsis,  hypotension, 
major  surgery,  trauma,  severe  metabolic,  endocrine,  and  electrolyte  disorders,  or 
uncontrolled  seizures).  PRECAUTIONS  General  Before  instituting  therapy  with 
rosuvastatin,  an  attempt  should  be  made  to  control  hypercholesterolemia  with  appropriate 
diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical 
problems  (see  INDICATIONS  AND  USAGE).  Administration  of  rosuvastatin  20  mg  to 
patients  with  severe  renal  impairment  (CLci  <30  mL/min/1.73  ntf)  resulted  in  a  3-fold 
increase  in  plasma  concentrations  of  rosuvastatin  compared  with  healthy  volunteers  (see 
WARNINGS.  Myopathy/Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION). 
Pharmacokinetic  studies  show  an  approximate  2-fold  elevation  in  median  exposure  in 
Japanese  subjects  residing  in  Japan  and  in  Chinese  subjects  residing  in  Singapore 
compared  with  Caucasians  residing  in  North  America  and  Europe.  The  contribution  of 
environmental  and  genetic  factors  to  the  difference  observed  has  not  been 
determined.  However,  tnese  increases  should  be  considered  when  making  rosuvastatin 
dosing  decisions  for  patients  of  Japanese  and  Chinese  ancestry.  (See  WARNINGS, 
Myopathy/  Rhabdomyolysis;  CLINICAL  PHARMACOLOGY,  Special  Populations.  Race.) 
Information  for  Patients  Patients  should  be  advised  to  report  promptly  unex- 
plained muscle  pain,  tenderness,  or  weakness,  particularly  if  accompanied  by  malaise  or 
fever.  When  taking  rosuvastatin  with  an  aluminum  and  magnesium  hydroxide  combination 

Die  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administration  (see 
U  PHARMACOLOGY,  Drug  Interactions  ■  Laboratory  Tests  'n  the  rosuvastatin 

.rial  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were 
observed  among  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the 

ended  dose  range  (i.e.,  80  mg).  However,  this  finding  was  more  frequent  in  patients 
taking  rosuvastatin  40  mg.  when  compared  to  lower  doses  of  rosuvastatin  or  comparator 

■  :ugn  rt  was  generally  transient  and  was  not  associated  with  worsening  renal  func- 

-■gr-iftcance  of  this  finding  is  unknown,  a  dose  reduction  should 

be  considered  for  patents  on  rosuvastatin  40  mg  therapy  with  unexplained  persistent 

.■'*  during  routine  urinalysis  testing.  Drug  Interactions  Cyclosporine:  When 

rosuvastatin  10  mg  was  coadministered  with  cyclosponne  in  cardiac  transplant  patients, 

rosuvastatin  mean  Cmj,  and  mean  AUC  were  increased  11 -fold  and  7-fold,  respectively. 


compared  with  healthy  volunteers.  These  increases  are  considered  to  be  clinically  signifr 

■  Hie  dosing  of  rosuvastatin  to  patients  taking 

spa    -  IGS  tyopamy/Rhabdomyolysis,  and  DOSAGE  AND 

iTRATION).  Warfarin  ;:a:T.,nistration  of  rosuvastatin  to  patients  on  stable 

:;.:..  significant  rises  in  INR  (>4,  baseline  2-3).  In  patients 

:  osuvastatin  concomitantly,  INR  should  be  determined 

i-ring  rosuvastat'i  and  frequently  enough  during  early  therapy  to  ensure  that  no 
significant  alteration  of  INR  occurs.  Once  a  stable  INR  time  has  been  documented,  INR  can 
,  -"commended  for  patients  on  coumarin  anticoagu- 
ants  If  the  dose  of  rosuvastatin  is  changed,  the  same  procedure  should  be  repeated, 
Rosuvastatin  therapy  has  not  been  associated  with  bleeding  orjjrith  changes  in  INR  in 
patients  not  taking  anti-coagii'="s  Gemfibrozil:  Coadministration  of  a  single  rosuvastatin 
dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice  daily)  resulted  in  a  2.2-  and  1 9- 
fold.  respectively,  increase  in  mean  C™  and  mean  AUC  of  rosuvastatin  (see  DOSAGE  AND 
ADMINISTRATION).  Endocrine  Function  Although  clinical  studies  have  shown  that 
rosuvastatin  alone  does  not  reduce  basal  plasma  Cortisol  concentration  or  impair  adrenal 
reserve,  caution  should  be  exercised  if  any  HMG-CoA  reductase  inhibitor  or  other  agent 
used  to  lower  cholesterol  levels  is  administered  concomitantly  with  drugs  that  may 
decrease  the  levels  or  activity  of  endogenous  steroid  hormones  such  as  ketoconazole, 
spironolactone,  and  cimetxJine  CNS  Toxicity  CNS  vascular  lesions,  characterized  o\ 
perivascular  hemorrhages,  edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces, 
have  been  observed  in  dogs  treated  with  several  other  members  of  this  drug  class  A  chem- 
ically similar  drug  in  this  class  produced  dose-dependent  optic  nerve  degeneration 
■  Wane  an  degeneration  of  retinogeniculate  fibers)  in  dogs,  at  a  dose  that  produced  plasma 
drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans  taking  the  highest 
recommended  dose.  Edema,  hemorrhage,  and  partial  necrosis  in  the  interstitium  of  the 
choroid  plexus  was  observed  in  a  female  dog  sacrificed  moribund  at  day  24  at  90  mg/kg/day 
by  oral  gavage  (systemic  exposures  1 00  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons).  Corneal  opacity  was  seen  in  dogs  treated  for  52  weeks  at  6  mg/kg/day 
by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons).  Cataracts  were  seen  in  dogs  treated  for  12  weeks  by  oral  gavage  at 
30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  on 
AUC  comparisons)  Retinal  dysplasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks 
by  oral  gavage  at  90  mg/kg/day  (systemic  exposures  100  times  the  human  exposure  at 
40  mg/day  based  on  AUC).  Doses  £30  mg/kg/day  (systemic  exposures  <60  tunes  the 


rosuvastatin,  3.159  (31%)  were  65  years  and  older,  and  698  (68%)  were  75  yean  and 
older.  The  overall  frequency  of  adverse  events  and  types  of  adverse  events  were  similar  in 
patients  above  and  below  65  years  of  age.  (See  WARNINGS.  Myopathy/Rhabdomyolysis 
The  efficacy  of  rosuvastatin  in  the  geriatric  population  ;>65  years  of  age)  was  comparable 
to  the  efficacy  observed  in  the  non-elderly.  ADVERSE  REACTIONS  Ftouns 
generally  well  tolerated  Adverse  reactions  have  usually  been  mild  and  transient.  In  clinica 
studies  of  10,275  patients.  3.7%  were  discontinued  due  to  adverse  experiences  attributable 
to  rosuvastatin.  The  most  frequent  adverse  events  thought  to  be  related  to  res. 
were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Adverse 
Experiences  Adverse  experiences,  regardless  of  causality  assessment  reported 
>2%  of  patients  in  placebo-controlled  clinical  studies  of  rosuvastatin  are  shown  in  Table  1 
discontinuations  due  to  adverse  events  m  these  studies  of  up  to  12  weeks  duration  occurred 
in  3%  of  patients  on  rosuvastatin  and  5%  on  placebo 

Table  1.  Adverse  Events  in  Placebo-Controlled  Studies 


Rosuvastatin 

Placebo 

Adverse  event 

N=744 

N=382 

Pharyngitis 

9.0 

7.6 

Headache 

5.5 

5.0 

Diarrhea 

34 

2.9 

:. specs  a 

34 

3.1 

Nausea 

3.4 

3.1 

V.aig'a 

2.8 

1.3 

Asthenia 

2.7 

2.6 

Back  pain 

26 

2.4 

Flu  syndrome 

23 

1.8 

Urinary  tract  infection 

2.3 

1.6 

Rhinitis 

11 

2.1 

Sinusitis 

2.0 

1.8 

CRESTOR' 

rosuvastatin  calcium 

human  exposure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one 
year,  did  not  reveal  retinal  findings  Carcinogenesis,  Mutagenesis, 
Impairment  of  Fertility  In  a  104-week  carcinogenicity  study  in  rats  at  dose  levels 
of  2, 20, 60.  or  80  mg/kg/day  by  oral  gavage.  the  incidence  of  uterine  stromal  polyps  was 
significantly  increased  in  females  at  80  mg/kg/day  at  systemic  exposure  20  times  the 
human  exposure  at  40  mg/day  based  on  AUC.  Increased  incidence  of  polyps  was  not  seen 
at  lower  doses.  In  a  1 07-week  carcinogenicity  study  in  mice  given  1 0. 60. 200  mg/kg/day  by 
oral  gavage.  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  observed  at 
200  mg/kg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  on 
AUC.  An  increased  incidence  of  hepatocellular  tumors  was  not  seen  at  lower  doses. 
Rosuvastatin  was  not  mutagenic  or  ciastogemc  with  or  without  metabolic  activation  in  the 
Ames  test  with  Salmonella  fvpto/mmwnand  Escherichia  coli,  the  mouse  lymphoma  assay, 
and  the  chromosomal  aberration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was 
negative  in  the  in  mo  mouse  micronucleus  test.  In  rat  fertility  studies  with  oral  gavage 
doses  of  5, 15.  50  mg/kg/day,  males  were  treated  for  9  weeks  prior  to  and  throughout 
mating  and  females  were  treated  2  weeks  prior  to  mating  and  throughout  mating  until 
gestation  day  7  No  adverse  effect  on  fertility  was  observed  at  50  mg/kg/day  (systemic 
exposures  up  to  10  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons).  In 
testicles  of  dogs  treated  with  rosuvastatin  at  30  mg/kg/day  for  one  month,  spermatids  giant 
cells  were  seen  Spermatidic  giant  cells  were  observed  in  monkeys  after  6-month  treatment 
at  30  mg/kg/day  in  addition  to  vacuolation  of  seminiferous  tubular  epithelium.  Exposures  in 
the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day  based  on 
body  surface  area  comparisons  Similar  findings  have  been  seen  with  other  drugs  in  this 
class.  Pregnancy  Pregnancy  Category  'See  CONTRAINDICATIONS.  Rosuvastatin  may 
cause  fetal  harm  when  administered  to  a  pregnant  woman.  Rosuvastatin  is  contramdicated 
in  women  who  are  or  may  become  pregnant.  Safety  in  pregnant  women  has  not  been  estab- 
lished. There  are  no  adequate  and  well-controlled  studies  of  rosuvastatin  in  pregnant 
women.  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  at 
3%  and  20%.  respectively,  of  the  maternal  plasma  concentration  following  a  single 
25  mg/kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution 
(25%  maternal  plasma  concentration)  was  observed  in  rabbits  after  a  single  oral  gavage 
dose  of  1  mg/kg  on  gestation  day  18.  If  this  drug  is  administered  to  a  woman  with  repro- 
ductive potential,  the  patient  should  be  apprised  of  the  potential  hazard  to  a  fetus.  In  female 
rats  given  oral  gavage  doses  of  5, 15. 50  mg/kg/day  rosuvastatin  before  mating  and  contin- 
uing through  day  7  postcortus  results  in  decreased  fetal  body  weight  (female  pups)  and 
delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at 
40  mg/day  based  on  AUC  comparisons).  In  pregnant  rats  given  oral  gavage  doses  of  2, 20. 
50  mg/kg/day  from  gestation  day  7  through  lactation  day  21  (weaning),  decreased  pup 
survival  occurred  in  groups  given  50  mg/kg/day.  systemic  exposures  >12  times  human 
exposure  at  40  mg/day  based  on  body  surface  area  comparisons  In  pregnant  rabbits  given 
oral  gavage  doses  of  0.3. 1 . 3  mg/kg/day  from  gestation  day  6  to  lactation  day  18  (weaning). 
exposures  equivalent  to  human  exposure  at  40  mg/day  based  on  body  surface  area  compar- 
isons, decreased  fetal  viability  and  maternal  mortality  was  observed.  Rosuvastatin  was  not 
teratogenic  in  rats  at  <25  mg/kg/day  or  in  rabbits  <3  mg/kg/day  (systemic  exposures 
equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  comparison, 
respectively)  Nursing  Mothers  It  is  not  known  whether  rosuvastatin  is  excreted  in 
human  milk  Studies  m  lactating  rats  have  demonstrated  that  rosuvastatin  is  secreted  into 
breast  milk  at  levels  3  times  higher  than  that  obtained  in  the  plasma  following  oral  gavage 
dosing.  Because  many  drugs  are  excreted  in  human  milk  and  because  of  the  potential  for 
serious  adverse  reactions  in  nursing  infants  from  rosuvastatin,  a  decision  should  be  made 
whether  to  discontinue  nursing  or  administration  of  rosuvastatin  taking  into  account  the 
importance  of  the  drug  to  the  lactating  woman  Pediatric  Use  The  safety  and  effective- 
ness in  pediatnc  patients  have  not  been  established.  Treatment  experience  with  rosuvastatin 
in  a  pediatric  population  is  limited  to  8  patients  with  homozygous  FH  None  of  these  patients 
was  below  8  years  of  age.  Geriatric  Use  Of  the  10.275  patients  in  clinical  studies  with 


In  addition,  the  following  adverse  events  were  reported,  regardless  of  causality  assessmer 
in  >1%  of  10,275  patients  treated  with  rosuvastatin  in  clinical  studies.  The  events 
italics  occurred  in  >2%  of  these  patients.  Body  as  i  Whole:  Abdominal  pain,  accidenta 
injury,  chest  pain,  infection,  pain,  pelvic  pain,  and  neck  pain    Cirdiovascu . 
System:  Hypertension,  angina  pectoris,  vasodilatation,  and  palpitation   Oigistiv 
System:  Constipation,  gastroenteritis,  vomiting,  flatulence,  periodontal  abscess  r 
gastritis  Endocrine:  Diabetes  mellitus  Hemic  and  Lymphatic  System:  Anemia  and  eaty 
mosis.  Metabolic  and  Nutritional  Disorders:  Peripheral  edema.  Musciiloskeleu 
System:  Arthritis,  arthralgia,  and  pathological  fracture.  Nervous  System:  Dozinei 
insomnia,  hypertonia,  paresthesia,  depression,  anxiety,  vertigo,  and  neuralgia.  Respiratoi 
System:  Bronchitis,  cough  increased,  dyspnea,  pneumonia,  and  asthma.  Skin  in 
Appendages:  Rash  and  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  cr 
program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  amor 
rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommend* 
dose  range  (i.e..  80  mg).  However,  this  finding  was  more  frequent  in  patients  taking  rosuv 
statin  40  mg,  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  thoug, 
rt  was  generally  transient  and  was  not  associated  with  worsening  renal  function.  (Si 
PRECAUTIONS,  Laboratory  Tests.)  Other  abnormal  laboratory  values  reported  we* 
elevated  creatinine  phosphokinase,  transaminases,  hyperglycemia,  glutamyl  transpept 
dase,  alkaline  phosphatase,  bilirubin,  and  thyroid  function  abnormalities  Other  adVtrt 
events  reported  less  frequently  than  1%  in  the  rosuvastatin  clinical  study  program,  regard 
less  ol  causality  assessment,  included  arrhythmia,  hepatitis,  hypersensitivity  n 
(i.e.,  face  edema,  thrombocytopenia,  leukopenia,  vesiculobulious  rash,  urtica 
angioedema),  kidney  failure,  syncope,  myasthenia,  myositis,  pancreatitis,  photosr 
reaction,  myopathy,  and  rhabdomyolysis  OVERDOSAGE  There  is  no  specific 
merit  in  the  event  of  overdose.  In  the  event  of  overdose,  the  patient  should  be  treaty 
symptomatically  and  supportive  measures  instituted  as  required.  Hemodialysis  does  I 
significantly  enhance  clearance  of  rosuvastatin  DOSAGE  AND  ADMINISTRj 
TON  The  patient  should  be  placed  on  a  standard  cholesterol-lowering  diet  bete 
receiving  CRESTOR  and  should  continue  on  this  diet  during  treatment.  CRESTOR 
administered  as  a  single  dose  at  any  time  of  day,  with  or  without  food.  "w. 
terolemia  (Heterozygous  Familial  and  Nonfamilial)  and 
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DE  THE  ECONOMY 


Not  Much 

Can  Stop  This 
Elevator 

Inflation?  Rate  hikes?  Forecasters  say  the  economy  is 
robust  enough  to  take  it.  by  james  c.  cooper 


THE  U.S.  ECONOMY  WILL 
face  a  tough  test  in  the  com- 
ing year,  and  investors  in 
everything  from  stocks  to 
bonds  to  real  estate  have  a 
huge  stake  in  the  outcome. 
Now  that  the  recovery  is  no 
longer  jobless  and  pricing  power  is  re- 
turning to  Corporate  America,  the  Feder- 
al Reserve  is  about  to  begin  a  series  of  in- 
terest-rate hikes  to  remove  unneeded 
monetary  stimulus  in  order  to  keep  infla- 
tion in  check.  Financial  markets  around 
the  globe  will  be  watching  closely. 

With  the  Fed  back  in  the  game,  mar- 
kets are  bound  to  be  more  volatile.  How- 
ever, the  betting  right  now  is  that  policy- 
makers will  be  able  to  bring  the  economy 
down  for  a  soft  landing  without  higher 
rates  killing  off  the  recovery.  Despite  re- 
cent upticks  in  some  of  the  price  indexes, 
inflation  is  expected  to  remain  under  con- 
trol, allowing  the  Fed  to  lift  rates  gradual- 
ly. Plus,  the  economy  has  plenty  of  mo- 
mentum. Jobs  are  coming  back  strong, 
bolstering  the  outlook  for  consumer 
spending.  Businesses,  buoyed  by  new  op- 
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timism  and  strong  profits,  are  set  to  in- 
crease their  outlays  for  inventories  and 
equipment.  And  global  growth  is  picking 
up,  lifting  prospects  for  U.S.  exports. 

Those  are  the  key  conclusions  of  Busi- 
nessWeek's panel  of  34  forecasters  sur- 
veyed as  part  of  our  midyear  Economic 
Outlook  survey  (table,  page  109).  The 
forecasters  believe  the  Fed  will  begin  lift- 
ing the  federal  funds  rate,  now  at  1%,  at 
its  June  29-30  meeting  and  continue  rais- 
ing it  slowly  to  about  2.5%  by  this  time 
next  year  (chart).  Many  forecasters  expect 
the  funds  rate  to  hit  the  3%  to  4%  range 
by  the  end  of  2005.  The  yield  on  10-year 
Treasury  bonds  is  projected  to  rise  from 
47%  now  to  5.3%  by  mid-2005. 

BARRING  A  SHOCK, 
THE  ODDS  ARE 
GOOD  THAT  FED 
TIGHTENING  WON'T 
CHOKE  OFF  GROWTH 


The  panel  expects  solid,  if  slightly 
slower,  growth  with  no  spike  in  inflation. 
Growth  in  real  gross  domestic  product 
will  average  3.8%  for  the  year  ending  in 
June,  2005.  That's  down  from  5.2%  ex- 
pected for  the  year  ending  in  mid-2004. 
The  yearly  gain  in  the  consumer  price 
index  will  be  2.2%  next  spring,  down 
from  the  current  rate  of  3.1%  but  up 
from  1.9%  for  all  of  2003.  With  produc- 
tivity moderating  amid  rising  labor 
costs,  profit  gains  will  slip  from  spectac- 
ular to  merely  good. 

A  NEW  DRIVER 

THE  RECOVERY  has  become  fully  self- 
sustaining,  making  it  less  vulnerable  to 
both  higher  rates  and  unanticipated 
shocks.  Michael  P.  Carey  at  Calyon  Corpo- 
rate and  Investment  Bank  believes  one 
reason  is  a  reawakening  of  the  business 
sector's  "animal  spirits,"  as  economist 
John  Maynard  Keynes  once  put  it,  after  a 
long  period  of  uncertainty  and  cost-cut- 
ting. "Firms  have  been  faced  with  a  sus- 
tained period  of  above-trend  growth  in 
demand,  and  they  need  to  increase  pro- 
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INVESTMENT  GUIDE  THE  ECONOMY 


The  Recovery  Takes  Hold  Around  the  World 


REAL  GDP 
PERCENT  CHANGE 
2004           2005 

CPI 
PERCENT  CHANGE 
2004          2005 

EXCHANGE  RATE 
UNITS  PER  U.S.  $* 
2004    v      2005 

CHINA 

8.7             9.3 

2.6             2.5 

8.11             7.95 

SOUTH  KOREA 

5.3          4.9 

3.2          3.1 

1119         1103 

U.S. 

4.7           3.7 

2.3          2.2 

-- 

BRAZIL 

3.7           3.6 

6.3          5.4 

3.06          3.12 

CANADA 

2.9           3.4 

1.7          2.0 

1.33          1.34 

MEXICO 

3.2           3.3 

4.2          4.0 

11.37         11.79 

BRITAIN 

32          2.8 

2.0          2.1 

1.82          1.76 

JAPAN 

3.2          2.2 

-0.2          0.3 

104.7        103.6 

EURO  ZONE 

1.8          2.1 

1.8           1.8 

1.24          1.22 

ANNUAL  CHANGES    •Sntianande 

<jro  zone  are  shown  as  $  per  unit,  exch 

ye  end  of  year                  Data:  3lue  Chip  Economic  Indicators 

duction  and  hiring  to  meet  it,"  says  Carey. 

Indeed,  as  of  May  business  payrolls 
had  recovered  half  of  the  2.7  million  jobs 
lost  during  the  recession  and  jobless  re- 
covery. At  the  238,000-per-month  aver- 
age pace  of  job  growth  so  far  this  year,  the 
shortfall  will  be  closed  by  November.  Bet- 
ter yet,  high-paying  factory  jobs  are  pick- 
ing up.  The  growth  of  hourly  earnings  of 
production  workers  has  accelerated  to  3% 
so  far  this  year,  far  faster  than  inflation. 

For  the  business  sector,  higher  interest 
rates  may  not  be  a  big  constraint,  since 
past  cost  restraint  and  current  sales 
growth  have  left  companies  so  flush  they 
don't  need  to  borrow  much.  For  the  first 
year  in  three  decades,  businesses  have 
seen  their  cash  flows  rise  above  their  cap- 
ital-spending needs.  "We  believe  that  the 
corporate  sector  has  built  up  some  pent- 
up  demand  for  machines  and  workers," 
says  Ethan  S.  Harris  at  Lehman  Brothers 
Inc.,  "so  the  job  and  capital-spending 
booms  still  have  a  long  way  to  go." 

The  return  of  capital  spending  will 
make  the  Fed's  job  easier.  "Rising  busi- 
ness investment  in  new  plants  and  equip- 
ment and  stronger  exports  will  help  the 
Fed  by  taking  over  from  housing  and  con- 
sumers as  the  prime  drivers  of  the  expan- 
sion," says  Nariman  Behravesh  of  Global 
Insight  Inc.  The  financial  markets  will 
benefit  if  the  Fed  can  pursue  its  carefully 
communicated  policy  without  worrying 
that  GDP  growth  is  slowing  too  much. 

A  healthy  global  outlook  will  help  com- 
panies do  business  overseas  (table).  From 
the  second  quarter  of  2003  to  the  first 
quarter  of  2004,  U.S.  exports  grew  at  the 
fastest  pace  over  three  quarters  in  6  1/2 
years.  China  may  be  trying  to  cool  its 
economy,  but  growth  there  remains  rapid, 
helping  to  pull  along  all  of  Asia.  The 
Japanese  economy  is  finally  healing  from 
within  as  domestic  demand  strengthens. 


In  Europe,  Britain  is  powering  ahead,  but 
progress  in  the  12-nation  euro  zone  is 
slow,  held  back  by  Germany's  struggles 
with  high  unemployment. 

PRICE  RESTRAINT 

AMID  ALL  THIS  economic  ebullience,  one 
crucial  concern  keeps  cropping  up:  Has 
the  Fed's  long  period  of  super-low  inter- 
est rates  awakened  the  inflation  monster? 
If  the  price  indexes  start  to  breach  the 
Fed's  acceptable  zone  of  price  stability— 
towards  3%,  for  example— the  Fed  would 
have  to  hike  rates  more  sharply  than  now 
expected,  possibly  inflicting  real  pain  on 
the  economy.  That  policy  shift  could  in- 
ject a  dangerous  dose  of  uncertainty  into 
the  financial  markets,  and  the  unknown 
always  fuels  volatility  on  the  trading  floor. 
Most  forecasters  aren't  worried.  "We 
do  not  think  the  Fed  faces  any  real  infla- 
tion threat,  and  we  expect  the  recent  wave 
of  commodity  price  pressure  to  abate  in 
the  second  half,"  says  Michael  R.  En- 
glund  of  Action  Economics  LLC.  Com- 
modity prices  have  turned  down,  and  the 
economy  still  has  considerable  slack  to 


Interest  Rates  Will  Rise  Gradually 
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absorb  in  the  labor  markets  before  any 
lasting  price  pressures  can  emerge. 
Stephen  Gallagher  at  Societe  Generale 
Corporate  Investment  Bank  believes  that 
recent  signs  of  pricing  power  may  be  the 
transitory  result  of  sudden  demand 
strength  bumping  up  against  low  inven- 
tories. Corporate  pricing  power  is  likely 
returning  to  its  pre-recession  level.  But  it 
was  not  very  strong  then,  due  to  global 
competition  and  strong  productivity 
growth,  forces  that  will  keep  inflation  in 
check  during  the  coming  year. 

True,  productivity  is  slowing  from  its 
exceptional  pace  of  more  than  5%  during 
the  past  year,  at  a  time  when  labor  costs 
are  rising.  In  the  past,  that  has  been  a  red 
flag  for  inflation,  since  companies  tried  to 
push  those  higher  costs  on  to  their  cus- 
tomers. But  Fed  Chairman  Alan 
Greenspan  believes  higher  costs  will  sub- 
tract from  profits,  not  add  to  prices,  as 
fears  of  losing  market  share  will  dissuade 
business  from  passing  costs  along.  "Ac- 

STRONG  CAPITAL 
SPENDING  AND  LOW 
INFLATION  SHOULD 
HELP  THE  FED  EASE 
OFF  THE  STIMULUS 


cordingly,   the   forces    of  competition 
should  cap  the  rise  in  profit  margins  andi 
ultimately  return  them  to  more  normals 
levels,"  he  said  in  a  June  8  speech. 

If  Greenspan  is  right,  earnings  growth  | 
will  slow,  most  likely  to  a  single-digit  pace 
from  the  surprisingly  strong  dip  of  30%  or 
more  in  recent  quarters.  That's  no  disaster, 
but  it  is  a  typical  recovery  pattern,  which1 
investors  should  already  be  expecting.  If  all 
works  out  the  way  the 
economists  see  it, 
then  share  prices  of 
the  companies  in  the 
Standard  &  Poor's 
500-stock  index  are 
expected  to  rise  by 
about  8%  from  now 
through  the  end  of 
June,  2005. 

Of  course,  at- \ 
tempts  at  soft  land- 
ings haven't  always 
been  successful,  and 
even  victory  can  be 
brutal.  The  Fed's  last 
successful  effort  was 
in  1994,  but  the  year- 
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ng  ascent  in  the  funds  rate  from  3%  to 
Vo  was  a  wrenching  experience  for  the 
md  market,  manufacturing,  housing, 
id  other  rate-sensitive  sectors.  What  are 
e  risks  this  time?  "Monetary  policy  will 
:come  less  accommodative  at  the  same 
•ne  when  the  economy  loses  support 
Dm  three  previous  growth  drivers:  large 
x  cuts,  a  sharply  weaker  dollar,  and  a 
)oming  Chinese  economy,"  says  Lynn 
saser  at  Banc  of  America  Capital  Man- 
cement.  Households  will  lose  access  to 


billions  in  refinancing  money  as  mort- 
gage rates  rise,  and  consumers  and  busi- 
nesses must  shoulder  the  implicit  tax  bur- 
den of  stubbornly  high  oil  and  gas  prices. 
Any  surprise  along  the  way— such  as  new 
turmoil  in  the  Middle  East  or  a  rip  in  Chi- 
na's financial  fabric— could  make  the 
Fed's  job  doubly  tough. 

This  time,  with  inflation  already  low, 
the  Fed's  chances  of  success  are  high. 
"The  Fed  would  be  helped  the  most  by 
lower  oil  prices,  the  persistence  of  mild 


inflation,  and  the  absence  of  major 
shocks,"  says  Richard  Rippe  of  Prudential 
Equity  Group.  With  a  little  bit  of  luck,  the 
result  will  be  a  stable  investment  climate, 
marked  by  a  long  period  of  tidy  econom- 
ic growth  and  tame  inflation.  ■ 

-With  Kathleen  Madigan  and 
James  Mehring  in  New  York 
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2.00%          4.50% 

S&P  500 

STOCK  INDEX 
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CPI  RATE 
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2.2% 

1.5 

NAME  /COMPANY 

ii 

III 

IV 

5.5% 

1 

5.0% 
3.3 

II 

5.2% 
3.1 

Wayne  Angell  Angell  Economics 

3.9% 

4.8% 

Nariman  Behravesh  Global  Insight 

4.5 

4.8 

4.3 

2.64 

5.52 

David  Berson  Fannie  Mae 

4.4 

4.4 

4.3 

4.3 
3.4 
3.6 

2.5 

4.2 
3.3 
3.8 
3.5 

2.2 
2.7 

2.2 

2.50 
2.50 
2.66 

5.15 
5.70 
5.19 
4.60 

Michael  Carey  Calyon  Corporate  and  Investment  Bank 

4.4 

4.1 

3.7 

Richard  DeKaser  National  City 

4.3 
4.3 

4.9 
4.0 

4.4 
3.0 
5.0 

William  Dudley  Goldman  Sachs 

1.6 

2.00 

Michael  Englund  Action  Economics 

6.3 

5.3 

4.5 

4.0 

2.0 

2.25 
3.13 

5.45 

Gail  Fosler  The  Conference  Board 

4.3 

5.5 

5.4 
3.8 

5.3 

4.5 

2.9 

5.25 

NA 

Stephen  Gallagher  SGCIB 

5.0 
4.0 
4.5 

4.2 

3.7 

3.7 

2.3 

2.50 

5.50 
5.30 
5.15 

1250 

1240 

NA 

Ethan  Harris  Lehman  Brothers 

4.2 
4.0 

4.7 
3.5 
3.2 

3.5 

3.7 

2.5 

2.40 
2.75 

Maury  Harris  UBS 

3.0 
3.3 

3.0 
3.2 

1.8 
2.8 

Gene  Huang  FedEx 

3.5 

3.3 

2.00 

5.20 

1250 

David  Kelly  Putnam  Investments 

4.1 

3.9 

3.8 

3.0 

3.3 

1.7 

2.25 

4.60 
5.70 

1290 
1200 

Daniel  Laufenberg  American  Express  Financial 

3.8 

4.0 
3.2 

3.7 
3.5 

3.2 
2.3 

2.9 
2.2 
3.6 
4.0 
4.3 

2.5 
2.3 

2.50 

Joseph  Liro  Stone  &  McCarthy  Research  Associates 

3.8 

2.50 

5.75 

1225 
1265 

John  Lonski  Moody's  Investors  Service 

3.5 

4.5 

4.7 
5.2 

2.2 
4.0 
3.8 

2.8 
1.7 
2.0 

3.00 

5.40 

Tim  McGee  US  Trust 

4.0 

4.0 

2.62 
2.70 
2.70 
3.65 

5.20 
4.60 
5.40 

1210 

1224 
NA 

Jim  Meil  Eaton  Corporation 

4.7 

3.8 

4.1 

Lynn  Michaelis  Weyerhaeuser 

4.4 

4.6 

4.3 

3.2 
3.4 

4.6 
2.6 
4.0 
3.6 

2.8 
2.4 

Joel  Naroff  Naroff  Economic  Advisors 

5.1 
4.5 
4.2 
4.4 
4.4 

3.6 
3.8 

4.4 

3.6 

6.15 

1270 

Tim  O'Neill  BM0  Financial  Group  /  Harris  Bank 

3.8 

4.0 

3.8 
3.9 

1.1 
2.6 

2.75 
2.50 

5.60 
5.40 
5.20 
5.75 
5.20 
5.60 

1100 
1205 
1275 
1210 
1250 
NA 
1170 

Nicholas  Perna  Perna  Associates 

Lynn  Reaser  Banc  of  America  Capital  Management 
David  Resler  Nomura  Securities  International 

4.5 
3.8 

4.3 
3.4 

4.1 
3.7 

4.0 
3.3 

1.8 
2.4 

2.41 
3.08 

Richard  Rippe  Prudential  Equity  Group 

5.0 

4.0 

5.0 

2.8 

4.1 
4.1 

2.0 
1.9 

2.50 
2.50 

John  Ryding  Bear  Stearns 

5.2 

4.7 

4.5 

4.5 

John  Silvia  Wachovia 

4.2 

4.6 

4.3 
4.2 

3.1 

3.3 

2.5 

2.50 

5.50 

Sung  Won  Sohn  Wells  Fargo 

4.4 

4.3 

4.2 

4.0 

1.9 

2.33 
3.00 

5.35 

1161 

Neal  Soss  CSFB 

4.5 
5.0 

3.5 

3.5 

3.7 

3.7 

2.6 

4.85 

NA 

Donald  Straszheim  Straszheim  Global  Advisors 

4.0 

4.0 

3.0 

3.0 

2.5 

3.00 

5.50 

1200 
1250 
1250 
1005 

Gary  Thayer  A.G.  Edwards 
David  Wyss  Standard  &  Poor's 

4.0 
4.8 
3.4 

4.5 
4.2 

3.6 

4.0 

4.3 
3.5 

2.9 
3.3 

2.6 
1.7 

3.0 
1.5 

2.00 
2.60 
2.25 
2.75 
2.57% 

5.30 
5.50 
6.25 

Richard  Yamarone  Argus  Research 

3.6 

2.5 
3.7 

2.2 
3.3 

4.8 
3.0 

Mark  Zandi  Economy.com 

5.1 

3.8 

5.10 

1250 

Consensus 

4.4% 

4.2% 

4.1% 

3.5% 

3.6% 

2.2% 

5.34% 

1223 

Current  readings  (as  of  June  15):        GDP  (1Q):  4.4%      CPI  (May)  3.1% 

Fed  funds:  1.00°/ 

,      10-Year  Treasury:  4.68%    S&P  500: 1132 
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When  to  Jump 
Back  Into  Bonds 

Here  are  the  guideposts  pros  use  to  navigate 
a  tricky  market,  bytoddi  gutner 


OST  INVESTORS  KNOW 
rising  interest  rates  are 
bad  for  bonds.  That  has 
certainly  been  the  case 
over  the  past  12 
months.  As  the  rate  on 
the  benchmark  10-year 
U.S.  Treasury  note  climbed  1.4  percentage 
points,  to  4.68%,  the  price  dropped  10%. 
Now,  the  Federal  Reserve  is  expected  to 
announce  the  first  of  what's  likely  to  be 
several  hikes  in  short-term  rates  after  its 
June  30  meeting.  So  long-term  rates  will 
continue  to  face  upward  pressure. 

When  will  it  be  safe  to  get  back  into 
bonds?  Many  bond  pros  are  studying  past 
Fed  tightening  cycles,  economic  data 
such  as  unemployment  and  inflation,  and 
even  the  financial  futures  markets  for  en- 
try points.  In  the  meantime,  unless  you 
want  to  risk  large  capital  losses,  stick  with 
the  shortest  maturity  instruments,  accept 
what  even  after  a  few  rate  hikes  will  be 
historically  low  yields,  and  wait  for  buy- 
ing opportunities  in  longer-term  bonds— 
namely  Treasuries,  municipals,  and  high- 
grade  corporates.  You  might  also  want  to 
follow  these  guidelines: 

»  LEARN  FROM  HISTORY 

IN  EARLY  1994,  the  Fed  shocked  the  mar- 
kets with  an  unanticipated  rate  hike,  the 
first  of  six  that  took  short-term  rates  from 
3%  to  6%  in  a  year.  Many  investors  lost 
money  because  they  bought  bonds  after 
each  increase,  thinking  each  time  the  Fed 
was  done  tightening.  You  might  be 
tempted  to  go  in  too  soon  just  because 
long-term  rates  have  moved  up  in  antici- 
pation of  Fed  action.  Don't  do  it.  "Wait  un- 
til the  Fed  is  pretty  well  along  into  [raising 
short-term  rates]  before  you  buy  [longer- 


'^mfkuj 


d  out  why  this 
bond  mar;--  1994  disaster, 

gotowwv..  ^idyear/2004 


Yield  Watch 


When  interest  rates  approach  these  targets,  it's  time  to 
start  adding  bonds  again. 


10-year  U.S.  Treasury  Note 
Federal  Funds  Rate 
Federal  Funds  Futures  Contract** 
Eurodollars  Futures  Contract*** 


TARGET 
5.75% 

4.25 
4.25 
5.00 


***iel5  Data:  Bndgewater  Associates  Inc 

"Contract  that  e  Dntfts  To  get  the  interest  rate,  you  subtract  the  contract  price 

from  100.  For  exa-r  e  the  current  2  80%  interest  rate  is  derived  from  the  contract  price  of 
97  20  Subtract  mat  'rom  100.  and  you  get  2.80.  or  2.80% 
~  Contract  that  eo-ei.ni2  months.  A:  would  be  a  95  contract  price 


»  SET  RATE  TARGETS 
BOND  MAVEN  Raymond  T.  Dalio,  presi- 
dent of  Bridgewater  Associates  Inc.,  a 
Westport  (Conn.)  investment  manage- 
ment firm,  takes  his  cues  from  the  previ- 
ous 11  periods  of  rising  interest  rates  over 
the  past  50  years.  Based  on  this  history, 
he  figures  the  federal  funds  rate  will  peak 
around  4.25%  and  the  10-year  bond 
around  5.75%  within  six  months  of  each 
other.  That's  when  interest  rates  will  be 
high  enough  to  slow  the  economy  and 
make  bonds  attractive  again. 

Dalio  won't  wait  for  those  targets  to  be 
gin  purchasing  bonds.  "We'll  start  buying 
bit  by  bit  when  yields  on  the  10-year  get 
close  to  5.25%,  and  the 
economy  shows  signs  of 
weakening,"  he  says.  One 
sign,  he  notes,  would  be  a> 
0.2-point  uptick  in  unem- 
ployment from  the  post- 
recession  low,  now  5.6%. 


»  LOOK  TO  THE 
FUTURES 

WHEN  WILL  interest  rates 
hit  your  target?  See  what 
the  futures  markets  are] 
saying.  Daniel  C.  Dektar, 
chief  investment  officer  of 
Smith  Breeden  Associates, 
is  keeping  an  eye  on  the 
March,  2005,  federal 
funds  contract  that  trades 
at  the  Chicago  Board  of 
Trade.  At  a  recent  price  of' 
97.20,  that  translates  to  a1 
federal  funds  rate  of 
2.80%— meaning  the 
market  expects  the  Fed  to 
raise  rates  1.80  points 
from  its  current  1%  by  ear- 
ly next  year. 

Or  look  at  the  Eurodol- 
lar contract  at  the  Chicago 
Mercantile  Exchange.  The 
contract  essentially  re- 
flects at  what  level  the 
London  interbank  offered  i 
rate  (LIBOR)  will  be  at  ex- 
piration. That  short-term 
rate  is  a  good  proxy  for  fed 


INTEREST  RATE 

CURRENT* 


4.68% 
1.00 

2.80 
3.47 


term]  bonds,"  says  G.  David  MacEwen, 
chief  investment  officer  of  fixed  income  at 
American  Century  Investments.  He  advis- 
es sticking  with  short-term  notes  until  the 
federal  funds  rate  reaches  25%.  That 
would  represent  three  to  six  tightenings, 
depending  on  whether  the  Fed  moves  in 
quarter-point  or  half-point  increments. 


funds.  At  the  recent  96.53 
price,  the  market  antici- 
pates 3.5%  Eurodollar  and  federal  funds 
rates  in  June,  2005.  Dalio  suggests  buy- 
ing when  a  one-year  contract  points  to  a 
5%  yield. 

Of  course,  these  entry  points  are  just 
estimates.  But  they  can  help  investors 
jump  back  into  the  bond  market  with  an 
educated  guess  rather  than  blind  luck.  ■  I 
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Trade  for  less  and  get  4es& 

access  to  premier  research, 
local  branches  and  great* service 
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Charles  Schwab 

SB1 

-J     PER  ONLINE 
^^      EQUITY  TRADE 
UNLIMITED  SHARES 

For  active  traders  who  want 
the  technology  and  access  of 
Schwab  Trader  CT1"  or  clients 
who  have  $1  million  in  assets' 

1  *"^  PER  ONLINE 
■            ■     EQUITY  TRADE 
UNLIMITED  SHARES 

For  active  traders  who  want 
the  added  support  of  dedicated 
trading  specialists2 

1    «#   PER  ONLINE 
■    V^    EQUITY  TRADE 

For  investors  who  trade  less 
often  or  have  $100,000  in  assets3 

All  other  clients  will  continue  to 
pay  $29.95  per  online  equity  trade' 

Prices  effective  6/21/04 

You  shouldn't  have  to  sacrifice  service  and  advice  to  get  low-cost  trades. 

Now  individual  investors  can  get  low-cost  trades  and  access  to  all  the  benefits  of  Schwab.5 
Like  in-depth  research  to  help  you  make  informed  investing  decisions.  Plus  service  and 
support  from  thousands  of  investment  professionals  at  over  300  local  branches.  Along  with 
access  to  over  1,100  no-load  mutual  funds6 and  a  range  of  investment  services  through 
Schwab  Personal  Choice?  That's  why  investors  have  moved  more  money  to  Schwab  in  the 

Charles  R.  Schwab 

Founder  a  chairman     past  year  than  to  other  leading  brokers. 


To  open  an  account,  stop  by  your  local  branch  today  or 

Call  1-800-591-5555 

or  visit  wvvfw.schwab.com. 


diaries  schwab 

Seeing  the  market  from  a  different  perspective.  Yours? 

B9.95  rate  requires  at  least  $1  million  in  household  assets  or  enrollment  in  Schwab  Trader  CT,"  which  is  available  based  on  trading  level  or  payment  of  a  fee. 
$14.95  rate  requires  30  or  more  qualifying  trades  per  household,  per  quarter  or  120  or  more  qualifying  trades  per  household  in  the  last  12  months.  Access  to  trading 
pecialists  requires  enrollment  in  Schwab  Signature  Trading."  3$19.95  for  the  first  1,000  shares  and  $0,015  for  each  additional  share.  $19.95  rate  requires  at 
;ast  $100,000  in  household  assets;  enrollment  in  Schwab  Independent  Investing  Signature;  or  nine  or  more  qualifying  trades  per  household,  per  quarter  or  36 
ir  more  qualifying  trades  per  household  in  the  last  12  months.  "$29.95  for  the  first  1 ,000  shares  and  $0.03  for  each  additional  share.  Commissions  apply  to  each 
xecuted  trade.  See  the  Charles  Schwab  pricing  guide  for  individual  investors  for  details.  5Some  benefits,  including  advice  and  certain  equity  research,  are  available 
Dr  a  fee  only  through  one  or  more  Schwab  Personal  Choice  "or  other  fee-based  services. 

Investors  should  consider  carefully  information  contained  in  the  prospectus,  including  investment  objectives, 
isks,  charges  and  expenses.  You  can  request  a  prospectus  by  calling  Schwab  at  1  -800-435-4000.  Please  read 
he  prospectus  carefully  before  investing.  Investment  value  will  fluctuate,  and  shares  may  be  worth 
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The  Que§t 
For  Quality 

Investor  wariness  means  that  stock  prices  have  barely  budged. 
But  when  they  do...  by  marcia  vickers 


GO  FIGURE.  DESPITE  A 
growing  economy  and 
healthy  corporate  profits, 
enthusiasm  for  stocks  has 
headed  south.  Obsession 
with  NASDAQ  has  given 
way  to  NASCAR.  CNBC  IS 
hawking  John  McEnroe  over  John  Bogle. 
Real-time  war  has  edged  out  real-time 
quotes.  And  "Money  Honey"  Maria  Bar- 
tiromo  just  stopped  reporting  from  the 
floor  of  the  New  York  Stock  Exchange. 

The  truth  is,  stocks  aren't  sexy  these 
days  for  several  reasons.  Investors  have 
been  spooked  by  rising  interest  rates.  The 
upcoming  Presidential  election  is  too 
close  to  call.  Oil  prices,  though  now  a  tad 
below  $40  a  barrel,  are  still  sky-high. 
Worries  over  terrorism,  Iraq,  and  the 
Mideast  are  ever-present.  And  just  when 
you  thought  it  couldn't  get  any  worse,  sta- 
tistically speaking,  it's  a  lousy  time  of  year 
for  stocks.  According  to  the  Stock  Traders 
Almanac,  a  market-timing  guide, 
$10,000  invested  in  the  Dow  Jones  in- 
dustrial average  in  1950  and  kept  there 
from  May  1  to  Oct.  31  each  year  would  by 
now  have  accumulated  a  loss  of  $1,652.  In 
contrast,  the  same  investment  kept  in  the 
market  for  the  six  months  from  Nov.  1  to 
Apr.  30  for  those  years  would  have  shown 
a  $461,774  gain. ' 

Mix  all  that  together  and  it's  no  sur- 
prise that  skittish  sentiment  is  besting 
bullishness.  Most  strategists  see  stocks 
ping-ponging  in  a  trading  range  for  the 
next  few  months— possibly  until  after  the 
Nov.  2  election.  Then,  they  say,  a  breakout 
could  occur,  sending  stocks  higher,  with 
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the  major  indexes  ending  up  in  the  upper 
single  digits  this  year  over  last.  Says  Jason 
Trennert,  chief  investment  strategist  at 
New  York's  ISI  Group  Inc.:  "Investors 
have  been  focusing  on  macro  risks.  The 
upcoming  election,  in  particular,  is  a  po- 
tential slimy  ointment.  But  after  that, 
they'll  focus  on  strong  corporate  profits." 
They  ought  to:  Earnings  should  con- 
tinue to  dazzle  this  year  as  the  economy 
improves.  In  the  last  three  quarters,  ana- 
lysts expect  profits  to  grow  20%,  14%,  and 
15%,  respectively,  over  the  same  period 
last  year,  according  to  earnings  re- 
searcher Thomson  First  Call.  Indeed,  the 


The  Key  Markers 


What  to  look  for  in  picking 
top-notch  stocks 


i      SUSTAINABLE 


earnings  growth. 


r\    DOMINANT 

1 

4 

5. 


position  in  industry. 

STRONG 

•  balance  sheet. 

ABUNDANT 

i  free  cash  flow. 

HEALTHY 

enough  to  pay  dividends. 


second  quarter  of  2004  looks  to  be  the 
fourth  consecutive  one  with  higher  than 
20%  year-over-year  earnings  growth— for 
only  the  fifth  time  in  40  years. 

Still,  investors  are  wondering  where  to 
put  their  money— and  it  is  a  bit  of  a  co- 
nundrum. As  interest  rates  rise,  the  price 
of  bonds  will  fall,  and  despite  glowing 
earnings,  stocks  seem  to  be  going 
nowhere  fast.  The  Standard  &  Poor's 
500-stock  index  has  risen  only  2%  this 
year,  with  the  NASDAQ  Composite  Index 
down  0.2%  and  the  Dow  Jones  industrial 
average  losing  0.5%. 

WEATHER-RESISTANT  PICKS 

THE  WAY  OUT:  LOOK  FOR  quality  stocks. 
No,  that's  not  boring  eat-your-peas-and-car- 
rots  advice.  Quality  stocks  are  usually  a 
sound  haven  in  uncertain  times.  And  the 
fact  is,  while  most  smaller,  lower-quality 
stocks  have  been  basking  in  their  moment  in 
the  sun,  high-quality  stocks  haven't  found 
their  way  to  the  beach  yet  But  they're  now 
poised  with  sand  pails  in  hand  to  arrive. 

What  constitutes  a  high-quality  stock? 
Companies  with  strong  balance  sheets 
and  consistent  earnings  tend  to  make  the 
grade,  as  do  dominant  industry  players. 
Quality  stocks  often  happen  to  be  larger- 
cap  stocks— though  generally  not  mega- 
caps— and  they  can  have  either  growth  or 
value  properties  or  both.  Plus,  they  often 
pay  a  dividend.  Some  names  to  consider: 
Wachovia,  Pfizer,  PepsiCo,  Anheuser- 
Busch,  and  Johnson  &  Johnson. 

Many  quality  stocks  are  selling  at  rea- 
sonable prices,  and  many  are  relatively 
cheap  compared  with  other  stocks.  Con- 
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sider  this:  Since  quality  stocks  are  gener- 
ally larger-caps,  they  make  up  most  of  the 
market.  And,  surprisingly,  the  overall 
market  isn't  overvalued.  The  S&P  is  trad- 
ing at  around  17  times  the  expected  earn- 
ings of  its  components  over  the  next  12 
months.  Sure,  that  compares  with  an  av- 
erage price-earnings  ratio  of  about  15 
over  the  past  50  years.  But  with  interest 
rates  still  low  and  bonds  an  unattractive 
alternative,  investors  should  expect  to  pay 
a  bit  more  than  usual  for  stocks. 

One  thing  is  pretty  certain:  This  year  is 
unlikely  to  see  a  repeat  of  2003's  eye-pop- 
ping 25%  gains.  Last  year  was  a  sweet 
spot  for  investors— monetary  policy  was 
lax,  with  interest  rates  at  40-year  lows 
and  earnings  accelerating  faster  than  a 
Ferrari  with  a  tailwind.  Many  stocks, 
bouncing  off  painfully  low  prices,  seemed 
to  defy  gravity.  Indeed,  92%  of  all  stocks 
in  the  S&P  ended  up  in  positive  turf  last 
year,  the  highest  percentage  since  1980. 


lective  is  that  earnings  growth  will  likely 
start  to  slow  as  year-over-year  compar- 
isons begin  to  get  tougher.  For  2004  as  a 
whole,  analysts  expect  profits  to  be  up 
18%  over  last.  But  in  2005  theyvexpect  a 
smaller  rise  of  around  10%  year-over-year, 
according  to  Thomson  First  Call. 

That  brings  us  back  to  those  quality 
stocks.  Not  only  do  they  fare  much  better 
than  speculative  stocks  as  profit  growth 
slows  but  they  also  are  not  as  badly  hit  by 
rising  interest  rates  since  they  tend  to  be 
better  capitalized.  With  the  Federal  Re- 
serve poised  to  hike  short-term  rates  by  as 
much  as  two  percentage  points  by 
yearend,  that's  key.  Quality  stocks  are  able 
to  weather  tighter  liquidity  and  sustain 
profitability  because  of  their  defensive  na- 
ture and  strong  business  models.  One  ex- 
ample is  Citigroup.  Its  geographic  and 
product  diversification  makes  it  a  bulwark 
in  almost  any  market.  By  contrast,  small- 
cap  stocks  often  suffer  when  rates  rise 


Stocks  Aren't  Cheap,  But  They're  Looking  Better 


After  a  run-up, 
stocks  are  flat... 


.but  earnings 
are  rising... 


...and  valuations 
improving. 
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Small  stocks,  particularly  speculative 
stocks  without  consistent  earnings  or,  in 
many  cases,  any  earnings  at  all,  have  been 
the  stars  of  late.  Strategists  point  out  that 
this  often  happens  in  the  early  stages  of 
an  economic  recovery  because  the  market 
is  usually  flooded  with  liquidity  and  in- 
vestors are  willing  to  take  on  more  risk. 
But  now  we're  entering  the  next  phase  of 
the  rebound.  At  this  point,  says  Richard  B. 
Hoey,  chief  economist  and  chief  invest- 
ment strategist  at  Dreyfus  Corp.:  "Finan- 
cial liquidity  is  ample  but  not  excessive. 
Most  sound  businesses  prosper,  but  a 
growing  proportion  of  companies  with 
poor  business  models  begin  to  stall." 
Hoey  calls  this  much  more  selective  stage 
The  Revenge  of  the  Cycle. 

One  good  reason  it  should  pay  to  be  se- 


since  they're  less  diversified.  Also,  smaller 
companies  generally  take  on  more  debt, 
so  rising  rates  mean  their  cost  of  capital 
increases,  and  that  eats  into  their  fledg- 
ling profitability. 

An  added  attraction  of  many  quality 
larger-caps:  dividends.  These  companies 
can  afford  to  pay  them  because  they  have 
consistent  earnings  and  ample  free  cash 
flow.  With  market  returns  expected  to  fall 
to  single  digits  for  some  time— a  bit  below 
the  average  10%  annual  return  on  the 
S&P  over  the  past  50  years— dividends 
can  add  oomph  to  a  portfolio.  Over  the 
past  78  years,  they  accounted  for  41%  of 
the  S&P  500's  total  return,  according  to 
Ibbotson  Associates  Inc. 

Already,  many  companies  have  in- 
creased their  dividends.  Omnicom  Group 


MANY  LARGE 
CAPS  PAY 
DIVIDENDS, 
ADDING  OOMPH  TO 
YOUR  PORTFOLIO 


Inc.,  the  advertising  conglomerate,  and  I 
3M  Co.  raised  dividends  this  year.  Mi- 1 
crosoft  Corp.  doubled  its  dividend  last 
year,  to  I6<t  a  share.  According  to  S&P,  the 
average  dividend-paying  company  has  ' 
upped  its  payout  by  18%  this  year.  But  a  I 
high  dividend  alone  won't  hack  it— a  J 
company  needs  to  be  growing  its  earn-  f 
ings  and  have  healthy  free  cash  flow,  too.  I 
Says  Dreyfus'  Hoey:  "Often  investors  will 
be  attracted  to  a  low-priced  stock  with  a  I 
high  dividend  only  to  find  out  that  a  com- 1 
pany's  underlying  business  is  eroding." 

STABILITY  COUNTS 

QUALITY  STOCKS  ARE  often  dominant 
players  in  their  industry.  If  they're  not, 
they're  on  their  way  to  becoming  so.  Fori 
instance,  generic  drug  companies  such  I 
as  Teva  Pharmaceuticals  Ltd.  are  giving 
some  of  their  big  rivals  a  serious  run  for  j 
their  money  these  days  as  drug  patents  I 
expire. 

Because  of  their  leadership  character- 
istics and  strength,  quality  stocks  are  bet- 
ter equipped  to  handle  the  uncertainty  of | 
terrorism  and  geopolitical  shocks.  Finally, 
investors  are  much  more  likely  to  buy  and 
hold  solid,  stable  stocks,  making  them 
less  volatile. 

In  this  issue  of  BusinessWeek,  we've 
worked  to  ferret  out  stocks  that  will  per- 
form well  in  an  insecure  market.  We've 
grilled  top  money  managers,  strategists, 
and  high-ranking  stock  analysts.  (Ana- 
lysts and  their  firms  don't  hold  the  stocks, 
nor  do  they  have  an  investment-banking 
relationship  with  rated  companies  unless 
otherwise  stated.  Money  managers,  con- 
versely, usually  hold  the  stocks  they  men- 
tion in  their  portfolios.)  We've  also 
crunched  some  numbers  ourselves.  We're] 
not  merely  looking  at  sectors  but  taking 
into  account  areas  and  styles  of  investing 
that  will  work  as  rates  rise,  profits  begin 
to  slow,  election  worries  mount,  and 
geopolitical  woes  linger. 

Despite  the  gloom,  the  economy  con- 
tinues to  strengthen.  So  we've  looked 
hard  for  stocks  likely  to  benefit  from  the 
upturn.  A  good  place  to  start  is  capital 
goods  (page  120).  As  companies  start  to 
spend  money  again,  heavy  industrial 
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stocks  such  as  Caterpillar  Inc.  should 
start  to  shine. 

Of  course,  energy  remains  on  every- 
one's mind.  The  big  runup  in  oil  prices 
has  propelled  many  a  good  Texas  tea 
stock.  Some  utility  stocks  (page  118) 
are  good  values.  Beaten  down  post-En- 
ron, many  have  returned  to  profitabili- 
ty. A  big  plus  is  that  many  also  pay  at- 
tractive dividends. 

Big  health-care  stocks  (page  117)  are 
ailing  from  spiraling  medical  costs,  a 
dearth  of  new  drugs,  and  and  the 
prospect  of  more  post-election 
Medicare  cutbacks.  One  player  to 
watch  is  United  Surgical  Partners  In- 
ternational Inc.,  which  performs  out- 
patient procedures  at  a  fraction  of  the 
cost  hospitals  charge. 

For  those  who  still  think  good  things 
come  in  small  packages,  there's  hope. 
While  small- cap  stocks  (page  124)  are 
likely  to  underperform  large  caps  overall 
in  the  next  months,  some  shrewd  niche 
bets  could  reap  healthy  rewards.  Hotel 
construction,  for  example,  has  been 
weak  since  the  World  Trade  Center  dis- 
aster. So  a  shortfall  of  hotel  rooms  could 
make  lodging  real  estate  investment 
trusts  (REITs)  good  plays. 

DON'T  FORGET  THE  NET 

INTERNATIONAL  STOCKS  could  spice 
up  your  portfolio,  too.  Although  mar- 
kets around  the  world  have  seemingly 
moved  in  lockstep  for  some  time,  many 
are  now  diverging  sharply.  One  exam- 
ple: While  the  U.S.  economy  has  been 
heating  up  for  a  couple  of  years, 
Japan's  is  just  starting  to  accelerate 
(page  132).  An  index  fund  that  reflects 
the  overall  Japanese  market  could  be  a 
good  pick.  Check  out  iShares  MSCI 
Japan  fund. 

Some  quality  plays  can  even  be 
found  in  Net  stocks— especially  retail- 
ers. Consumer  e-commerce  in  the  U.S. 
will  grow  nearly  40%  this  year,  to  $144 
billion,  and  the  prices  of  many  of  these 
stocks  make  them  reasonable  bets. 

The  bottom  line  is  that  as  rates  rise 
and  profit  growth  starts  to  slow,  the 
stock  market  is  likely  to  take  its  lumps. 
What  worked  last  year  or  last  month 
may  not  work  today.  But  with  some 
smart  moves,  investors  can  position 
themselves  to  come  out  ahead.  Says 
Henry  McVey,  chief  U.S.  investment 
strategist  at  Morgan  Stanley:  "You 
have  to  be  willing  to  migrate  up  the  cap 
curve,  sell  [volatile]  stocks,  and  focus 
on  earnings  consistency."  That's  what 
quality  investing  is  all  about.  ■ 


The  Net 


The  second  Internet     ve  is  building,  in  everything 
from  e-commerce       jiiipment 


BEST 

BUYS 


TECHNOLOGY  INVESTORS 
can  spend  ages  boning  up  on 
the  newest  gadgets  to  spot 
the  next  Microsoft  Corp.  Or 
they  can  ride  the  biggest 
trend  in  tech:  the  migration  of  consumers' 
time  and  money  to  the  Internet  It  should 
have  years  to  run,  it's  spreading  in  earnest 
outside  the  U.S.,  and  if  s  beginning  to  pro- 
duce the  next  generation  of  giants. 

Indeed,  this  second-wave  Internet 
boom,  which  began  in  2002  amid  the  ash- 
es of  the  tech  bust,  is  showing  signs  of  ac- 
celerating. Consumer  e-commerce  in  the 
U.S.  is  expected  to  grow  nearly  30%  this 
year,  to  $144  billion,  though  it  is  still  just 
5.4%  of  retail  sales,  according  to  Shop.org, 
the  online  arm  of  the  National  Retail  Fed- 
eration. And  U.S.  Internet  advertising, 
which  claims  about  6%  of  total  ad  spend- 
ing, was  up  39%  in  the  first  quarter,  com- 
pared with  a  year  earlier.  Such  growth  ex- 
plains why  Internet  HOLDRs,  an 
exchange-traded  fund  dominated  by 
shares  of  eBay,  Yahoo!,  Amazon.com,  and 
Time  Warner,  is  up  20%  this  year  while 
NASDAQ— populated  by  lots  of  non-Inter- 
net tech  outfits— has  been  flat. 

In  Asia,  investing  in  Net  companies  ap- 
pears to  be  just  warming  up.  Four  Chinese 
Internet  companies  have  gone  public  in 
the  U.S.  sin'    December,  and  two  more  are 


in  the  pipeline.  Already,  all 
six  make  money,  boosted 
by  a  Chinese  Internet  audi- 
ence that  is  now  80  million 
strong  and  set  to  hit  153 
million  by  2006,  exceeding 
the  number  of  Net  surfers 
in  the  U.S. 

Despite  complaints  that 
the  rapid  rise  is  just  Bubble 
Redux,  Net  stocks  are  no 
longer  as  pricey  as  they 
once  were.  Most  big  ones 
trade  at  price-to-earnings 
multiples  of  25  to  40,  but  at 
the  same  time  their  profits 
are  growing  quickly.  Pro 
forma  earnings  of  50  lead- 
ing Web  companies  could 
grow  40%  this  year  and 
39%  in  2005,  figures  Piper 
Jaffray  Cos.  analyst  Safa 
Rashtchy.  "There  is  still  room  for  [their] 
profit  margins  to  expand;  the  growth  is 
sustainable  for  several  years,"  he  adds. 

Among  e-commerce  stocks,  Amazon  is 
not  an  obvious  short-term  bet  because 
many  analysts  are  leery  of  its  strategy  to 
boost  demand  by  cutting  prices  and  profit 
margins.  But  the  company's  guidance 
looks  conservative:  After  boosting  sales 
36%  last  year  and  41%  in  the  first  quarter, 
Amazon  says  full-year  2004  sales  will  rise 
only  22%,  to  31%.  Unless  Christmas  is 
lousy— not  likely  with  the  economy  so 
strong— ifs  on  track  to  beat  its  forecast  for 
both  sales  and  operating  earnings. 

If  books  are  hot  on  the  Net,  movies 
may  be  even  hotter.  Shares  of  NetfHx  Inc., 
the  online  DVD-rental  store,  look  pricey  at 
about  60  times  earnings.  But  it  has 
racked  up  2  million  customers,  double  a 
year  ago,  and  analysts  expect  50%  annu- 
al earnings  growth  through  2008.  So  far, 
competition  from  Wal-Mart  Stores  Inc. 
hasn't  slowed  NetfKx,  partly  because  it  of- 
fers 40%  more  movies.  A  bigger  risk:  that 
DVDs  will  be  superseded  by  online  movie 
rentals.  That  won't  become  a  megatrend, 
though,  until  a  critical  mass  of  consumers 
upgrade  their  TVs,  and  Netflix  itself  is 
moving  into  digital  downloads. 

In  Asia,  U.S.  investors  can  keep  things 
simple  by  betting  on  a  Web  business  they 
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know  well— online  travel.  In  China, 
Shanghai-based  Ctrip.com  International 
is  the  leader.  Chinese  travelers  often  lack 
credit  cards,  but  Ctrip  simply  bills  the  ho- 
tel for  the  stay  instead.  The  company's 
stock  trades  at  40  times  Rashtchys  esti- 
mate of  $12.7  million  in  profits  this  year 
under  generally  accepted  accounting 
principles.  He  says  earnings  will  hit 
$18.4  million  next  year.  That's  one  reason 
Rakuten  Inc.,  which  runs  a  Web  travel 
agency  serving  Japan,  agreed  to  pay  a  pre- 
mium for  a  22%  stake  on  June  14. 

E-commerce  is  the  most  obvious  way  to 
play  the  Net,  but  software  and  equipment 
companies  offer  good  alternatives.  Securi- 
ty-software companies  have  been  getting  a 
big  run  from  the  creep  of  viruses  and  oth- 
er dangers.  That  gives  companies  such  as 
Symantec  Corp.  and  Digital  River  Inc.  a 
big  push.  Equipment  companies,  though, 
can  be  tough  for  individual  investors  to 
figure  out  as  the  Internet  is  continually  up- 
graded to  meet  demand  for  broadband 


Netting  Profits 


COMPANY/SYMBOL  PRICE*  P-E  RATIO* 

Broadband  HOLDR  BDH  $16  30 

Exchange-traded  fund  lets  investors  spread 
their  Internet  bets  among  10  companies 

Netflix  NFLX  31.19  63 

DVD-by-mail  service  bests  those  of  rivals. 
Next  up:  Movies  over  the  Net 

Ctrip  CTRP  29.00  NA 

Top  online  travel  agency  in  China,  which  will 
soon  have  more  Net  users  than  the  U.S. 

Digital  River  DRIV        31.72  29 

Software  over  the  Net  gives  greater  security 
and  cuts  out  retailers 

Amazon.com  AMZN    49.94  48 

Usually  climbs  in  the  second  half,  and  it's 
cheaper  than  Yahoo  and  eBay 

Symantec  SYMC         44.23  30 

Leader  in  consumer  antivirus  programs,  it's 
reaching  into  business  markets 

,    'June  10  "Based  on  forecast  earnings  for  fiscal  2004 
Data:  BusinessWeek.  Bloomberg  Financial  Markets 


and  wireless  connections.  That's  why  an 
exchange-traded  fund  called  the  Broad- 
band HOLDR  is  a  smart  pick  for  small  in- 
vestors. More  than  90%  of  its  holdings  are 
in  10  stocks,  led  by  Qualcomm  (33%)  and 
Motorola  (22%).  The  idea  is  that  the  fund 
lets  investors  bet  on  the  Internet  being 
upgraded  without  having  to  pick  individ- 
ual winners.  And  Motorola's  and  Qual- 
comm's  p-e's  of  34  and  26,  respectively, 
make  the  fund  look  reasonably  priced 
considering  that  most  gearmakers'  earn- 
ings are  just  beginning  to  rebound. 

With  the  Internet  building  a  full  head 
of  steam,  the  big  investment  picture  for 
high  tech  is  clearer  than  it  has  been  for 
several  years.  For  investors  who  can 
stomach  the  risk,  the  Web  can  be  worth 
their  while.  II 

-By  Timothy  J.  Mullaney  in  New  York 


sWeek  online 


For  a  Q&A  with  Royce 
Technology  Value  Fund's  Jonathan  Cohen, 
visitwww.businessweek.com/midyear/2004 


Health 


The  right  regimen  for  investors  this  year:  A  diet 
of  smaller  drugmakers  and  care  providers 


BEST 
BUYS 


A  DEARTH  OF  NEW  BLOCK- 
buster  drugs?  The  threat  of 
more  Medicare  cuts  looming 
over  hospitals  and  other 
managed-care  providers? 
Investors  may  be  tempted  to  run  from 
health-care  stocks.  But  they  would  be 
missing  out  on  the  robust  returns  to  be 
made  from  niche  companies  that  are  less 
susceptible  to  these  ills. 

With  drugmakers,  that  means  skipping 
Big  Pharma  and  looking  instead  at  nim- 
ble manufacturers  of  generics  and  small 
specialty  drugmakers.  Branded  drugs 
that  currently  rack  up  nearly  $60  billion 
in  annual  U.S.  sales— including  anti-cho- 
lesterol drugs  Zocor  and  Pravachol,  and 
antibiotic  Zithromax— are  scheduled  to 
come  off  patent  in  the  next  three  years. 
"It's  one  of  the  biggest  waves  of  patent  ex- 
pirations in  history,"  notes  Edwin  C. 
Ciskowski,  research  analyst  at  Lincoln 
Equity  Management  LLC  in  Chicago. 

That's  a  big  opportunity  for  generic 
makers  such  as  Israel's  Teva  Pharmaceuti- 
cal Industries  Ltd.  If  it  simply  holds  on  to 
its  current  20%  share  of  the  U.S.  market,  it 


could  reap  an  extra  $3  billion  in  annual 
sales  because  most  generics  sell  for  about 
a  quarter  of  their  brand-name  versions, 
says  Ciskowski.  He  believes  Teva's  stock, 
now  trading  at  around  $66  on  NASDAQ, 


could  hit  $82  in  the  next  12  to  18  months. 
Companies  with  a  knack  for  finding 
new  uses  for  existing  drugs  could  also 
shine.  Cephalon  Inc.,  based  in  West 
Chester,  Pa.,  will  soon  begin  final  trials  to 
win  Food  &  Drug  Administration  ap- 
proval to  use  Gabitril,  an  epilepsy  drug, 
to  treat  anxiety  disorders— a  $16  billion- 
a-year  market.  Cephalon 
shares,  now  trading  at 
$53,  could  run  as  high 
as  $70  in  the  coming 
year  on  the  strength  of 
Gabitril  and  other 
drugs,  says  Viren  Mehta, 
managing  member  of 
Mehta  Partners  LLC,  a 
New  York  research  firm. 
The  long-awaited 
jobs  recovery  could  be  a 
-^0  boon  to  some  health  in- 

surers. As  usual,  small 
businesses  are  leading 
the  way  in  hiring.  That 
boosts  companies  such 
as  American  Medical  Se- 
curity Group  Inc.,  of 
Green  Bay,  Wis.,  which 
writes  health  coverage 
for  outfits  with  10  or 
fewer  employees.  Profits 
are  already  growing  at  15%  to  20%  a 
year,  but  American  trades  at  just  12  times 
estimated  2004  earnings,  vs.  15  -to  18 
times  for  mainstream  insurers.  "Ameri- 
can plays  in  the  end  of  the  market  that's 
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so  small  they're  under  the  radar,"  says 
Sheryl  R.  Skolnick,  analyst  at  Fulcrum 
Global  Partners  LLC  in  New  York.  She 
believes  that  the  insurer,  now  trading  at 
$27,  could  hit  $34  in  12  months  as  the 
hiring  boom  swells  its  membership 
rolls— and  profits. 

Small  is  beautiful  for  hospitals,  too. 
The  trend  among  insurers  to  curtail 
costly  hospital  stays  plays  right  into 
the  hands  of  small  specialty  surgical 
centers,  which  can  perform  many  out- 
patient procedures  cheaper  than  big- 
ger chains.  United  Surgical  Partners 
International  Inc.,  which  operates  74 
outpatient  centers  in  the  U.S.  and  Eu- 
rope, is  well-positioned.  While  many 
medical  professionals  view  such  out- 
fits as  a  threat  to  their  businesses, 
United  Surgical  often  teams  up  with 
local  doctors  and  even  nonprofit  hos- 
pitals such  as  Baylor  University  Med- 
ical Center— relationships  that  help 
ensure  a  steady  stream  of  customers 
for  its  centers.  Jeff  Villwock,  an  analyst 
at  Caymus  Partners  LLC,  a  boutique 
investment-banking  firm  in  Atlanta, 
believes  that  United  Surgical  is  a  bar- 
gain because  its  price-earnings  ratio 
based  on  forecast  2004  earnings  is 
only  a  little  higher  than  its  20%  earn- 
ings-growth rate. 

For  more  than  a  decade,  health-care 
investors  have  been  trained  to  think 
big— big  drug  companies,  big  hospital 
chains,  big  insurers.  But  given  the  sea 
changes  sweeping  through  the  indus- 
try, investors  thinking  small  may  find 
themselves  reaping  healthier  profits.  ■ 
-By  Dean  Foust  in  Atlanta 


Just  What  the 
Doctor  Ordered 


COMPANVSYMBOL  PRICE*       P-E 

RATIO* 

American  Medical  AMZ       $26.10      12 
Security  Group 

Makes  a  mint  by  providing  smail 
companies  with  managed  care 

Cephalon  CEPH  52.37      26 

Specialty  drugmaker  finds  new  uses 
for  old  brands 

Teva  Pharmaceutical  TEVA    66.23      24 
Drugs  coming  off-patent  spell  big 
opportunities  for  top  generic  player 

United  Surgical  USPI  39.05      29 

Partners 

Partners  with  local  docs  and  hospitals 
to  win  patients  for  its  surgery  centers 


Utilities 


With  power  prices  up  and  companies  retiring  debt, 
not  even  higher  interest  rates  should  do  much  damage 


H351 


IT'S  A  RULE  OF  THUMB  ON 
Wall  Street  that  when  inter- 
est rates  rise,  utility  stocks 
fall.  That's  because  utilities, 
with  their  hefty  dividend 
yields,  tend  to  be  treated  like  bonds.  True 
to  form,  electric  utility  shares  are  down 
3.5%,  vs.  1.2%  for  the  Standard  &  Poor's 
500-stock  index,  since  rate-hike  fears  be- 
gan rattling  the  market  in  March.  But  in- 
vestors who  flee  utilities  today  may  be 
missing  the  bigger  picture. 

After  reeling  from  fiascoes  such  as  En- 
ron, the  industry  seems  to  have  stabilized. 
Power  prices  are  rising  again  after  col- 
lapsing in  2001.  At  the  same  time,  utilities 
are  getting  back  to  basics,  retiring  debt 
and  building  plants  that  will  generate 
fixed  rates  of  return.  Profits  for  the  37 
electric  and  gas  utilities  in  the  S&P  500 
should  rise  2.6%  this  year,  according  to 
Reuters  Research.  That  will  give  them  the 
cash  to  raise  dividends,  keep  share  prices 
up,  and  break  their  link  with  bonds. 
"There's  not  a  lot  of  downside  to  owning 
utility  stocks  right  now,"  says  Morn- 
ingstar  Inc.  utility  analyst  Venkatesh 
Vadlamani. 

Companies  that  can  count  on  friendly 
state  regulators  to  grant  regular  rate  in- 
creases are  the  safest.  Green  Bay's  WPS 


Resources  Corp.,  parent 
of  Wisconsin  Public 
Service  Corp.,  has  had 
two  rate  hikes  in  the 
past  year  and  now  pays 
a  4.82%  yield.  It  plans  to 
add  to  future  earnings 
by  investing  $1  billion  in 
transmission  lines  and 
power  plants  in  coming 
years.  "Good  treatment 
by  regulators,  growth  in 
customers,  sufficient 
cash  flow  to  make  peri- 
odic dividend  increas- 
es—those are  the  things 
I  look  for,"  says  Ronald 
J.  Sorenson,  executive 
vice-president  of  utili- 
ties specialists  W.H. 
Reaves  &  Co. 

With  wholesale  elec- 
tricity prices  rising,  com- 
panies with  extra  power  to  sell  are  poised 
to  clean  up.  Those  using  coal  or  nuclear 
power  have  a  big  advantage  over  competi- 
tors burning  high-priced  natural  gas.  Ex- 
hibit A:  Exelon  Corp.  in  Chicago,  parent  of 
Commonwealth  Edison  Co.  After  several 
purchases,  it  is  the  largest  owner  of  nu- 
clear plants  in  the  U.S.  Jefferies  &  Co. 
analyst  Paul  B.  Fremont  figures  Exelon's 
earnings  could  climb  9%  this  year. 

Of  course,  companies  selling  natural  gas 
can  benefit  from  higher  prices,  too.  Consid- 


Powering  Returns 


COMPANVSYMBOL  PRICE*        YIELD* 

Edison  International  EIX      $24         3.30% 

Recovering  nicely  from  the  California  energy  crisis 
after  cutting  a  favorable  deal  with  regulators 

Exelon  EXC  32.79       3.35 

Largest  owner  of  nuclear  plants  can  sell  its 
cheap  power  at  unregulated  rates 

Questar  STR  36.96       2.33 

Natural  gas  distributor  boasts  fast-growing 
exploration  business 

WPS  Resources  WPS  45.21       4.82 

Wisconsin  utility  is  winning  rate  increases  and 
investing  in  new  plants 


»Jw>e  10 
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Pes*ing  fir  Retirement 


It's  surprising  what  mosr  investors  don't  know 

about  the  road  to  retirement 


When  most  investors  start  out  on  the  road  m  -„: 

°ad  to  retirement,  the  only  thing  they 

can  see  is  where  they  want  to  end  up.  Yet,  what  they  should  really  be  watchmg 
is  how  much  they're  being  charged  to  make  the  trip.  Because  when  it  comes  to 
fees  and  expenses,  the  little  things  can  really  add  up. 

For  example,  take  a  hypothetical  fim^  ^rWU 

yv     icucai  rund  with  an  expense  ratio  of  1.3  percent 

versus  one  with  an  expense  ratio  of  just  0.3  percent.  Applied  to  a  rollover 
investment  of  $100,000,  returning  8o/0  and  compounded  over  15  ym  the 
difference  adds  up  to  $41,934.  That's  a  hefty  toll  to  pay  when  the  goal  is  to  retire. 

If  you'd  like  to  save  more  and  simplify  the  journey  from  start  to  finish, 
call  us  at  1-800-523-1883,  or  visit  us  at  Vanguard. 
We  can  help. 


•com! 


1-800-523-1883 

www.vanguard.com 


THEtalgliaidGROUP. 


a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information, 
tead  it  carefully  before  investing.  ©  2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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er  Salt  Lake  City-based  Questar  Corp.,  a 
natural-gas  distributor  that  has  ample  re- 
serves and  a  fast-growing  production  busi- 
ness in  the  Rocky  Mountain  and  South- 
western states.  Robb  Parlanti,  a  senior 
portfolio  manager  at  money-management 
firm  Turner  Investment  Partners  Inc.  in 
Berwyn,  Pa.,  thinks  Questar  could  rise  from 
its  current  price  of  $37  to  $50  over  two 


years  if  investors  begin  to  value  it  more  like 
an  oil  company  and  less  like  a  utility. 

Investors  always  like  turnaround  sto- 
ries: Edison  International,  the  big  Rose- 
mead  (Calif.)  utility,  got  walloped  during 
the  state's  electricity  crisis  but  is  now  burn- 
ing bright  Having  cut  a  favorable  deal 
with  regulators  to  pay  off  its  crisis-related 
costs,  the  company  is  adding  capacity  that 


could  set  the  stage  for  dividend  increases, 
says  David  A.  Kiefer,  a  co-manager  of  the 
$2.6  billion  Jennison  Utility  fund. 

Utility  stocks  may  no  longer  be  the 
worry-free  widows-and-orphans  invest- 
ments they  once  were.  But  when  interest 
rates  are  on  the  rise,  it's  good  not  to  be 
treated  like  a  bond.  ■ 

-By  Christopher  Pahneri  in  Los  Angeles 


Heavy  Metal 


Capital  spending  is  set  to  surge,  and  stock  prices 
are  likely  to  follow  suit  in  short  order 


BEST 
BUYS 


LOOKS  LIKE  THE  HEAVY- 
metal  players  are  ready  to 
perform.  Shares  of  capital- 
goods  manufacturers  have 
been  in  the  doldrums  this 
year.  But  with  capital  spending  on  the  up- 
swing—economists expect  11%  growth 
this  year  and  72%  next— these  companies 
are  enjoying  mushrooming  sales  and 
earnings.  Expect  their  stocks  to  follow  in 
coming  months.  "There's  more  power  left 
in  the  industrial  economy  than  people 
generally  see,"  says  analyst  David  M. 
Raso  of  Salomon  Smith  Barney,  who  ex- 
pects shares  of  leaders  to  rise  between 
50%  and  75%  by  late  2006  even  if  earn- 
ings growth  slows. 

Caterpillar  Inc.  may  be  the  best  bet  to 
bulldoze  ahead.  Although  its  shares  have 


tumbled  9%  this  year,  the 
world's  biggest  maker  of 
earth-moving  machinery 
reported  record  first- 
quarter  sales  and  earn- 
ings in  April.  Manage- 
ment says  it  expects  this 
to  be  the  best  year  in  the 
company's  history.  Earn- 
ings could  jump  69%  in 
2004  and  an  additional 
22.5%  in  2005  on  the 
back  of  orders  for  its  con- 
struction machines,  truck 
engines,  and  mining 
equipment,  says  analyst 
Ehas  Lustgarten  of  bro- 
kers J.B.  Hanauer  &  Co.  in 
Parsippany,  N.J.  If  so,  the 
shares  could  hit  $110  in 
the  next  year,  vs.  $76  now. 
Traditional  late 
bloomers  focused  on 
heavy  equipment  and  commercial  con- 
struction also  look  set  to  flourish.  Diversi- 
fied manufacturer  Ingersoll-Rand  Co. 
gets  45%  of  its  business  from  markets 
that  typically  recover  late  in  the  econom- 
ic cycle,  according  to  analyst  Joanna  Shat- 
ney  of  Goldman,  Sachs  &  Co.  She  expects 
Ingersoll-Rand's  earnings  to  rebound 
36%  in  2004  and  an  additional  23%  in 
2005.  That  could  translate  into  a  41%  rise 
in  its  share  price  over  the  next  18  months. 
Count  on  two  other  heavy-duty  manu- 
facturers to  catch  up  to  the  recovery. 
Cleveland-based  Eaton  Corp.  could  enjoy 
earnings  growth  of  46.5%  this  year  and 
19%  in  2005  as  customers  start  buying 
more  truck  transmissions  for  big  rigs  and 
industrial  gear  such  as  hydraulic  equip- 
ment. That  could  hoist  shares  to  $83 


within  a  year,  from  $61  now,  according  to 
Lustgarten.  And  look  for  Illinois  Tool 
Works  shares  to  climb  over  the  next  12 
months.  The  reason:  a  25.5%  advance  in 
earnings  this  year  and  28%  more  in  2005, 
predicts  analyst  Ann  Duignan  of  Bear, 
Stearns  &  Co. 

Smaller,  niche  players  in  the  sector  also 
promise  outsize  returns  in  the  year 
ahead.  Case  in  point:  Oshkosh  Truck 
Corp.,  with  $2  billion  in  revenues  last 
year.  Buoyed  by  strong  sales  of  its  military 
trucks  and  emergency  vehicles  during  the 
downturn,  the  Oshkosh  (Wis.)-based 
company  managed  to  post  double- digit 
increases  in  sales  and  profits.  Now  orders 
are  starting  to  come  in  for  its  garbage 
trucks  and  concrete  mixers.  So  analyst 
Robert  F.  McCarthy  Jr.  of  Robert  W.  Baird 
&  Co.  in  Chicago  figures  that  Oshkosh 
will  post  a  38%  increase  in  profits  for  the 
year  ending  Sept.  30  and  20%  next  year. 
His  target  for  the  next  12  months:  $67  a 
share,  up  26%  from  $53  now.  Call  it  a 
capital  idea  in  capital  goods.  ■ 

-By  Michael  Arndt  in  Chicago 


Earnings  Music 
From  Heavy  Metal 


COMPANY/SYMBOL  PRICE*      P-E  RATIO" 

Caterpillar  CAT  $75.60  14 

Orders  for  machinery  and  truck  engines 
should  increase  until  at  least  2007 

Eaton  ETN  60.66  15 

Big-ticket  orders  for  industrial  gear  are  rising 
as  capital  spending  soars 

Illinois  Tool  Works  ITW     94.33  22 

Operates  a  successful  growth-by-acquisition 
strategy 

Ingersoll-Rand  IR  68.24  15 

Nearly  half  its  business  comes  from  late-cycle 
industrial  markets 

Oshkosh  Truck  OSK         53.15  18 

Winning  streak  of  double-digit  profit  gains 
shows  no  sign  of  ending 

Data:  BusinessWeek.  BlooriDerg  Financial  Markets 
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I  DON'T  GET  IN  MUCH." 


The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.  Take  on  more  than  the  occasional  pothole.  It's  a  breeze 
when  you  have  a  city-escaping  V-6  VTEC  engine.  Not  to  mention  a  Drive-by-Wire  Throttle  System,"  side  curtain  airbags 
and  seating  for  up  to  seven  city  slickers.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.     v/i)>\L-.LJR>\. 


Disasters  happen.  But  Pitney  Bowes  can  help  your  cash  flow  remain  intact.  Our 

Business  Continuity  Center  will  print  and  send  out  your  invoices  and  statements,  up 
to  one  million  pieces  per  day.  Which  means  revenue  can  continue  to  come  in.  And 
costly  regulatory  penalties  can  be  avoided.  To  find  out  more  about  this,  or  any  of  our 
other  innovative  solutions,  visit  pb.com/continuity  or  call  1  866  DOC  FLOW. 


§j=  Pitney  Bowes 

Engineering  the  flow  of  communication" 


Bowes  Inc  All  Rights  Reserved 
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Small  Caps 
With  Stamina 

It's  still  possible  to  find  stocks  that  offer  more 
bang  for  your  buck,  by  lauren  young 


SMALL-CAP  STOCKS  HAVE 
had  an  incredible  run 
through  the  most  recent 
bear  and  bull  markets.  The 
Russell  2000  index,  the 
popular  proxy  for  the  small- 
cap  market,  has  gained 
42.7%  since  April,  1999,  compared  with  a 
12.2%  loss  for  the  Standard  &  Poor's  500- 
stock  index. 

But  after  an  unprecedented  63  months 
of  stellar  performance,  small-cap  stocks 
are  not  the  screaming  buys  they  once 
were.  Compared  with  large  caps,  the  val- 
uations are  roughly  the  same  (table). 
Small  caps  are  cheaper  on  price-to-book 
value  and  price-to-sales  but  slightly  more 
expensive  when  measured  by  price -earn- 
ings ratio  or  expected  earnings  growth. 

Still,  it's  not  time  to  bail  out  of  small 
caps.  "With  the  economy  expanding,  you 
can  still  get  more  bang  for  your  buck  in 
small  caps,"  says  Andrew  Engel,  a  senior 
research  analyst  at  the  Leuthold  Group. 
Unlike  last  year,  however,  when  small 
caps  rose  across  the  board— even  those 
with  large  debt  loads  or  spotty  earnings 
prospects— the  market  today  requires  in- 
vestors to  be  more  selective.  "If  s  better  to 
be  proven  than  unproven,"  says  Harvey 
H.  Bundy  III,  co-manager  of  the  new 
$13.5  million  William  Blair  Small-Mid 
Cap  Growth  Fund.  "Earnings  are  better 
than  no  earnings." 

PRICING  POWER 

SMALL  COMPANIES  typically  operate  in 
niche  markets  and  have  just  one  core 
business,  so  "when  things  are  good,  they 
are  very  good,"  says  Lawrence  R.  Creatu- 
ra,  manager  of  the  $525  million  Constel- 
lation Clover  Small  Cap  Value  Fund. 


"Meek  online 


For  a  Q&A  with  Buffalo 
Small  Cap  portfolio  manager  Robert  Male, 
visitwww.businessweek.com/midyear/2004 


Sizing  Up  the  Little  Guys 


Small-cap  stocks  are  no  longer  cheap,  but  they're  not 
overvalued  when  compared  with  large  caps. 


SMALL-CAP  STOCKS 
RUSSELL  2000 


Price-to-sales  ratio 
Price-to-book  ratio 
Price-to-earnings  ratio 
Earnings  per  share  growth  rate 

s  for  2004.  Pnce-to-earnings  ratio  for  the  Russell  2000  is  adiusted  to  exclude 
unprofita  I  Data:  Bloomberg  Financial  Markets.  Leuthold  Group 
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1.5 

2.2 
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18 

17 

23% 

25% 

What's  making  things  very  good  for 
some  smaller  companies  is  their  ability  to 
raise  prices. 

Pricing  power  is  giving  a  big  boost  to 
small  caps  in  travel  and  lodging,  for  ex- 
ample. While  apartment  and  office  prop- 
erties continued  to  be  built  during  the 
slowdown,  hotel  construction  remained 
flat  after  the  World  Trade  Center  was  at- 
tacked. Now  that  travel  is  picking  up, 


"there's  no  new  supply  of  hotel  rooms," 
Creatura  says.  "It's  the  worst  shortfall 
we've  seen  in  decades."  That  has  allowed 
some  operators  to  hike  room  rates. 
Among  Creatura's  investments  are  FelCor 
Lodging  Trust,  a  real  estate  investment 
trust  that  operates  Embassy  Suites, 
Crowne  Plaza,  and  Doubletree  hotels  in 
popular  destinations  including  California 
and  Florida. 

Selected  media  concerns  have  gained 
pricing  power,  too.  That's  why  William  C 
McVail,  lead  manager  of  the  $250  million 
Turner  Small  Cap  Growth  Fund,  favors 
Atlanta  radio  station  operator  Cumulus 
Media  Inc.,  which  owns  and  operates 
more  than  250  AM  and  FM 
stations  in  small  and  mid- 
size markets  throughout 
the  U.S.  With  increased  de 
mand  for  ad  spots  during 
the  prime  drive-time 
hours,  Cumulus  recently 
raised  rates. 

Consumer  spending  re 
mains  strong,  so  retailing 
presents  some  opportuni 
ties.  Certain  retailers  are 
attractive  not  only  because, 
they  are  raising  apparel 
prices  but  also  because 
they've  improved  technol 
ogy  to  better  manage  in 
ventories  and  perk  up 
profits.  Robert  Male,  co 
manager  of  the  $1.6  billion 
Buffalo  Small  Cap  fund, 
has  invested  in  J.  Jill 
Group,  which  is  popular 
with  affluent  baby 
boomers.  The  Quincy 
(Mass.)  clothing  retailer 
has  successfully  used  tech- 
nology to  overhaul  the 
products  in  its  catalogs 
and  more  than  125  stand- 
alone stores.  After  realiz 
ing  its  muted  color  palette 
was  too  narrow,  for  exam- 
ple, J.  Jill  quickly  copied 
popular  fashion  styles  in 
brighter  colors,  attracting 
new  customers. 
One  of  the  best  reasons  to  hunt  for 
small-company  stocks  on  your  own  is 
that  Wall  Street  doesn't  cover  them  very 
well.  Cutbacks  in  equity  research  have  left 
even  more  of  these  stocks  in  the  shadows. 
Find  the  smaller  companies  with  the  abil- 
ity to  grow  and  work  their  way  onto  Wall 
Street's  buy  lists.  That  way,  when  the 
deep -pocketed  institutional  investors  get 
interested,  you  already  own  them.  ■ 


LARGE-CAP  STOCKS 
S&P500 
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GAME   PLAN 


[ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.  Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives  us  a  balanced  lineup  of  performers,  including  a  New  Jersey 


utility,   a  Northeast   generating  company  and  other  energy  related 


businesses.   And  as  our  overall  earnings  record  suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 
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Who's  Afraid 

Of  President  Kerry? 

Even  if  he  wins,  the  GOP  is  likely  to  control  Congress.  That  would 
leave  Bush's  tax  cuts  in  place  until  2008.  by  mike  mcnamee 


WHAT  WOULD  PRESI- 
dent  John  F.  Kerry 
mean  for  the  stock 
market?  Wall  Street 
would  just  as  soon 
not  find  out.  The 
Massachusetts  sena- 
tor has  some  allies  among  Democrats  in 
Manhattan's  money  houses.  But  most  of 
the  financial  industry  is  throwing  its  mus- 
cle, and  money,  behind  President  George 
W.  Bush.  Seven  financial  firms,  led  by 
Merrill  Lynch  &Co.,  are  among  the  10 
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companies  whose  executives  have  ponied 
up  the  most  campaign  cash  for  him. 

In  business  terms,  however,  a  Kerry 
win  shouldn't  frighten  the  Street  or  in- 
vestors. After  all,  stocks  have  historically 
fared  much  better  under  Democratic 
Presidents  than  Republicans.  Since 
1929,  stocks  have  returned  an  average  of 
9-5%  a  year,  after  inflation,  with  a  Demo- 
crat in  the  White  House,  vs.  just  2.3% 
under  Republicans,  according  to  market 
data  provider  Ibbotson  Associates  Inc.  in 
Chicago. 


More  important,  even  if  Kerry  wins 
handily  this  year,  he's  unlikely  to  bring 
Capitol  Hill  under  his  party's  sway.  While 
Democrats  have  a  shot  at  winning  a  nar- 
row majority  in  the  Senate,  political  ana- 
lysts say  the  House  is  all  but  certain  to  re- 
main in  Republican  hands. 

So  a  Kerry  win  would  likely  mean  a  re- 
turn to  divided  government— and  that 
often  suits  investors  just  fine.  With  the 
economy  rolling  along,  President  Kerry 
wouldn't  be  forced  to  make  any  bold  pol- 
icy moves.  And  with  a  GOP  House  slip- 


ling  back  into  the  spoiler  role  it  played 
luring  the  Clinton  Administration,  the 
dds  are  the  House  would  stymie  the 
enterpiece  of  Kerry's  economic  plat- 
arm:  a  rollback  of  Bush's  tax  cuts  for 
amilies  in  the  top  tax  bracket  to  pay  for 

vast  new  health-care  plan.  Under  that 
cenario,  investors  could  look  forward  to 
tability  in  economic  policy  and  the 
larkets.  "Gridlock  can  be  good,"  says 
bm  Gallagher,  a  Washington-based  po- 
itical  economist  for  economic  re- 
earchers  ISI  Group  Inc. 

Instead,  Kerry  would  have  his  greatest 
npact  through  the  regulators  he  appoints 
dt  specific  industries— just  as  President 
Ml  Clinton  did.  Big  Pharma,  for  example, 
/ould  have  to  worry  that  a  Kerry  Admin- 
stration  would  give  the  green  light  for 
eimporting  the  drugs  that  it  sells  for  low- 
r  prices  in  Canada  and  elsewhere,  under- 
utting  U.S.  profits.  And  while  the  Bush 
/ledicare  prescription  plan  prohibits  the 
.ovemment  from  negotiating  drug  dis- 
ounts,  Kerry's  appointees  could  pressure 
Irugmakers  and  pharmacy  benefits  man- 
gers to  ratchet  down  prices.  Similarly, 
uto  makers  could  face  tougher  emissions 
tandards  that  would  make  cars  more  ex- 
tensive. Other  industries  could  be  Kerry 
dinners:  Alternative  energy  producers 
zould  stand  a  better  chance  of  getting  fed- 
ral  help.  And  housing  giants  Fannie  Mae 
nd  Freddie  Mac— whose  affordable- 
lousing  mission  has  long  made  them  fa- 
orites  with  Democrats— could  hope  that 
he  Bush  Treasury's  push  for  tougher  over- 
ight  would  fizzle. 

JEMS'  DILEMMA 

:erry's  policy  mavens  have  to  keep 
Ji  eye  on  the  outcome  of  congressional 
aces.  Democrats  are  gaining  in  Senate 
aces,  and  a  big  turnout  for  Kerry  would 
•robably  give  them  the  lift  to  regain  con- 
rol.  But  the  House  is  out  of  reach  in  any- 
hing  short  of  a  Democratic  landslide. 
Vith  no  real  competition  for  roughly  400 
if  the  435  House  seats,  "Democrats 
vould  need  a  huge  victory  in  the  three 
lozen  contested  seats"  to  overcome  to- 
lay's  21-seat  GOP  margin,  says  Charles  E. 
took  Jr.,  editor  of  The  Cook  Political  Re- 
port, a  nonpartisan  newsletter. 

Gridlock  on  the  Hill  could  produce 
arger  budget  deficits  and  a  bumpy  ride 
or  bonds.  Kerry  has  blasted  Bush  for  cre- 
iting  runaway  deficits.  But  he  isn't  likely 
o  persuade  the  House  GOP  to  accept  his 
•Ian  to  restore  higher  rates  on  wages,  div- 
dends,  and  capital  gains  for  families 
:arning  $200,000  or  more.  After  all,  it 
las  spent  most  of  this  year  trying  to  make 


Bush's  cuts— which  expire  in  2008— per- 
manent. But  even  without  added  revenue, 
Kerry  will  face  enormous  pressure  to 
spend  more,  particularly  on  health.  "The 
story  that  deficits  drop  and  bonds  rise  un- 
der Kerry  just  doesn't  hold  up,"  says  Gre- 
gory R.  Valliere,  chief  strategist  of 
Charles  Schwab  &  Co.'s  Schwab  Wash- 
ington Research  Group. 

Kerry  could  also  upset  markets  with 
his  trade  policy.  While  he  has  voted  for 
free  trade  in  the  Senate,  on  the  stump 
Kerry  has  veered  left  toward  "fair  trade" 
protectionism.  He  has  vowed  to  review 
NAFTA  and  write  stricter  environmental 
and  labor  rules  into  the  Central  American 
Free  Trade  Agreement.  Companies  that 
sell  to  Latin  America,  such  as  heavy- 
equipment  makers,  or  invest  in  factories 
there,  such  as  apparel  makers,  could  face 
a  rough  patch  if  Kerry  does  so. 

A  Democratic  win  could  have  a  mixed 
impact  on  some  industries.  Health-main- 
tenance organizations  might  face  tighter 
reimbursement  limits  from  Medicare  and 
Medicaid.  But  Kerry's  plan  for  the  gov- 
ernment to  insure  high- cost  catastrophic 
medical  cases  could  be  a  boost  for  hospi- 
tals, which  would  have  less  trouble  col- 
lecting big  bills.  Big  aerospace  companies 
could  lose  out  if,  as  expected,  Kerry  cuts 
weapons  systems.  But  contractors  that 
have  emphasized  homeland  security 
could  fare  even  better  than  now. 


Playing  a  Kerry  Victory 


Investors  will  need  to  move  fast  if  the 
Democratic  challenger  looks  likely  to  win. 
Here's  an  action  plan  based  on  how  various 
industries  will  be  affected: 


FANNIE  MAE/FREDDIE  MAC 

Democrats  have  always  had  a  soft  spot  for  these 
mortgage  giants;  the  Bush  Administration  wants  to  clip 
their  wings. 

HOMEBUILDERS 

Kerry  wants  to  boost  home  ownership  with  federal  aid. 

LIFE  INSURERS 

Unlike  Bush,  Kerry  has  no  plans  for  expanding  tax-free 
savings  that  could  gut  their  annuity  business. 

BIG  PHARMA 

Kerry  will  approve  drug  reimportation  and  tougher 
reimbursement  limits  on  new  Medicare  drug  benefit.  But 
generic  makers  could  be  a  buy. 

DEFENSE  Sell 

Kerry  is  a  longtime  skeptic  of  big-ticket  procurement  projects 
such  as  missle-defense  systems. 

OIL  AND  COAL  Sell 

Drillers  and  miners  can  expect  fewer  tax  breaks. 


WITH  PRESSURE  ON 
KERRY  TO  SPEND 
MORE,  A  DROP  IN 
THE  DEFICIT  IS  FAR 
FROM  CERTAIN 


A  Bush  loss  would  be  a  mixed  bag  for 
finance.  Insurers  will  breathe  a  sigh  of  re- 
lief if  Bush's  plans  to  expand  tax-free  sav- 
ings accounts— low-cost  competition  for 
pricey  annuities— fade  away.  But  Bush's 
second-term  plan  to  reform  Social  Securi- 
ty by  substituting  private  accounts  for 
part  of  the  government  retirement  plan 
would  disappear,  frustrating  banks'  and 
brokers'  hopes  for  a  rich  stream  of  funds. 

TOO  CLOSE  TO  CALL 

WALL  STREETERS  ARE  already  trying  to 
capitalize  on  policy  differences  between 
Bush  and  Kerry.  Lehman  Brothers  ana- 
lysts constructed  a  "Bush  portfolio"  lard- 
ed with  stocks  of  oil  drillers,  auto  makers, 
mutual-fund  advisers,  and  high-priced  re- 
tailers. The  alternative  "Kerry  portfolio" 
was  heavy  in  homebuilders,  life  insurers, 
Fannie  and  Freddie,  and  midrange  retail- 
ers. The  two  accounts  faithfully  mirrored 
Bush's  springtime  slide,  with  his  portfolio 
lagging  Kerry's  by  8.7%  since  late  April. 
Meanwhile,  the  President's 
predicted  margin  of  victory 
shrank  from  6%  to  1%  on  the 
University  of  Iowa's  Iowa 
Electronic  Markets.  "If  the 
election  were  today,  Kerry 
would  win,"  says  Cook.  But 
Bush's  recent  progress  toward 
the  exits  in  Iraq,  coupled  with 
continued  strong  job  gains  at 
home,  are  lifting  the  incum- 
bent's prospects.  "Only  a  fool 
would  bet  on  this  election," 
says  Larry  Sabato,  director  of 
the  University  of  Virginia's 
Center  for  Politics. 

With  the  vote  too  close  to 
call,  investors  might  want  to 
stick  to  fine-tuning  their  hold- 
ings. They  should  keep  in  mind 
that  political  plays  are  always 
risky:  Who  would  have  predict- 
ed that  Ronald  Reagan  would 
become  a  budget-buster— or 
Bill  Clinton  the  bond  market's 
best  friend?  With  candidates,  as 
with  investments,  past  per- 
formance is  no  guarantee  of  fu- 
ture returns.  II 
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China  Plays  That 
Aren't  Chinese 

Picking  Asian  companies  with  big  mainland 
stakes  can  limit  risk,  by  brian  bremner 


I  VERYBODY  WANTS  A  PIECE 
of  China.  But  investing  in  the 
country's  white-hot  economy 
is  as  risky  as  it  is  potentially 
rewarding.  Investors  worry 
I  whether  Chinese  financial  au- 
I  thorities  can  temper  growth 
that  clocked  in  at  an  annual  rate  of  9.8% 
in  the  first  quarter  without  knocking  the 
wind  out  of  China  Inc. 

One  smart  way  to  invest  in  China— and 


avoid  the  financial  reporting  problems 
dogging  many  mainland  Chinese  outfits- 
is  to  target  companies  in  other  Asian 
countries  that  do  a  lot  of  business  in  Chi- 
na. Analysts  advise  taking  a  close  look  at 
Japanese  companies  such  as  cosmetics  gi- 
ant Shiseido,  Korean  corporations  like 
steelmaker  Posco,  and  Taiwanese  high- 
tech  component  maker  Hon  Hai  Precision 
Industry.  If  you're  intent  on  buying  Chi- 
nese companies,  look  for  ones  that  trade 


on  U.S.  stock  exchanges,  since  they  have 
to  meet  U.S.  reporting  standards.  "If  you 
are  looking  at  China  stocks,  this  is  where 
you  get  the  best  disclosure,"  notes  Ken- 
neth Kok,  an  equity  analyst  with  Goldman 
Sachs  Group  Inc.  in  Hong  Kong. 

Why  pick  China  plays  that  aren't  Chi- 
nese? Figuring  out  which  mainland-based 
companies  will  prosper  in  such  an  uncer- 
tain economic  climate  has  never  been 
tougher.  For  starters,  transparency  is  al- 
ways an  issue,  since  many  companies  have 
hidden  debts  and  questionable  accounting 
practices.  What's  more,  the  Hong  Kong- 
based  H- Share  index,  which  tracks  main- 
land companies  listed  in  the  former 
British  territory,  has  been  extremely 
volatile  of  late.  After  nearly  doubling  in  val- 
ue last  year,  the  market  is  down  some 
135%  this  year. 

THE JAPANESE  ROUTE 

THAT'S  WHY  SOME  investment  pros 
suggest  looking  at  the  non- Chinese 
companies  with  big  stakes  in  the  main- 
land. In  fact,  some  of  the  best  China 
plays  are  Japanese.  Goldman  Sachs  eq- 
uity analyst  Kathy  M.  Matsui  recom 
mends  Nippon  Yusen  KK.,  Japan's 
biggest  shipping  line,  which  reported 
record  earnings  of  $319  million  in  2003- 
twice  the  previous  year's,  thanks  to  a 
25%-plus  jump  in  shipping  rates  fueled 
by  Chinese  demand.  Trading  company 
Mitsubishi  Corp.  is  worth  a  look,  too.  It's 
also  part  of  a  group  of  Japanese  compa- 
nies bidding  to  build  a  $1  billion  high- 
speed train  network  in  China. 

Another  favorite  is  Japanese  cosmetics1 
giant  Shiseido  Co.,  which  sells  about 
$180  million  worth  of  cosmetics  in 
China,  or  about  4%  of  global  sales.  The 
company  is  shooting  to  get  that  figure  up  J 
to  17.5%  in  five  years.  At  the  same  time 


A  Different  Road  to 
The  Middle  Kingdom 


STOCK/SYMBOL 


PRICE* 


P-E  RATIO* 


Hon  Hai  Precision 

Industry  HNHPF  $7.15  11 

Taiwanese  tech  company  makes  Nokia 
handsets  in  China 

Posco  PKX  30.70  4 

Korean  steelmaker  benefits  from  neighbor's 
boom 

Shiseido  SSD0Y  12.38  24 

Japanese  cosmetics  firm  makes  a  big  push 
for  Chinese  customers 


Data: 


**Basea  on  forecast  earnings  for  f 
:-=-:3  Markets  BusinessWeek 
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The  quick  download 


Stellent®  Universal  Content  Management  software  deploys  fast.  Generates  quick  user 
idoption.  And  this  drives  Rapid  Success.  Now  that  Stellent  and  Optika  have  merged,  you 
;an  rapidly  deploy  content-powered  solutions,  from  Web  sites  and  dealer  extranets,  to 
iccounts  payable,  claims  processing  and  compliance  initiatives,  such  as  Sarbanes-Oxley. 
Vnd,  you  can  manage  an  even  broader  spectrum  of  content — from  documents  to  Web  pages,  to 
.canned  invoices,  to  records,  to  e-mail.  Globally,  over  3,000  businesses  trust  Stellent  to  rapidly  solve 
heir  enterprise  content  management  challenges.  Visit  www.stellent.com  or  call  1 .800.989.8774 
or  a  quick  overview  of  the  best  business  decision  you  can  make  for  your  company. 


SUCCESS 


Fast  deployment  +  Quick  user  adoption  =  Rapid  Success 

Enterprise  content  management.  Web  content  management.  Imaging. 
Document  management.  Records  management.  Digital  asset  management. 
Business  process  management.  Compliance  management.  Collaboration. 


STELLENT 

Nasdaq:  STEL 


Middleware  is  Everywhere. 
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analysts  urge  investors  to  steer  clear  of 
capital-intensive  stocks  such  as  Japan's 
earth-moving  equipment  maker  Komat- 
su  Ltd.,  which  has  heavy  exposure  to  Chi- 
na's hot  but  brittle  construction  sector. 

While  Japanese  blue  chips  with  stakes 
in  China  enjoy  global  name  recognition, 
the  stocks  of  many  remain  expensive 
compared  with  other  Asian  plays  on  Chi- 
na. For  better  value  with  the  same  lower 
risk,  some  strategists  advise  looking  to 
Korea  and  Taiwan.  Taiwanese  high-tech 
players  still  enjoying  huge  cost  advan- 
tages from  their  mainland  production 


bases  include  Asustek  Computer  Inc., 
the  world's  biggest  maker  of  mother- 
boards, which  also  does  outsourcing 
work  for  Sony  Corp.'s  Playstation2  video 
console.  There's  also  Hon  Ha,i  Precision 
Industry  Co.,  which  does  assembly  work 
on  Nokia  Corp.  handsets  in  China.  UBS 
Securities  Ltd.  Asia  technology  analyst 
Sean  Debow  thinks  both  will  continue  to 
gain  huge  benefits  from  China's  low-cost 
production  base  for  export  products  and" 
also  continue  to  tap  into  its  growing  con- 
sumer market.  In  Korea,  Posco  will  like- 
ly continue  to  enjoy  brisk  sales  of  high- 


end  steel  products  to  China.  "Posco  wil 
certainly  outperform  the  market  as  it  is 
undervalued  by  any  standard,"  says 
Park  Kyung  Min,  CEO  of  Hangaram  In 
vestment  Management  Co. 

Of  course,  companies  like  Posco  gc 
well  beyond  China,  too.  If  Beijing  suc- 
ceeds in  moderating  the  economy  with- 
out roiling  the  stock  market,  then  Chi 
na's  own  companies  will  make  biggei 
gains.  Until  all  this  is  sorted  out,  this 
more  roundabout  method  may  be  the 
better  bet.  ■ 

-  With  Moon  Ihlwan  in  Seow 


Land  of  the  Still- 
Rising  Stocks 

It's  not  too  late  to  get  in  on  Japan's 
long-awaited  recovery,  by  Joseph  weber 


JAPAN  HAS  SHOWN  MORE 
verve  in  its  economy  in  the 
last  year  than  it  has  in  seven 
years,  sending  the  long-dor- 
mant Tokyo  stock  market  up 
some  40%.  That  leaves  in- 
vestors wondering  whether 
there's  much  growth  left.  The  short  an- 
swer, say  market  pros,  is  yes.  Consumer 
spending  is  loosening  up.  Companies  are 
hiring,  shrinking  the  jobless  rate  to  a 
three-year  low.  And  Japan's  central 
bankers,  keen  to  keep  the  engine  chug- 
ging, won't  raise  the  superlow  domestic 
interest  rates  anytime  soon. 

So  what's  the  best  way  to  play  the 
comeback  now?  Betting  on  companies 
that  are  little-known  outside  Japan— but 
available  to  outsiders  through  American 
depositary  receipts— might  be  smart. 
Institutional  investors  and  analysts  rec- 
ommend focusing  on  companies  poised 
to  gain  from  gathering  strength  in 
Japan's  consumer  spending  and  in  re- 
structured sectors  such  as  finance.  Aiful 
Corp.,  a  consumer-finance  giant  trying  to 
boost  credit-card  use  in  cash-oriented 
Japan,  hits  both  targets.  Since  March,  its 
ADR  price  has  jumped  14%,  to  nearly 
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$27  a  share.  More  growth  is  in  store, 
says  portfolio  manager  Andrew  B. 
Johnsen  of  Mellon  Financial  Corp.'s 
Boston  Company  Asset  Management 
unit.  Aiful  is  "one  of  the  best-run  firms  of 
its  kind,"  says  Johnsen,  who  manages  or 
advises  funds  that  own  shares  in  it. 
Overall,  the  once-troubled  finance  sec- 


Playing  Japan's 
Comeback 


C0MPANVSYMB0L 


PRICE* 


P-E 

RATIO* 


Aiful  AIFLY  $26.50     NA 

Consumer-finance  giant  is  trying  to  boost 
credit-card  use  in  cash-oriented  Japan 

Mitsubishi  Tokyo  MTF  8.53        17 

Financial  Group 

Should  benefit  from  domestic  spending  surge 

MSCI  Japan  EWJ  10.23      NA 

Buy  Japan  Inc.  in  one  exchange-traded  fund 

Sekisui  House  SKHSY  10.95      22 

Housing  builder  is  gaining  from  demand 
on  the  high  end 


"Based  on  forecast  earnings  for  fiscal 
2004.  except-  _:al2005 


Data:  Bloomberg  Financial 
Markets.  BusinessWeek 


tor  should  show  hefty  gains.  In  the  last 
year  the  ADR  of  longtime  laggard  Mit- 
subishi Tokyo  Financial  Group  has  dom 
bled  in  price,  to  $8.53.  Sumitomo  Trust  & 
Banking  Co.,  which  has  acquired  troubled 
banks,  has  seen  its  ADR,  worth  less  than 
$4  a  year  ago,  rise  to  $6.30  now.  The  ar- 
gument for  growth:  The  companies  that 
have  cleaned  up  nonperforming  loans 
will  share  in  economic  expansion. 

RESIDENTIAL  REVIVAL 

THE  BANKS  ARE  prospering,  too,  in 
such  sectors  as  housing,  insurance,  and 
real  estate.  Sekisui  House  Ltd.,  whose 
ADR  has  jumped  from  less  than  $8  to 
about  $11  in  the  last  year,  is  in  a  good 
spot  to  thrive  on  rebuilding  high-end 
residential  housing.  Life  insurer  and 
leasing  giant  Orix  Corp.  may  have  room 
to  grow,  even  though  its  ADR  has  more 
than  doubled  in  the  past  year,  to  above 
$56,  in  part  because  it's  dabbling  in  real 
estate  through  a  real  estate  investment 
trust  it  created. 

Investors  anxious  about  monitoring 
such  holdings  long  distance  might  try  an 
index  fund  that  reflects  the  overall 
Japanese  market.  The  iShares  MSCI 
Japan  fund  from  Barclays,  based  on  the 
Morgan  Stanley  index  for  the  Tokyo 
Stock  Exchange,  gives  investors  a  piece 
of  a  large  basket  of  Japanese  securities. 
An  exchange-traded  fund  (ETF)  whose 
shares  are  quoted  much  like  stocks  on 
the  American  Stock  Exchange,  the  fund 
trades  above  $10  a  share,  up  from  about 
$7  a  year  ago.  ETFs  are  "a  good  way  for 
individual  investors  to  get  exposure  to 
international  markets,"  says  ING  Invest- 
ments portfolio  manager  Philip  A. 
Schwartz. 

Japan's  surge  has  taken  lots  of  investors 
by  surprise.  If  the  economy  keeps  perking 
along  as  strongly  as  expected,  more  and 
more  investors  will  want  to  buy  in.  ■ 


■ » 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  'Relates  to  total  $  amount,  w/over-allotment.  of  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  bookrunners  excluding  American  Depository  Receipts  and  closed-end  funds,  t  Relates  to 

all  public  US  equity  transactions  (IPOs  and  secondanes/follow-ons.  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03  Non-weighted  average  aftermarket  performance 

Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 
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Only  the  Sawiest 
Stockpickers  Survive 

The  year's  top-performing  funds  are  concentrating  on  a  few  good 
stocks  as  the  chill  of  higher  rates  sets  in.  by  lewis  brah am 


FUND 


LIM  PICKINGS.  THAT'S 
how  veteran  fund  manager 
Bob  Rodriguez  describes 
the  investment  outlook  to- 
day. "Our  cash  levels  have 
never  been  higher,"  says 
Rodriguez,  who  has  run 
both  bond  fund  FPA  New  Income  and 
stock  fund  FPA  Capital  for  the  past  20 
years.  "This  is  a  terrible  time  to  invest." 
Rodriguez  is  convinced  that  inflation  and 
rising  interest  rates  will  kill  bonds,  and 
that  stocks  of  all  stripes  are  over- 
valued. He's  on  the  sidelines  with 
over  35%  cash  positions  in  both 
funds.  Other  fund  notables  also 
holding  double-digit  cash  posi- 
tions are:  PIMCO  Total  Return's 
Bill  Gross,  Longleaf  Partners'  Ma- 
son Hawkins,  Clipper  Fund's 
James  Gipson,  and  First  Eagle 
Global's  Jean-Marie  Eveillard. 

Given  how  mutual  funds  have 
performed  lately,  investors  might 
be  tempted  to  do  the  same.  Year  to 
date,  the  average  equity  fund  has 
tallied  a  total  return  of  only  1.8%, 
lagging  the  Standard  &  Poor's 
500-stock  index's  minuscule  2.9%. 
Meanwhile,  the  average  bond  fund 
has  lost  1.2%,  thanks  to  inflation 
and  interest-rate  fears.  Even  after 
drilling  down  to  specific  fund  cate- 
gories, the  returns  have  been  mea- 
ger at  best  (table,  page  138). 

Your  best  bet  now  could  be  to 
seek  funds  that  are  concentrated  in 
just  a  few  stocks  or  sectors.  That 
makes  sense  given  the  general  lack 
of  investment  opportunities.  Top 
performers,  such  as  ProFunds 
UltraWireless,  up  31%,  and  Amer- 
indo  Technology,  up  23.3%,  have 
the  bulk  of  their  assets  in  their  top 
five  holdings.  Even  among  diversi- 


fied funds,  it  has  become  a  stockpicker's 
market  and  is  expected  to  remain  so.  "In- 
vestors are  more  selective  now,"  says  Ron 
Baron,  whose  top-performing  Baron  Part- 
ners Fund— up  17.6%  year-to-date— has 
44%  of  its  assets  in  four  stocks.  "The  only 
stocks  rising  are  those  of  companies  with 
strong  cash  flow  and  management  teams." 
Such  behavior  is  typical  in  a  stock  mar- 
ket recovery.  The  weakest  players  that 
survived  the  downturn  snap  back  first, 
then  stronger  companies  take  over.  This 


The  Best  Performers 


is  especially  true  now,  with  the  economy 
facing  headwinds  of  higher  inflation  and 
interest  rates.  Only  companies  that  can 
grow  in  such  an  environment  will  pros- 
per. Baron's  top  holding,  ChoicePoint,  is  a 
good  example.  As  the  leading  preemploy- 
ment  screening  service,  the  company  has 
"more  information  about  anyone  in 
America  than  anyone  else,"  says  Baron,, 
including  health,  criminal,  and  work 
records.  That  data  has  become  increas- 
ingly valuable  to  the  government  and  in- 


ProFunds  Wireless  Ultrasector  Inv. 

Credit  Suisse  Instl.  Small  Cap  Growth 

Amerindo  Technology  D 

American  Heritage 

Fidelity  Select  Wireless 

Bruce 

Fidelity  Japan  Small  Co. 

Japan  Smaller  Companies 

iShares  MSCI  Austria  Index 

Baron  Partners 

Jennison  Health  Sciences  A 

iShares  MSCI  Mexico  Index 

Oppenheimer  Real  Asset  Y 

Matthews  Japan 

Strong  Small  Company  Value 

Morgan  Stanley  Instl.  Intl.  Small  Cap  A 

Pacific  Advisors  Small  Cap  A 

Morgan  Stanley  Intl.  Small  Cap  D 

Schwab  Health  Care  Focus 

Ivy  European  Opportunities  Adv. 


TOTAL  RETURN* 

31.02% 

23.79 

23.27 

22.22 

21.03 

20.76 

18.38 

18.33 

18.30 

17.56 

15.93 

15.61 

15.51 

15.37 

14.70 

13.89 

13.43 

13.37 

13.23 

12.93 


FUND 


TOTAL  RETURN* 

12.62% 

12.41 

12.30 

12.08 

12.01 

11.97 


ProFunds  Ultra  Japan  Inv. 
T.  Rowe  Price  Japan 
Henderson  European  Focus  A 
Buffalo  Small  Cap 
ProFunds  Energy  Ultrasector  Inv. 
Fidelity  Advisor  Japan  A 

UMB  Scout  Small  Cap  11.93 

Jacob  Internet  11.80 

Artisan  International  Value  Inv.  11.37 

Scudder  Global  Biotechnology  A  11.29 

Vontobel  Eastern  European  Equity  11.29 
U.S.  Global  Accolade  Eastern  European    11.28 

Baron  Small  Cap  11.26 

INVESCO  Energy  Inv.  11.24 

Baron  iOpportunity  11.20 

Royce  Value  Plus  Inv.  11.20 

Royce  Value  Inv.  11.13 

AIM  European  Small  Company  A  11.12 

Tweedy  Browne  Global  Value  10.95 
Fidelity  Sel.  Med.  Equipment  &  Systems    10.91 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1-June  10. 2004 


Data:  Standard  &  Poor's 
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Cialis 

(tadalafil)  tablets 
36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 

^IALIS  IS  THE  FIRST  TABLET  FOR  ERECTILE  DYSFUNCTION 

rHAT  GIVES  YOU  UP  TO  ^6  HOURS  TO  CHOOSE  THE  MOMENT  THAT'S 

UGHT  FOR  YOU  AND  YOUR  PARTNER. 

)iscover  Cialis  (pronounced  see-AL-iss),  a  prescription  tablet  for  erectile  dysfunction  (ED)  that  goes  to 
vork  fast  and  can  work  up  to  36  hours.::'  And  Cialis  is  made  to  work  only  with  sexual  stimulation,  so  a 
elaxing  moment  can  turn  into  the  right  moment.  Which  moment  will  be  the  right  moment  for  you? 

)on't  miss  another  moment,  talk  to  your  doctor  and  see  if  a  free  sample  of  Cialis  is  right  for  you. 
:or  more  information  visit  www.cialis.com  or  call  1-877-4-CIALIS. 

>ee  important  safety  information  below  and  Patient  Information  on  following  page. 

"ialis  is  not  for  everyone.  If  you  take  nitrates,  often  used  for  chest  pain  (also  known  as  angina),  or  alpha-blockers 
other  than  Flomax  0.4  mg  once  daily),  prescribed  for  prostate  problems  or  high  blood  pressure,  do  not  take  Cialis. 
»uch  combinations  could  cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't  drink  alcohol  in  excess  (to  a  level 
)f  intoxication)  with  Cialis.  This  combination  may  increase  your  chances  of  getting  dizzy  or  lowering  your  blood 
>ressure.  Cialis  does  not  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HTV. 

(Tie  most  common  side  effects  with  Cialis  were  headache  and  upset  stomach.  Backache  and  muscle  ache  were  also 
eported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  side  effects  enough  to  stop  taking  Cialis. 
Uthough  a  rare  occurrence,  men  who  experience  an  erection  for  more  than  4  hours  (priapism)  should  seek  immediate 
nedical  attention.  Discuss  your  medical  conditions  and  medications  with  your  doctor  to  ensure  Cialis  is  right  for 
rou  and  that  you  are  healthy  enough  for  sexual  activity. 

In  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have  a  single 
uccessful  intercourse  attempt. 

'.talis®  is  a  registered  trademark  of  Lilly  I  COS  LLC 

lomax®  (tamsulosm  HCl)  is  a  registered  trademark  of  Boehrmger  bigelhein,  ^^  ^  |p  ^  ^  mQmm  wm  ^^  c  2m  u||y  os  ^  u  R|ghts  Resen/e() 


Patient  Information 


Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  t  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  •  i  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS7 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint  c  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amvl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  tha  i    ::.msulosin  HCI)  0.4  mg  daily. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  importan*  i  healthcare  provider  to  know  when  you 

last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  e  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  i  gredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw.  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments. 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Fio:nax*  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  ci  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  a  j  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  o     jredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 
•have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and  non- 
prescription medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicines  may 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  know  about 
CIALIS?') 

•  medicines  called  alpha  blockers.  These  include  Hytrin5  (terazosin  HCI).  Flomax5 
(tamsulosin  HCI),  Cardura"  (doxazosin  mesylate),  Minipress*  (prazosin  HCI)  or  Uroxatral* 
(alfuzosin  HCI). 

•  ritonavir  (Norvir*)  or  indinavir  (Crixivan5 ) 

•  ketocpnazole  or  itraconazole  (such  as  Nizoral1  or  Sporanox*) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  mg, 
1 0  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  1 0  mg.  CIALIS  should 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  because 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  right 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  doctor 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  tablet  in 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sexual 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  pill. 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  when 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  you 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  ot  sexua!  stimulation  is  needed  for  an 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lower , 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  or : 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  getting 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  muscle 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  few . 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours  after 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  hours. 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  more  than 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  possible 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erections 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  telling  the 
difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your  doctor 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patient 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed.  Do 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  may 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  would 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor  or 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-242-5471. 

What  are  the  ingredients  of  CIALIS? 

Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromellose 
iron  oxide,  lactose  monohydrate.  magnesium  stearate.  microcrystalline  cellulose,  sodium 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 

Norvir*  (ritonavir)  and  Hytrin*  (terazosin  HCI)  are  registered  trademarks  of  Abbott  Laboratories 

Crixivan8  (indinavir  sulfate)  is  a  registered  trademark  of  Merck  &  Co.,  Inc. 

Nizoral4  (ketoconazole)  and  Sporanox'  (itraconazole)  are  registered  trademarks  of  Janssen 

°harmaceutica.  Inc. 

Flomaxs    (tamsulosin   HCI)   is  a   registered  trademark  of  Boehringer   Ingelheim 

Phar  naceuticals.  Inc. 

Cardura5  (doxazosin  mesylate)  and  Minipress'  (prazosin  HCI)  are  registered  trademarks  01 

Pfizer,  Inc. 

Uroxatral*  (alfuzosin  HCI)  is  a  registered  trademark  of  Sanofi-Synthelabo 
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INVESTMENT  GUIDE  MUTUAL  FUNDS 


surers  in  an  age  of  terrorism  and  rising 
health-care  costs. 

Having  a  concentrated  portfolio  has 
also  paid  off  in  the  tech  sector,  where  the 
average  fund  has  lost  1.6%  so  far  this 
year.  Yahoo!,  eBay,  and  InterActiveCorp 
account  for  a  third  of  top  performer 
Amerindo  Technology's  portfolio,  while 
biotech  and  other  Internet  stocks  make 
up  most  of  the  rest.  "About  99%  of  the  av- 
erage tech  fund  is  invested  in  yesterday's 
technology,"  says  Amerindo  manager  Al- 
berto Vilar.  "Microsoft  and  Cisco  Systems 
are  mature  companies  with  mediocre 
growth  prospects."  Despite  a  huge  run- 
up in  dot-com  stock  prices  since  the  bust, 
Vilar  argues  that  we  are  in  the  early  in- 
nings of  their  upswing.  And  this  time,  un- 
like during  their  run  in  the  1990s,  they're 
making  money. 

BIOTECH  OPPORTUNITIES 

SOME  OF  THIS  year's  top  funds  have  in- 
vested heavily  in  health  care  and  energy. 
Manager  Scott  Schoelzel  of  Janus  Twenty 
Fund,  up  7.9%  this  year,  thinks  biotech 
companies  such  as  Genentech,  which  has 
developed  a  drug  to  treat  colon  cancer, 
hold  the  most  promise.  "This  decade  and 
the  next  will  be  focused  on  treating  can- 
cer," he  says,  a  point  bolstered  by  break- 


through results  presented 
at  the  recent  meeting  of 
American  Society  of  Clin- 
ical Oncology.  Schoelzel's 
fund  is  also  concentrated, 
having  just  40%  of  assets 
in  his  top  five  stocks  and  a 
7%  weighting  in  Genen- 
tech, which,  he  says,  has 
been  an  "enormous  con- 
tributor to  performance." 
Inflation,  a  major  wor- 
ry for  investors,  isn't 
much  of  a  concern  for 
Genentech  since  patients 
or  their  insurance  compa- 
nies will  usually  pay 
whatever  it  costs  to  fight 
cancer.  But  not  every 
fund  manager  is  willing 
to  pay  whatever  it  costs  to 
own  Genentech.  "Biotech 
companies  don't  have  low  valuations," 
says  portfolio  manager  Jim  Barrow  of  the 
$25  billion  Vanguard  Windsor  II  Fund,  up 
5.4%  this  year.  "And  I  can't  make  heads  or 
tails  of  their  businesses."  Still,  Barrow  is 
investing  in  large  health-care  stocks, 
which  are  usually  considered  too  pricey  for 
value  managers  like  him.  "If  you  have  a 
long-term  focus,  drug  stocks  such  as  Bris- 


Mixed  Results  for  the  Big  Funds 

FUND 

ASSETS 

(BILLIONS) 

TOTAL 
RETURN* 

Dodge  &  Cox  Stock 

$34.3 

4.70% 

EuroPacific  Growth  A 

31.7 

4.27 

Fidelity  Contrafund 
Growth  Fund  of  America  A 

37.3 

4.09 

52.1 

3.71 

Standard  &  Poor's  Depositary  Rcpts. 
Vanguard  500  Index  Inv. 

41.0 

2.91 

76.8 

2.90 

Washington  Mutual  Investors  A 

57.0 

2.56 

Fidelity  Magellan 

65.1 

2.08 

Investment  Company  of  America  A 

59.2 

1.28 

Income  Fund  of  America  A 

34.4 

0.26 

•Appreciation  p'us  reinvestment  of  dividends  and  capital  gams  before  taxes. 
Jan.  1-June  10. 2004                                                            Data:  Standard  &  Poor's 

The  Worst  Performers 

FUND                                                    TOTAL  RETURN* 

FUND                                                     TOTAL  RETURN* 

GE  Contra 

-93.77% 

U.S.  Global  Inv.  World  Precious  Minerals 

-19.21% 

ProFunds  Precious  Metals  Uttrasector  Inv 

-34.15 

First  Eagle  Gold  A 

-19.18 

Thurlow  Growth 

-26.19 

INVESC0  Gold  &  Precious  Metals  Inv. 

-18.81 

Grand  Prix  A 

-25.79 

Ameritor  Investment 

-17.65 

OCMGold 

-25.02 

ProFunds  Semiconductor  Uttrasector  Inv 

.-17.63 

Fidelity  Select  Gold 

-24.77 

Vanguard  Precious  Metals 

-16.91 

Rydex  Precious  Metals 

-23.48 

iShares  MSCI  Brazil  Index 

-16.44 

GabelliGoldA 

-23.35 

Eaton  Vance  Greater  India  A 

-16.19 

AXP  Precious  Metals  A 

-23.24 

Weils  Fargo  Montgomery  Emg.  Mkts  Focus  1 

-14.38 

Scudder  Gold  &  Precious  Metals  AARP 

-22.84 

Emerald  Select  Technology  A 

-14.27 

American  Century  Global  Gold  Inv. 

-22.63 

Corbin  Small  Cap  Value 

-14.20 

Van  Eck  Intl.  Investors  Gold  A 

-22.42 

Navellier  Pert.  Aggressive  Growth 

-14.19 

ING  Precious  Metals 

-22.04 

Van  Wagoner  Emerging  Growth 

-12.72 

Oppenheimer  Gold  &  Special  Minerals  A 

-21.70 

Firsthand  Global  Technology 

-11.50 

U.S.  Global  Investors  Gold  Shares 

-21.46 

Eaton  Vance  Asian  Small  Companies  A 

-11.44 

USAA  Precious  Metals  &  Minerals 

-21.04 

Rydex  Electronics  Inv. 

-11.25 

Midas 

-20.91 

Marketocracy  Technology  Plus 

-10.96 

Evergreen  Precious  Metals  1 

-20.90 

Choice  Long  Short  A 

-10.72 

Tocqueville  Gold 

-19.66 
-19.44 

Van  Wagoner  Small  Cap  Growth 

-10.66 

Franklin  Gold  &  Precious  Metals  Adv. 

Firsthand  Technology  Innovators 

-10.55 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1-June  10. 2004                                   Data:  Standard  &  Poor's 

tol-Myers  Squibb,  Schering-Plough,  and 
Baxter  International  look  pretty  cheap,"  he 
says.  He  points  to  their  high  dividend 
yields,  which  all  exceed  the  S&P  500's  1.6% 
average,  as  evidence  of  their  value. 

While  energy  and  natural-resource 
stock  funds  have  benefited  from  the  re- 
cent climb  in  oil  prices— up  a  moderate 
5.1%  this  year— Oppenheimer  Real  Asset 
Fund  has  gained  15.5%  by  focus- 
ing on  oil  itself.  It  invests  in  bonds 
linked  directly  to  commodity 
prices,  and  its  oil  exposure  ac- 
counts for  more  than  55%  of  its 
holdings.  That  said,  oil  stocks  may 
be  a  better  bargain  than  the  com- 
modity itself,  says  Vanguard's 
Barrow.  He's  betting  on  large,  in- 
tegrated oil  companies  such  as 
ConocoPhillips,  Occidental  Petro- 
leum, and  ChevronTexaco.  "The 
market  is  pricing  these  stocks 
with  the  assumption  that  oil  will 
be  $25  a  barrel  down  the  road,"  he 
says.  "It's  $40  a  barrel  right  now, 
and  I  think  it  will  stay  in  the  $30- 
to-$50-a-barrel  range  going  for- 
ward. Investors  don't  realize  there 
are  real  shortages  in  supply." 

INFLATION  FEARS 

IF  OIL  WERE  THE  only  driver  of 
inflation,  U.S.  investors  wouldn't 
have  much  to  worry  about,  since  it 
isn't  as  crucial  to  our  economy  as  it 
was  in  the  1970s,  when  two  bouts 
of  rapidly  rising  oil  prices  rocked 
the  nation.  But  Rodriguez  argues 
that  the  consumer  price  index 
(CPI)  understates  cost  increases  in 
health  care,  housing,  and  automo- 
biles, and  that  added  inflation  will 
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INVESTMENT  GUIDE  MUTUAL  FUNDS 


push  interest  rates  higher  and  bond 
prices  lower  than  most  expect. 

Portfolio  manager  Joseph  Deane 
doesn't  expect  a  nasty  bout  of  inflation  but 
knows  that  even  the  widely  anticipated  in- 
crease in  interest  rates  can  damage  his 
Smith  Barney  Managed  Municipals  Fund. 
He  sold  off  all  of  his  longest-maturity  mu- 
nicipal bonds,  which  are  more  rate-sensi- 
tive, and  has  begun  hedging  others.  Says 
Deane:  "There  is  no  upside  in  the  bond 
market."  Indeed,  funds  that  short  or  bet 
against  bonds  such  as  Rydex  Juno  and 
ProFunds  Rising  Rates  Opportunity  have 
been  among  this  year's  best  performers 
because  of  rising  rates,  gaining  2.8%  and 
3.5%  respectively.  They  should  continue  to 
prosper  as  yields  climb. 

BARGAINS  ABROAD 

FOR  MOST  INVESTORS,  shorting  bonds 
is  too  risky,  but  moving  to  cash  doesn't  of- 
fer a  lot  of  return  with  the  average  money- 
market  fund  yielding  about  1%.  "There's 
$2  trillion  bottled  up  in  money-market 
funds  that  by  law  have  to  adhere  to  strict 
requirements  as  to  maturity  and  credit 
quality,"  says  Tad  Rivelle,  chief  invest- 
ment officer  of  Metropolitan  West  Asset 
Management,  a  Los  Angeles  bond  invest- 
ment firm.  "But  securities  that  don't  quite 
fit  those  criteria  offer  a  lot  more  yield." 

So  last  June,  Rivelle  launched  the  Met- 
ropolitan West  Ultra  Short  Bond  fund, 
which  invests  in  bonds  with  maturities 
slighdy  longer  than  the  13-month  maxi- 
mum allowed  for  money  funds.  Although 
the  fund  doesn't  offer  the  liquidity  or  per- 
fect stability  of  a  money  market,  it  cur- 


Slim  Returns  for  Equity  Funds 


CATEGORY 

Japan 

Communications 
Natural  Resources 
Health 

Mid-cap  Value 
Small-cap  Value 
Mid-cap  Blend 
Small-cap  Blend 
Europe 
Foreign 

Large-cap  Value 
World 
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Mid-cap  Growth 
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TOTAL  RETURN* 
s       8.76% 
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All  Cap 

Large-cap  Growth 
Diversified  Pacific/Asia 
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Technology 

Diversified  Emerging  Markets 
Latin  America 
Pacific/Asia  ex- Japan 
Precious  Metals 


TOTAL  RETURN* 
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1.53 

1.28 

1.17 

0.86 

0.62 

0.13 

-1.63 
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-2.41 
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-21.23 


All  Equity  Funds 
U.S.  Diversified  Funds 
International  Equity  Funds 
S&P500 
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2.24 
2.05 
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•Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes.  Jan.  1-June  10. 2004 


Data:  Standard  &  Poor's 


rendy  pays  a  3.3%  yield  and  has  delivered 
a  1.5%  return  so  far  this  year.  The  compe- 
tition in  the  ultrashort-bond  category  is 
creeping  along  with  just  a  0.4%  gain. 

While  many  U.S.  fund  managers  com- 
plain about  a  lack  of  good  opportunities, 
those  operating  abroad  are  finding  more. 
"If  s  not  heaven  from  a  bargain-hunting 
perspective,  but  if  s  certainly  better  than 
the  U.S.,"  says  John  Spears,  co-manager 
of  the  $5  billion  Tweedy  Browne  Global 


Bond  Funds  Sag  Under  Higher  Interest  Rates 
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Value  Fund,  up  11%  this  year.  Spears  has 
been  buying  small  Korean  companies, 
which  he  says  are  "incredibly  cheap,'" 
plus  Dutch  brewer  Heineken  and  German 
drugmakers  Merck  and  Schwarz  Pharma 

The  biggest  gains  overseas  this  year 
have  been  in  Japan,  and  U.S.  funds  spe 
cializing  in  Japan  are  the  best-performing 
fund  category  this  year.  "Consumer  confi 
dence  has  returned  to  Japan,"  says  Paut 
Matthews,  chief  investment  officer  oi 
Matthews  Asian  Funds.  "Employment  is 
stabilizing,  and  businesses  are  becoming 
more  efficient  and  restructuring  to  boos* 
their  earnings.  So  the  market  is  going  up.' 

One  investment  definitely  not  going  up 
is  the  GE  Contra  Fund.  The  year's  wors 
performer,  down  93.8%,  is  a  bearish  func 
that  invests  mainly  in  put  options— finan 
rial  contracts  that  rise  in  value  if  a  securi 
ty  or  index  falls  below  a  target  price.  Th 
problem  was  the  market  didn't  fal 
enough,  and  the  options  expired  worth 
less.  Ron  Rough,  a  portfolio  director 
fund  manager  GE  Private  Asset  Manage  | 
ment,  says  the  Contra  fund  is  used  only  hi 
conjunction  with  other  funds  to  offset  ris' 
in  clients'  portfolios.  "We're  generally  nc 
putting  more  than  2%  or  3%  of  a  clienf 
assets  in  this  fund,"  he  says.  Luckily,  GJ 
Contra  is  not  open  to  the  general  public.  I 


BusinessWeek  onl iiu 


For  a  Q&A  with 
Amerindo  Investments'  Alberto  Vilar,  go  to 
www.businessweek.com/midyear/2004 
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rsonal  Business '  "he  Barker  Portfoli 


BY  ROBERT  BARKER 


REITs:  At  Today's  Prices 
It  Pays  To  Be  Picky 


On  July  1  the  225,223  people  in  IBM's 
401(k)  plan  can  start  putting  their  money 
in  real  estate  investment  trusts.  Indeed, 
the  number  of  plans  offering  a  real  estate 
fund  has  doubled  in  the  past  five  years. 
Still,  IBM's  move  comes  at  an  odd 
moment.  REITs  have  a  fine  long-term 
record  and  a  terrific  one  since  2000.  Yet 

suddenly  this  spring  they  faltered  and  today  are  trailing  the 
broad  market. 

Fear  of  rising  interest  rates  was  the  immediate  excuse  for 
the  sell-off.  But  there's  no  escaping  a  more  basic  problem: 
REITs  have  gotten  pricey.  Chris  Mayer  is  director  of  Columbia 
Business  School's  Paul  Milstein  Center  for  Real  Estate.  At  a 
recent  conference  put  on  by  the  National  Association  of  Real 
Estate  Investment  Trusts,  he  noted  that  in  March,  REITs 
traded  at  a  22%  premium  over  the  net  value  of  their  assets. 
Thaf  s  up  from  a  19%  discount  in  2000— the  highest  level 
since  '97.  They  now  trade  10%  above  net  asset  values— and 
those  asset  prices  are  up  a  lot,  too.  One  REIT  exec  after 
another  at  the  conference  testified  as  to  how  pricey  real  estate 
has  gotten,  with  bountiful  pension-fund  dollars  chasing  deals. 

THAT  TELLS  ME  TWO  THINGS:  If  you  want  capital  gains  from  a 
REIT,  you  better  pick  your  REIT  with  more  than  usual  care. 
Second,  if  you'll  settle  for  the  dividend  income  REITs  offer, 
more  than  ever  you  not  only  must  lower  the  odds  that  the 
dividend  will  be  cut  but  also  seek  a  dividend  thaf  s  set  to  rise. 
With  this  in  mind,  I  went  in  search  of  one  stellar  candidate.  I 
wanted  evidence  of  deep  loathing  at  the  prospect  of  a  dividend 

cut,  along  with  a  strategy 
and  financial  position  that 
makes  dividend  growth 
probable.  I  settled  on 
Federal  Realty  Investment 
Trust.  For  starters,  Federal 
has  a  36-year  record  of 
higher  payouts,  the  longest 
among  REITs.  "Increasing 
our  dividend  is  the  most 
important  asset  we  have," 
says  CEO  Donald  Wood. 
"Nothing  I  see  would  keep 
that  streak  from 
continuing." 


»The  average  REIT  dividend 
yield  is  5.6% 

»That's  only  0.9%  above  the 
10-year  Treasury  yield 

» Over  the  long  term,  REIT 
dividends  are  1.5%  above  the 
10-year  Treasury 

Data: 
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That's  nice,  but  Federal's  numbers  SANTAN  A  ROW  One 
lend  greater  confidence.  With  a  focus  of  Federal's  newest 
on  neighborhood  shopping  centers,  shopping  centers 

Federal  controls  some  17  million  square     ^Saruose,  Calif, 
feet  in  dense  parts  of  the  Northeast, 
mid-Atlantic,  and  California,  such  as  San  Jose's  Santana 
Row,  which  is  heating  up  after  a  cool  start.  Safeway  is 
Federal's  No.  1  tenant  but  accounts  for  less  than  3%  of  total 
rents.  With  short-term  interest  rates  set  to  rise,  Federal  this 
year  halved  its  exposure  to  floating-rate  debt,  while  its  ratio 
of  earnings  to  fixed  charges  has  been  rising.  Last  year, 
Federal  saw  revenues  grow  13%,  to  $358  million,  with  funds 
from  operations  (a  measure  of  cash  flow  used  by  REIT 
analysts)  jumping  45%,  to  $131  million,  or  $2.70  a  share. 
This  year,  Wood  sees  funds  from  operations  of  $2.81  to 
$2.84  a  share;  Wall  Street  expects  maybe  $3  in  2005. 

What  does  this  imply  for  the  dividend?  At  the  current 
annual  rate  of  $1.96  a  share,  a  buyer  at  $39  a  share  gets  a 
5%  yield.  (Reminder:  Most  REIT  dividends  are  still  taxable 
as  ordinary  income,  not  at  the  lower  rates  that  took  effect 
last  year  for  most  corporate  dividends.)  If  Federal  winds  up 
with  funds  from  operations  of  $3  next  year  and  its  payout 
rate  holds  steady,  the  dividend  might  rise  7%  or  so,  to  $2.10, 
good  for  a  yield  of  nearly  5.4%.  Beyond  that,  Wood's  goal  is 
8%  to  10%  growth  in  funds  from  operations,  which  he 
figures  is  doable  via  rent  hikes  and  by  renovating  some  of  its 
shopping  centers.  That  insulates  Federal  from  having  to  pay 
today's  inflated  prices  by  adding  properties  in  search  of 
growth.  "I  can  be  very  selective,"  Wood  told  me.  You  should 
be,  too.  ■ 

E-mail:  rb@businessweek.com 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SUNCOR'S  VAST  OIL-SANDS  DEPOSITS  COULD  PAY  BIG  DIVIDENDS. 

s 

A  LONG  SLUMP  MAY  BE  ENDING  AT  FOAMEX  INTERNATIONAL 
TELKONET  ADAPTS  EXISTING  ELECTRIC  WIRING  FOR  NET  ACCESS. 
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Oil's  Rise  Will  Lift  Suncor 

IT'S  ANYBODY'S  GUESS  where  oil  prices  will  be  in  12 
months,  but  investment  pro  John  Maloney  is  convinced  they 
will  stay  above  $30  a  barrel.  He  is  betting  on  Suncor  Energy 
(SU),  which  extracts  crude  from  Canada's  vast  oil-sands 
deposits  in  Alberta.  Many  analysts,  he 
notes,  see  oil  falling  from  $37  now  to 
$26.  "But  with  economic  recovery  and 
limited  capacity— exacerbated  by 
turmoil  in  oil-producing  nations— that's 
hard  to  imagine,"  says  Maloney,  who 
sees  the  stock,  now  at  25,  hitting  35  to 
40  within  a  year.  He  sees  Suncor 
earning  $4  a  share  in  2005— way  above 
consensus  estimates.  In  2004,  he 
expects  profits  of  $1.96  a  share.  Maloney 
calculates  that  every  $1  rise  in  the  price 
of  oil  adds  22$  a  share  to  Suncor's  cash 

flow  Suncor's  oil  sands  contain  estimated  reserves  of  175  billion 
barrels— second  only  to  Saudi  Arabia's.  He  says  it  costs  Suncor 
$8  a  barrel  to  extract  oil  from  sands,  vs.  $10  or  more  for  the 
majors.  Suncor's  output,  now  at  214,000  barrels  a  day,  has 
grown  at  10%  a  year  over  the  past  decade.  Suncor  sees  it  hitting 
500,000  in  seven  years,  Maloney  notes.  In  the  long  run,  Suncor 
is  the  oil  stock  to  own,  asserts  oil  maven  Charles  Maxwell  of 
securities  firm  Weeden.  In  three  years,  he  says,  Suncor  "will  be 
No.  1  in  production  growth."  Suncor  was  featured  in  this 
column  on  Nov.  18, 2002,  when  it  was  at  14. 

At  Foamex,  Things  Are 
Firming  Up  Nicely 

ONCE  SHUNNED  BY  THE  STREET  because  of  persistent 
losses  since  2001,  Foamex  International  (FMXI)— No.  1 
in  foam  for  beds,  furniture,  and  cars— is  generating 
buzz.  Its  stock,  down  to  1.75  a  year  ago,  has  sprung  up  40%,  to 
4.75,  since  late  March.  Chairman  Marshall  Cogan  was  ousted 
in  February,  and  a  new  team,  led  by  Mississippi  ex-Governor 
Raymond  Mabus  Jr.,  has  Foamex  headed  for  a  turnaround.  Tim 
Hasara  of  Kennedy  Capital  Management,  with  an  18%  stake, 
says  management  is  slashing  debt  and  lifting  margins.  As  a 
result,  Hasara  forecasts  earnings  of  35<t  to  40$  a  share  in  2004 
and  70$  to  80$  in  2005,  vs.  an  88$  loss  in  2003.  He  sees  the 
stock  leaping  to  10  in  a  year.  And  there's  more  good  news,  says 
one  New  York  fund  manager  who  has  bought  shares:  Two 
major  chemical  makers,  he  says,  are  in  talks  on  supply  pacts 
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SAGGING 


DOLLARS 


that  will  involve  them  acquiring  stakes 
of  10%  to  20%  in  Foamex.  Howard 
Goldberg  of  investment  firm  Morgan 
Joseph  has  upped  his  rating  on  Foamex5 
bonds  from  "hold"  to  "outperform." 
Foamex,  he  says,  is  profiting  from  lower 
production  costs,  new  products,  and 
improved  ability  to  pass  on  raw- 
material  costs.  Foamex  recently  hired 
Credit  Suisse  First  Boston  for  strategic 
advice.  Foamex  declined  comment. 


With  Telkonet,  You're 
Already  Wired  for  Broadband 

LITTLE-KNOWN  TELKONET  (TKO)  has  patented 
technology  that  some  pros  say  could  make  it  a  big 
Internet  player:  Its  PlugPlus  uses  a  building's  existing 
wiring  for  high-speed  Net  access.  "Our  technology  is  in  100 
hotels,  including  Ramada,  Sheraton,  and  Holiday  Inn,"  says 
co-CEO  Ron  Pickett.  PlugPlus  is  also  in  apartment  houses  in 
Florida,  Illinois,  and  Louisiana.  The  U.S.  military,  says 
Pickett,  is  expected  to  soon  sign  up  Telkonet  to  provide  Net 
access  for  personnel  on  ships  and  at  Army  bases.  Hotels  pay 
monthly  fees  of  $300  to  $500  apiece, 
and  buildings  pay  $6.75  per 
apartment.  The  user  just  plugs  a 
laptop  or  PC  into  a  Telkonet  modem 
and  then  into  an  electrical  outlet.  One 
analyst  figures  Telkonet  could  earn  12 
cents  a  share  in  2005  on  sales  of  $30 
million.  Tim  Whyte  of  Sofaer  Capital 
in  London,  which  owns  stock,  says 
the  company's  technology  has  a  wide 
range  of  other  potential  applications. 
Since  Telkonet  has  yet  to  make 
money,  the  shares,  now  at  3.82,  aren't 
for  the  faint  of  heart.  Imre  Eszenyi,  managing  partner  at 
Orchestra  Financial  Partners  in  London,  which  owns  stock, 
says  Telkonet  could  also  have  wide  appeal  in  foreign 
markets  where  Web  usage  is  high.  ■ 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Stocks  traded  in  a  narrow  range 
for  the  week,  reflecting  a  dearth 
of  solid  news  to  move  the 
markets.  Investors  are  sitting 
tight  ahead  of  the  Fed's  June  29- 
30  meeting,  where  Greenspan  & 
Co.  are  expected  to  nudge  rates 
upward.  And  buyers  are  looking 
ahead  to  the  earnings  season, 
which  begins  in  a  few  weeks. 
Until  then,  expect  little  action 
from  equities. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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GLOBAL  MARKETS  Junei6  week 

S&P  Euro  Plus  (U.S.  Dollar)  1167.8  -0.5 

London  (FT-SE 100)  4491.1  0.0 

Paris  (CAC  40)  3714.5  0.4 

Frankfurt  (DAX)  4003.2  0.1 

Tokyo  (NIKKEI  225)  11,641.7  1.7 

Hong  Kong  (Hang  Seng)  12,161.8  -1.4 

Toronto  (S&P/TSX  Composite)  84273  1.3 

Mexico  City  (IPC)  10.15L6  -0.7 
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FUNDAMENTALS                       June  is  week  ago    year  ago 

S&P  500  Dividend  Yield                     1.64%  1.61%      1.60% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     21.2  21.4         32.3 

S&P  500  P/E  Ratio  (Next  12  mos.)*       16.4  17.1          17.7 

First  Call  Earnings  Revision*                 1.83%  1.91%       0.19% 

Call  Corp. 

TECHNICAL  INDICATORS         juneis  weekago     reading 

S&P  500  200-day  average                1092.0  1089.3       Positive 

Stocks  above  200-day  average             62.0%  67.0%     Neutral 

Options:  Put/call  ratio                          0.81  0.83       Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio     3.11  279      Negative 


BEST-PERFORMING 

LAST 

LAST  12 

GROUPS 

MONTH 

h 

ONTHS e 

Steel 

20.8 

Internet  Software 

111.9 

Internet  Software 

20.3 

Internet  Retail 

72.9 

Constr.  &  Engineering 

16.6 

Wireless  Services 

72.1 

Motorcycles 

12.0 

Oil  &  Gas  Refining 

63.1 

Internet  Retail 

11.3 

Fertilizers  &  Ag.  Chems. 

61.9 

LAST  12 
MONTHS 


WORST-PERFORMING  last 

GROUPS  MONTHS 

Casinos  -5.4  Photographic  Products    -19.8 

Tobacco  -3.8  Airlines  -17.3 

Agricultural  Products  -3.3  Insurance  Brokers  -14.4 

Health-Care  Distributors  -3.1  Broadcasting  -14.2 

Invest.  Banking  ABrkrge.  -1.7  Biotechnology  -12.1 
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LEADERS 

Japan  12.1 
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Health  0.1 
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International  Hybrid  3.4 
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4-WEEK  TOTAL  RETURN  % 
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INTEREST  RATES 


KEY  RATES  junei6     week  ago  year  ago 

Money  Market  Funds  0.62%      0.61%  0.75% 

90-Day  Treasury  Bills  1.30         1.26  0.88 

2-Year  Treasury  Notes  2.79         2.77  L24 

10-Year  Treasury  Notes  4.72         4.81  3.36 

30-Year  Treasury  Bonds  5.40         5.48  4.40 

30-Year  Fixed  Mortgage t  6.30         6.30  5.29 

fBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10- YR.  BOND 

30- YR.  BONO 

General  Obligations 

4.09% 

4.96% 

Taxable  Equivalent 

5.84 

7.09 

Insured  Revenue  Bonds 

4.29 

527 

Taxable  Equivalent 

6.13 

7.53 

THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 

Thursday,  June  24,  8:30 
a.m.  EDT  »  New  orders  for 
durable  goods  probably  rose  1.1% 
in  May.  That's  based  on  the  median 
forecast  of  economists  surveyed 
by  Action  Economics.  In  April,  new 
orders  took  a  breather,  falling  by 
3.2%.  Durable-goods  bookings  are 
volatile,  but  overall  they  have  been 
-trending  upward  for  the  year. 
INITIAL  UNEMPLOYMENT  CLAIMS 
Thursday,  June  24,  8:30 


a.m.  EDT  »  New  filings  for  state 
unemployment  claims  most  likely 
fell  back  to  about  330,000  during 
the  week  ending  June  19,  from 
352,000  for  the  week  ended  June 
5.  Continuing  claims  are  at  their 
lowest  level  since  May,  2001,  an 
indication  that  the  job  market  is 
gaining  strength. 
NEW  RESIDENTIAL  SALES 
Thursday,  June  24, 10  a.m. 
EDT  »  New  single  amily  home 
sales  in  May  are  forecast  to  have 


inched  up  to  an  annual  rate  of  1.12 
million,  from  a  1.09  million  pace 
in  April. 
EXISTING  HOME  SALES  Friday, 

June  25, 10  a.m.  EDT  » 
Existing  home  sales  in  May  most 
likely  eased  to  an  annual  pace  of 
6.5  million.  In  April,  sales  hit  an 
annual  rate  of  6.64  million,  the 
second-best  month  on  record. 
Despite  rising  mortgage  rates,  the 
housing  market  is  expected  to 
remain  fairly  strong  this  year. 


The  BusinessWeek  production  index 
fell  to  219.3  over  the  week  ended 
June  5  but  was  still  up  12.7%  from  a 
year  ago.  Before  calculation  of  the 
four-week  moving  average,  the  index 
dropped  to  217. 


BusinessWeek 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
wvMbusinessweek.com/Tnagazine/extra.hti 
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bpeciai  Advertising  bection 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


Selected  Profiles  of  the  Nation's  Top  Price-Performing  Micro-Cap  Companies  as  of  3/31/04 


From  the  approximate  2,700  domestic  companies  with  market 
capitalizations  under  200  million  dollars,  the  following  pages  high- 
light selected  top-ranking  firms,  in  terms  of  share  price  perform- 
ance for  the  26-week  period  ending  3/31/04.  Each  profile  describes 
a  leading  company  including  its  industry,   market  trends  and 
reasons  for  success,  as  written  by  company  management.  While 
past  performance  is  never  a  guarantee  of  future  results,   these 
top-performing  companies   represent   investment  opportunities 
worthy  of  a  micro-cap  investor's  close  consideration. 


Gain/Loss  for  the 
2 6- Week  Period 
Ending  3/31/2004 


122% 


DJIA 

S&P  500 

NASDAQ  Composit  Index 

Average  Share  Price  Gain  of  the 
26  Micro-Cap  Companies  Profiled 
in  this  Section 


'      , 


NAPCO  Security  Systems  •  NSSC  •  Security  Products 


Amityville.  NY  •  IR  Contact:  Donald  Weinberger  •  212-370-4500 
www.napcosecurity.com 

NAPCO  is  a  leading  manufacturer  of  electronic  security  equipment 
including  alarms,  locks,  and  building  access  control  systems.  NAPCO 
napco    products  have  earned  a  reputation  for  technical  excellence  and 
luality  from  its  worldwide  selling  network 
if  professional  security  dealers.  The  com- 
iany  has  potential  for  rapid  growth  in  the 
■ecurity  field,  a  market  over  $25  billion. 


Key  Manager  Statement 

"For  over  30  years  NAPCO  has  pro- 
vided security  products  and  systems 
for  residential,  businesses  and  gov- 
ernmental facilities.  Annual  sales  are 
approaching  $60  million  and  we  have 
been  profitable  every  year  30  showed 
record  revenue  and  our  40  is  tradition- 
ally our  strongest.  We  are  very  excited 
about  future  growth  opportunities. " 

Richard  L.  Soloway 
Chairman,  CEO  &  President 


Royale  Energy  •  ROYL  •  Oil  and  Natural  Gas 


San  Diego,  CA 


800-447-8505 


IR  Contact:  Chanda  Idano 
www.royl.com 

O  Royale  Energy,  Inc.  is  an  independent  exploration  and 

production  company  focused  on  the  acquisition,  develop- 
ment, and  marketing  of  natural  gas  from  its  reserves  in 
Royale  Energy, Inc.  the  Sacramento,  San  Joaquin  Basins  of  California,  Gulf 
^oast  and  the  Rocky  Mountains.  The  Company's  principal  lines  ot  business  include 


he  acquisition  of  natural  gas  and  oil  prop- 
irties  with  proven  reserves,  and  the  drilling 
if  development  and  exploratory  wells. 

Royale  successfully  weathered  the  late 
1990s  by  acquiring  some  valuable  producing 
properties  during  the  low  price  environment. 
We're  now  using  3-D  seismic  technology  and 
inding  left-behind  reserves.  The  company 
s  concentrating  its  attention  exploring 
ields  that  are  already  known  to  be  "gas  rich" 
Jiving  Royale  Energy  very  steady  results. 


Key  Manager  Statement 

"With  natural  gas  prices  and 
production  continuing  to  increase. 
Royale  Energy  will  have  its  best 
year  in  2004  for  earnings  and  cash 
flow.  We  also  have  an  excellent 
inventory  of  3-D  prospects  that  will 
be  drilled  within  producing  fields, 
generating  additional  growth  for 
the  company. " 
Donald  H.  Hosmer,  President  &  CEO 


Speedus  Corp.  •  SPDE  •  Holding  Company 


New  York,  NY 


718-567-4358 


IR  Contact:  John  Kallassy 
www.speedus.com 

Speedus  Corp  acquired  a  control-  7ARGIS 
ling  interest  in  Zargis  Medical  Corp. 
when  it  co-invested  with  Siemens  Corporate  Research.  Zargis'  first  clinical 


SREEDUS 


device,  the  Zargis  Acoustic  Cardioscan, 
is  pending  FDA  approval.  Given 
the  inherent  difficulty  of  auscultation 
(listening  to  sounds  from  the  body)  and 
the  limitations  of  the  human  auditory 
system,  Speedus  believes  that  computer- 
assisted  auscultatory  diagnosis  of 
biological  sounds  should  be  utilized  in 
every  patient  encounter  where  a  stetho- 
scope would  be  used.  Based  on  this 
view,  Zargis  is  developing  a  number 
of  acoustic  based  diagnostic  support 
products  and  services. 


Key  Manager  Statement 

"Speedus  Corp.  is  a  holding  company 
with  current  cash  and  cash  equiva- 
lents of  nearly  $2  per  share  with  no 
long  term  debt.  In  addition  to  Zargis 
Medical,  Speedus  has  a  controlling 
interest  in  F&B  Gudtfood,  which 
critics  have  called  the  "Many  of  Fast 
Food".  Speedus  also  owns  a  portfolio 
of  broadband  and  wireless  intellectual 
properties  and  owns  FCC  licenses  for 
wireless  frequencies. " 
John  Kallassy,  Executive  Wee  President 


Heska  Corporation  •  HSKA  •  Veterinary  Health  Care 


Fort  Collins,  CO  •  IR  Contact:  Yvonne  Mulley  •  970-493-7272  ext.4165 
www.heska.com  •  mulleyy@heska.com 

Heska  Corporation  sells  advanced  veterinary 

►  I — I  FShv^\,    diagnostic  and  other  specialty  veterinary  products. 

Heska's  core  focus  is  on  the  canine  and  feline 

markets  where  it  has  devoted  substantial  resources  to  the  research  and  development 

of  innovative  products.  Heska's  state-of-the-art  offerings  to  veterinarians  include 

diagnostic  and  monitoring  instruments  and  supplies  as  well  as  single  use  diagnostic 

tests,  vaccines  and  pharmaceuticals. 


Key  Manager  Statement 

"At  Heska.  we  believe  pet  owners 
will  insist  on  the  best  health  care 
possible  for  their  pets  and  we  are 
committed  to  providing  veterinarians 
with  tools  and  products  that  help 
them  achieve  that  standard  of  care. " 

Robert  Grieve,  Chairman  &  CEO 


Special  Advertising  bection 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


Vine,  t  EZM  •  Health  Care 


Digital  Lightwave,  Inc  •  DIGL  •  Fiber  Optic  Testing  Equipment 


!  Contact:  Tom  Johnson  •  800-544-4624  x3317 
www.ezem.com 

E-Z-EM,  Inc.  is  a  leading  manufacturer  of  contrast 
agents  for  gastrointestinal  radiology  and  has  devel- 
oped the  only  CT  injector  on  the  market  that  can  help 

detect  contrast  extravasation.  It  also 

offers  a  complete  product  set  for  the 

virtual  colonoscopy  practitioner.  E-Z-EM 


Clearwater,  FL  •  IR  Contact:  Paul  Sliwa 
www.lightwave.com 


727-442-6677 


It 


Digital  Lightwave* 


subsidiary  AngioDynamics  is  focused  on 
diagnostic  and  therapeutic  products  to 
treat  peripheral  vascular  disease  and 
other  non-coronary  disease.  AngioDynamics 
manufactures  a  wide  range  of  products 
including  angiographic,  hemodialysis, 
PTA  dilation,  thrombolytic,  and  image- 
guided  vascular  access  products  as  well 
as  endovascular  laser  venous  system 
products  and  drainage  products. 


Key  Manager  Statement 

E-Z-EM  is  committed  to  expand- 
ing its  Gl  focus  with  new  products 
and  cutting-edge  technology  while 
reinvesting  cash  flow  to  grow  its  Gl 
diagnosis  and  treatment  businesses. 
E-Z-EM  will  also  continue  to  support 
AngioDynamics  as  a  company  that 
is  focusing  on  interventional  rad- 
iology and  peripheral  vascular 
disease. " 

Anthony  A.  Lombardo. 
President  &  CEO 


Digital  Lightwave  is  a  pioneering  leader 
in  the  field  of  fiber  optic  testing  and 
lightwave  management,  with  equipment 
and  services  designed  to  ensure  high 
performance  and  reliability  of  the  critical 
fiber-based  networks  of  the  world's 
telecommunication  infrastructure. 

Digital's  extensive  customer  base  includes 
fiber  optic  equipment  manufacturers,  tele- 
communications carriers,  service  providers 
and  enterprise  network  owners  such  as 
Lucent,  Cisco,  Nortel,  Alcatel,  Marconi, 
Tellabs.  AT&T,  Level  3,  Sprint,  SBC,  Verizon, 
Qwest,  Telecom  Italia  and  Bank  of  America. 


#— 


Key  Manager  Statement 

"Internet  usage  and  bandwidth 
demand  continues  to  grow  at  a  rapid 
rate.  With  broadband  initiatives  by 
major  telephone  companies,  such  as 
fiber  to  the  home,  and  with  govern- 
ments' technology  based  reforms,  the 
Internet's  underlying  fiber  infrastructure 
and  emerging  technologies  will  contin- 
ue to  need  the  installation,  mainte- 
nance and  monitoring  that  Digital 
Lightwave's  products  provide.  0urQ104 
over  Q103  revenue  growth  of  172% 
illustrates  that  Digital  Lightwave  is 
poised  to  experience  renewed  growth. " 
Jim  Green,  President  &  CEO 


Baldwin  Technology  Company,  Inc.  •  BLD  •  Printing  Equipment  II ISCO  International,  Inc.  •  ISO  •  Wireless  Telecom  Solutions 


Shelton,  CT  •  IR  Contact:  Helen  Oster  •  203-402-1000 
www.baldwintech.com 


'6 


BALDWIN 


Baldwin  is  a  leading  international  man- 
ufacturer of  accessories  and  controls 
equipment,  participating  in  the  $10  billion 
global  printing  machinery  market. 
Baldwin  products  are  designed  to  help 
press  manufacturers,  publishers,  and 
printers  enhance  the  productivity,  quality 
and  cost  effectiveness  of  print  while 
addressing  the  environmental  concerns 
and  safety  issues  involved  in  the  printing 
process.  Baldwin  has  product  develop- 
ment, manufacturing,  sales  and  service 
operations  in  strategic  locations  through- 
out the  world. 


Key  Manager  Statement 

"Over  the  past  18  months,  we  have 
successfully  orchestrated  a  restructur- 
ing plan,  enabling  us  to  return  the  com- 
pany to  profitability.  Sales  for  the  nine 
months  ended  March  31, 2004  were  at 
$117M,  up  18%  from  sales  of$99M 
for  the  comparable  period  in  the  prior 
year.  Completing  the  third  successive 
profitable  quarter,  our  year  to  date  net 
income  for  the  nine  months  was  $2.6M 
or  $0.17  per  diluted  share,  a  significant 
turnaround  from  the  net  loss  of$6.6M 
or  $0  44  per  diluted  share  for  the  nine 
months  ended  March  31, 2003. " 
Vijay  C.  Tharani,  CFO 


Mount  Prospect,  IL  •  IR  Contact:  Frank  Cesario  •  847-391-9492 
www.iscointl.com  •  iscoir@iscointl.com 

-^Z      -^^  ISCO  International  specializes  in  optimizing  the  reverse 

^~~^  link  in  wireless  networks.  Reverse  link  is  the  signal 

ISCO  from  the  mobile  device  to  the  base  station.  ISCO  offers  a 

number  of  products  and  services  that  mitigate  interference 


and  improve  signal  processing,  allowing 
the  system  to  identify  good  signal  from 
the  noise.  These  solutions  allow  operators 
to  carry  traffic  in  circumstances  where 
they  could  not  otherwise,  increase  cell 
site  capacity  and  utilization,  more  easily 
locate  new  cell  sites,  and  reduce  mobile 
transmit  power.  More  tangible  benefits 
observed  by  the  end  consumer  include 
substantial  reductions  in  dropped  calls 
and  failed  attempts,  resulting  in  greater 
customer  satisfaction. 


Key  Manager  Statement 

"ISCO's  solutions  enable  service 
providers  to  optimize  their  networks. 
Our  cost  structure  and  production 
processes  are  highly  efficient  and 
our  commitment  to  customer  service 
is  clear  in  all  that  we  do.  These  fac- 
tors should  allow  us  to  participate 
in  the  rebounding  telecom  industry, 
particularly  in  an  age  of  wireless 
data  applications. " 

Dr.  AmrAbdelmonem,  CEO 


Juno  Lighting,  Inc.  •  JUNO  •  Lighting  Manufacturer 


Des  Plaines,  IL 


% 


juno 


•  IR  Contact:  George  Bilek  •  847-827-9880 
www.junolighting.com 

Juno  Lighting,  Inc.  is  a  designer,  assembler  and 
marketer  of  recessed  and  track  lighting  fixtures  for  use 


in  commercial  and  residential  remodeling 
and  new  construction.  Juno's  product 
innovation,  high  quality  and  design  has 
built  strong  brand  equity  among 
architects,  lighting  specifiers,  national 
accounts,  electrical  distributors  and  con- 
tractors. Juno's  consistent  sales  growth 
and  efficient  manufacturing  model  has 
generated  consistent  profitability  and 
free  cash  flow.  Growth  ini- 
tiatives include  product 
development,  entering 
new  markets  and  expand- 
ing diif  „nannels. 


Key  Manager  Statement 

"Juno's  innovations  in  technology, 
product  design,  market  development 
and  business  operations  continue 
to  drive  outstanding  financial 
results.  The  recent  introduction  of 
ModuLight,  a  new  power  delivery 
lighting  system  that  is  less  expen- 
sive and  easier  to  install  than  tradi- 
tional wiring,  will  create  new  oppor- 
tunities in  the  commercial  market  to 
sustain  long-term  growth. " 

I  Tracy  Bilbrough, 
President  &  CEO 
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Genesis  Energy,  LP.  •  GEL  •  Energy  MLP 


Houston,  TX  •  IR  Contact:  Ross  Benavides  •  713-860-2528 

www.genesiscrudeoil.com 
riifftf        Genesis  Energy  operates  crude  oil  common  carrier 
XllX  1 1  j     pipelines  and  is  an  independent  gatherer  and  marketer 
of  crude  oil  with  operations  concentrated  in  Texas, 
Louisiana,    Ala- 


*M.  U>. 


bama,  Florida, 
anc  Mississippi.  Genesis  also  operates 
a  wholesale  C02  marketing  business. 
Genesis'  achievements  for  2003  included 
the  sale  of  its  Texas  Gulf  Coast  Operations, 
the  purchase  of  assets  from  Denbury 
Resources,  its  general  partner,  to  form  a 
C02  wholesale  distribution  business,  and 
the  tripling  its  quarterly  distribution  from 
$0.05  to  $0.15  per  unit. 


Key  Manager  Statement 

"We  are  on  track  to  meet  our  2004 
objectives.  We  are  working  to 
expand  our  credit  facility  to  make 
acquisitions.  We  continue  to  inte- 
grate our  operations  with  the  C02 
based  tertiary  recovery  operations 
of  Denbury  Resources,  our  general 
partner.  Our  objective  is  to  become 
a  leading  growth  master  limited 
partnership. " 

Mark  Gorman,  President  &  CEO 


special  Advertising  bection 
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Lipid  Sciences,  Inc.  •  UPD  •  Biotechnology 


Pleasanton,  CA 


Lipid 


* 


IR  Contact:  Deborah  S.  Lorenz  •  925-249-4031 
www.lipidsciences.com 

Lipid  Sciences  is  a  biotechnology  company  developing 
Sc  en.         products  and  processes  to  treat  major  medical  indica- 
tions in  which  lipids  play  a  key  role.  Their  HDL  Therapy 


targets  cholesterol-filled,  highly  vulnerable 
plaques — the  cause  of  cardiovascular  dis- 
ease. This  proprietary,  cost-effective,  selec- 
tive delipidation  system  creates  "energized" 
HDL  to  reverse  plaque  buildup  and  reduce 
the  risk  of  acute  coronary  events  and  strokes. 
Their  Viral  Immunotherapy  platform  uses 
selective  delipidation  to  remove  the  lipid 
coating  from  lipid-enveloped  viruses,  expose 
hidden  proteins,  stimulate  the  immune 
system  and  attack  the  virus.  HIV,  Hepatitis  B 
and  C,  West  Nile  and  SARS  Coronavirus  are 
candidates  for  viral  particle  delipidation. 


Key  Manager  Statement 

"The  discovery  and  demonstration 
of  selective  delipidation  of  HDL  in 
human  plasma  is  a  remarkable  scien- 
tific breakthrough.  HDL  Therapy  is 
clearly  a  new  frontier  in  the  treatment 
of  cardiovascular  disease.  We  are 
capitalizing  on  our  base  of  innovative 
science  and  aggressively  moving  to 
complete  the  development  of  our  pro- 
prietary system  designed  to  systemi- 
cally  combat  cardiovascular  disease. " 
S.  Lewis  Meyer,  Ph.D.,  President  &  CEO 


Futuremedia  pic  •  FMDAY  •  Software 


Brighton,  England  •  IR  Contact:  Mats  Johansson  •  +  44  1273  829700 
www.futuremedia.co.uk 

^P  we  make  learning  work 

y  futuremedia 

Futuremedia's  award-winning  complete  e-learning  solutions  help  organizations 
improve  the  performance  of  individuals,  teams  and  the  total  business.  Success 


comes  from  the  company's  proven 
learning  design  expertise  and  portfolio 
including  the  Aktivna  product  range,  the 
ELSA  simulation  and  assessment  system 
and  the  Learning  For  All™  service.  This 
combined  with  the  proven  ability  to 
address  complex  business  needs  is 
driving  Futuremedia's  enviable  growth 
throughout  Europe.  Customers  include 
BUPA,  Daimler  Chrysler,  Hilton  Inter- 
national and  Royal  Mail. 


Key  Manager  Statement 

"With  rapid  growth,  positive 
cash  flow,  no  debt  and  operational 
profitability  established,  Future- 
media  is  the  European  provider  of 
complete  e-learning  solutions. 
Bringing  demonstrable  benefits  to 
our  clients  we  expect  continued 
growth. " 

Mats  Johansson,  CEO 


GeoResources,  Inc.  •  GEOI  •  Oil  &  Gas 


Williston,  ND  •  IR  Contact:  Cathy  Kruse  •  701-572-2020 
www.geoi.net 

Western  Star 

Drilling  Company 

GeoResources,  Inc.  is  a  natural  resources  company  engaged,  in  three  I 
principal  business  segments  -  oil  and  gas  exploration  and  production;  oil  i 
and  gas  drilling;  and  the  mining  and  manufacturing 
of  leonardite-based  products.  GeoResources  has  a 
substantial  oil  and  gas  exploration  and  production 
operation  in  the  Williston  Basin.  GeoResources  has  a 
subsidiary  company,  Western  Star  Drilling  Company,  for 
its  own  drilling  use  and  available  for  contract  drilling 
operations  for  others.  GeoResources  also  operates  a 
mine  and  processing  plant  where  a  distinctive  type 
of  oxidized  lignite  coal  called  Leonardite  is  mined 
from  leased  reserves  and  processed  into  several 
different  specialty  products. 


Competitive  Technologies,  Inc.  •  CTT  •  Technology  Transfer 


Fairfield,  CT  •  IR  Contact:  Johnnie  D.  Johnson  •  212-754-6565 
www.competitivetech.net  •  jdjohnson@strategic-ir.com 

>A<         Competitive  Technologies,  established  in  1968,  is  a  full 

^  mmolooiB   service  technology  transfer  and  licensing  provider  focused 

on  the  technology  needs  of  its  customers  and  fulfilling  those 
requirements  with  commercially  viable  solutions.  CTT  identifies,  develops,  and  commer- 
cializes innovative  technologies  in  life,  digital,  nano,  and  physical  sciences.  Customers  pay 


license  and/or  royalty  fees  which  are  shared 
by  CTT  and  its  clients.  CTT's  relationships  with 
its  historical  sources  of  technology,  including 
universities,  corporations,  and  research  insti- 
tutions have  created  a  valuable  portfolio  of 
technologies  which  includes  homocysteine 
and  enterovirus  assays,  nanotechnology 
bone  biomaterial,  an  anti-cancer/angiogenic 
compound,  wound  sealant,  a  sexual  dysfunc- 
tion therapeutic,  a  sunless  tanning  formula- 
tion, and  air  pollution  reduction  processes. 


Key  Manager  Statement 

"CTT  is  executing  its  profitable 
growth  strategy  for  2004.  Our  commer- 
cialization team  is  capitalizing  on 
factors  driving  double-digit  growth  in 
the  $150  billion  technology  licensing 
market,  forming  strong  global  alliances, 
obtaining  innovative  technologies  from 
clients  and  successfully  commer- 
cializing them  in  the  marketplace. " 

John  B.  Nano,  President  &  CEO 


Media  Services  Group,  Inc.  •  MSGI  •  Technology 


New  York,  NY  •  IR  Contact:  917-339-7134 
www.mediaservices.com  •  www.futuredevltd.com 


LaBarge,  Inc.  •  LB  •  Electronics  Manufacturing  Services 


Media  Services  Group,  Inc.,  through  its  recently 
acquired  division,  Future  Developments  America,  Inc. 
(FDA),  is  internationally  recognized  as  a  pioneer  in  all 
aspects  of  covert  and  visible  video  surveillance  technology.  With  today's  emphasis 


on  anti-terrorism  and  security  related 
technology,  FDA's  latest  human  informa- 
tion gathering  applications  have  gained 
significant  interest  within  governmental 
agencies  including  homeland  security, 
global  law  enforcement,  and  the  intelli- 
gence communities.  FDA,  through  its 
Canadian  affiliate,  has  developed  a 
revolutionary  surveillance  technology 
allowing  for  digital  wireless  transmission 
with  virtually  no  chance  of  decoding, 
unparalleled  within  the  industry. 


Key  Manager  Statement 

"With  security  concerns  at  the 
forefront  of  issues  facing  corpora- 
tions and  governments  today,  MSGI 
is  poised  to  benefit  from  our  recent 
entrance  into  the  surveillance  and 
security  industry.  For  the  past  20 
years,  FDA's  custom  tailored  sur- 
veillance systems  and  tools  have 
proven  critical  to  the  security 
industry. " 

Jeremy  Barbera,  Chairman  &  CEO 


St.  Louis,  MO 


314-997-0800  ext.  409 


IR  Contact:  Colleen  Clements 
www.labarge.com 

LaBarge,  Inc.  is  a  recognized  leader  in  the  electronics 
manufacturing  services  industry.  The  company  builds  high- 
reliability  electronic  equipment  and  interconnect  systems  for 
diverse  customers  in  varied  end  markets,  including  defense, 
aerospace,  industrial,  government  systems,  oil  and  gas,  and  mining.  LaBarge-built 


LaBarge  inc 


electronics  support  critical  functions  where 
durability  and  peak  performance  are  vital, 
including  military  aircraft,  radar  systems, 
satellite  launch  vehicles,  airport  security 
equipment,  glass  container  fabrication 
systems,  and  oil  field  tooling.  LaBarge  is 
achieving  excellent  growth  by  successfully 
executing  its  focused  business  strategy 
including  strategic  acquisitions,  augmenting 
its  blue-chip  customer  base  and  expanding 
its  broad-based  capabilities. 


Key  Manager  Statement 

"We  are  very  pleased  with  the 
continuing  strength  of  LaBarge's 
business.  Based  on  our  record  level 
of  backlog  and  the  current  pipeline 
of  new  business  opportunities,  we 
expect  fiscal  2005  sales  and  earn- 
ings to  grow  significantly  from 
fiscal  2004  levels." 

Craig  LaBarge,  CEO  &  President 


Special  Advertising  Section 
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ents  Inc.  •  IAX  •  Pet  Care  Products      l-Sector  Corporation,  Inc.  •  ISR  •  VoIP/IP  Telephony  Solutions 


,  WA  •  IR  Contact:  Charles  (Chuck)  Tait  •  866-514-6559 
www.absorbent.com  •  info@absorbent.com 

^  International  Absorbents  Inc. 


Houston,  TX  •  IR  Contact:  Jim  Blackman  •  713-256-0369 
www.i-sector.com 


IAX  posted  sales  growth  of  over  20%  and 
net  profits  before  taxes  of  approximately  $1 
million  for  its  first  quarter  (April.  2004). 
As  the  premium  manufacturer  and  supplier 
of  small  animal  bedding  to  a  loyal  and  grow- 
ing North  American  customer  base,  IAX  is 
a  sound,  profitable  and  dynamic  company 
capable  of  capitalizing  on  its  growth  oppor- 
tunities. Over  the  past  year  IAX  has  more 
than  doubled  its  sales  and  marketing  team, 
completed  construction  of  a  new  120.000 
square  foot  manufacturing  complex  in 
Washington  State  and  is  nearing  completion 
of  a  new  manufacturing  plant  in  Georgia. 


Key  Manager  Statement 

"Our  five-year  average  growth  rate  is 
27%.  Excellent  performance  allows  our 
current  growth  to  be  funded  by  cash 
flows  plus  low  interest  loans,  thereby 
minimizing  shareholder  dilution  while 
maximizing  growth  potential  and  prof- 
its. We  are  the  leading  supplier  of  pre- 
mium bedding,  such  as  CareFRESH®, 
to  the  North  American  pet  supply 
industry.  Our  customers  include  Petco, 
PetsMart,  Target,  and  Wal-Mart.  With 
production  capacity  on  both  coasts, 
we  are  focused  on  aggressive  growth. " 

Gordon  L  Ellis,  Chairman  &  CEO 


l-Sector 


l-Sector  designs,  implements  and  supports  Cisco- 
centric  IP  Telephony  communications  solutions  for 
enterprise 


customers.  Outstanding  technical  com- 
petence and  market  share  gains  resulted 
in  being  awarded  Cisco  System's  regional 
partner  of  the  year  award  for  2003. 
Providing  enterprise  IP  Telephony  solutions 
based  on  Cisco's  leading  technology  as 
well  as  proprietary  computer-telephony 
software  applications,  l-Sector  is  well 
positioned  to  take  advantage  of  the  trend 
towards  the  use  of  voice-over-IP  by 
enterprise  organizations,  which  is  reflected 
in  l-Sector's  54%  compound  growth  of 
revenue  over  the  past  three  years. 


Key  Manager  Statement 

"We  believe  IP  Telephony  technology  is 
on  the  verge  of  moving  towards  full 
adoption  by  enterprise  customers 
and  we  are  well  positioned  to  benefit 
from  this  trend.  Increasingly,  we  are 
being  sought  out  by  large  enterprise 
organizations  to  implement  and  support 
their  Cisco-based  IP  Telephony  solu- 
tions. Our  most  recent  quarter  results, 
with  revenue  growth  of  41%,  and 
improving  gmss  and  operating  margins 
provide  an  indication  of  our  opportunity. " 
Jim  Long,  CEO 


l-trax,  Inc.  •  DMX  •  Health  &  Productivity  Management  I      Friendly  Ice  Cream  Corporation  •  FRN  •  Restaurants 


Philadelphia,  PA  •  IR  Contact:  Frank  A.  Martin  •  215-557-7488  x110 
www.i-trax.com 
^#^  l-trax  is  a  population  health  and     ^  nrr\ 

IlyMy  productivity  company  that  funda-  ^ >» Meridian" 
mmW^mA.  mentally  changes  the  way  health-  healthcme 

care  is  delivered  to  improve  the  quality  of  care  for  individuals  while  reducing  overall 
healthcare  costs.  Recently,  l-trax  acquired  Nashville-based  CHD  Meridian  Healthcare. 


the  nation's  largest  provider  of  outsourced 
on-site  healthcare  services  for  employers. 

l-trax  is  a  single-source  for  flexible,  com- 
prehensive healthcare  solutions  that  include 
disease  management,  health  promotion, 
productivity  management  and  workplace 
safety,  and  on-site  primary  care  and  phar- 
macy services,  l-trax  is  committed  to  provid- 
ing healthcare  solutions  for  every  individual, 
not  just  those  who  are  chronically  ill,  to 
ensure  optimal  health  and  a  productive  life. 


Key  Manager  Statement 

"With  our  recent  acquisition  of 
CHD  Meridian  Healthcare,  we  are 
now  ideally  positioned  to  meet  the 
short  and  long-term  needs  of 
today's  marketplace  in  reducing  the 
trend  of  ever-increasing  healthcare 
costs,  l-trax  is  a  leading  company  in 
the  healthcare  services  market  with 
a  truly  unique  business  model. " 
Frank  A.  Martin,  Chairman  &  CEO 


Wilbraham,  MA  •  IR  Contact:  Deborah  Burns  •  413-543-2400 
investorrelations@friendlys.com  •  www.friendlys.com 

Friendly  Ice  Cream  Corp.  is  the  leading  full-service  dining 

ff£  restaurant  operator  and  premium  ice  cream  in  New  England. 

The  company  owns 


Qjniend£y\ 


and  operates  362  restaurants  and  franchises 
176  restaurants  representing  the  most  units 
of  any  full-service  restaurant  chain  in  New 
England.  Friendly's  offers  its  customers  a 
unique  dining  experience  by  serving  a  vanety 
of  great  tasting,  high  quality,  reasonably 
priced  breakfast,  lunch  and  dinner  items,  as 
well  as  Friendly's  own  signature  premium  ice 
cream  desserts,  in  a  fun  and  casual  neighbor- 
hood setting.  They  manufacture  a  complete 
line  of  packaged  ice  cream  and  premium  ice 
cream  desserts  that  are  distributed  through 
more  than  4,500  retail  locations  in  13  states. 


Key  Manager  Statement 

"Friendly's  success  has  been  dnven 
by  our  focus  on  enhancing  the  guest 
dining  experience.  Our  restaurants  have 
generated  13  consecutive  quarters  of 
comparable  restaurant  sales  growth. 
The  financial  flexibility  of  the  company 
has  improved  with  the  recent  re-financ- 
ing of  our  senior  notes.  Friendly's  is  a 
powerful  brand  with  great  heritage  and 
a  unique  position  in  the  competitive 
restaurant  industry  with  exciting 
opportunities  for  franchise  growth. " 

John  L.  Cutter,  CEO  &  President 


~prm — z 


MGP  Ingredients,  Inc.  •  MGPI  •  Ingredient  Technologies 


Atchison,  KS 


A 


MGP 


INGREDIENTS  inc. 


IR  Contact:  Steve  Pickman  •  912-367-1480  x3236 
www.mgpingredients.com 

MGP  Ingredients.  Inc.  supplies  the  marketplace  with  a 
wide  range  of  highly  functional  ingredients  derived  from  grain 
and  other  plant  sources.  These  include  an  innovative  array 
of  specialty  wheat  proteins  and  starches  for  use  in  multiple 
food  systems,  personal  care  products,  pet  applications  and  bio-plastics.  The  com- 
pany also  produces  food  grade  alcohol  for  beverage  and  industrial  applications, 
and  fuel  grade  alcohol,  commonly  known  as  ethanol.  Through  extensive  research 
in  protein  and  starch  chemistry,  MGPI  continues  to  expand  the  depth  and  scope 
of  its  business.  Recent  innovations  have 
included  the  development  of  a  unique  line 
of  wheat  protein  isolates,  a  series  of  wheat 
protein  concentrates  and  a  new  group  of 
specialty  starches  which  effectively  aid 
food  manufacturers  in  the  production  of 
high  protein,  reduced  carbohydrate  bread, 
pasta,  cereal  and  snack  products. 


Key  Manager  Statement 

"Building  on  a  long  and  successful 
history  as  a  supplier  of  quality,  nat- 
ural ingredients,  our  company  has 
evolved  to  become  a  customer-cen- 
tric provider  of  value-added  ingredi- 
ents solutions  to  the  marketplace. " 

Ladd  Seaberg,  President  &  CEO 


Curon  Medical  Inc.  •  CURN  •  Medical  Devices 


Fremont,  CA  •  IR  Contact:  Melody  Carey  •  917-322-2571 
www.curonmedical.com  •  investor@curonmedical.com 

Curon  Medical  develops,  manufactures  and  markets 
innovative  products  using  radio  frequency  energy  to 
••••  >  treat  gastrointestinal  disorders,  with  its  first  two 

products  from  this  platform  technology  FDA  cleared  and  available  today. 


•••• 
•••• 


CURON' 


The  Stretta®  system  enables  a  minimally 
invasive,  outpatient  endoscopic  procedure 
that  treats  the  underlying  causes  of  acid 
reflux  especially  for  patients  who  cannot 
achieve  adequate  symptom  relief  or  who 
cannot  tolerate  a  daily  drug  regimen. 

The  Secca®  system  enables  a  minimally 
invasive,  outpatient  procedure  that  offers 
relief  to  the  millions  of  people  suffering 
from  bowel  incontinence  who  otherwise 
have  very  few  options  other  than  managing 
the  condition  with  pads  and  diapers. 


Key  Manager  Statement 

"With  two  innovative  products 
targeted  at  large  and  growing  mar- 
kets, a  significant  body  of  scientific 
and  clinical  evidence  of  their  safety 
and  efficacy,  recent  positive  dev- 
elopments on  the  reimbursement 
front  and  an  experienced  sales  and 
marketing  team  in  place,  we  are 
poised  for  significant  growth. " 

Larry  C.  Heaton  II,  President  &  CEO 
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ollectors  Universe  •  CLCT  •  Authentication  of  Collectibles  \  Fiberstars  Inc.  •  FBST  •  Fiber  Optic  Technology  in  Lighting 


Newport  Beach,  CA  •  IR  Contact:  Brandi  Piacente  •  212-983-1702 
www.collectorsuniverse.com 

/""^^t  Collectors  Universe,  Inc.  is  the  leading  provider 

^^M  of  authentication  and  grading  services  to  the  high- 

end  collectibles 


Fremont,  CA  •  IR  Contact:  Robert  A.  Connors 
www.fiberstars.com 


510-490-0719 


^ 


market  and  other 
that  increase  the 
and  enhance  the 


COLLECTORS  UNIVERSE 

high  value  assets 
worth  of  the  item 
market  exchange  for  value.  The  company 
has  authenticated  and  graded  over 
$10  billion  in  market  value  of  rare 
coins,  vintage  sports  cards,  rare 
stamps,  and  sports,  entertainment  and 
historical  autographs.  The  company's 
brands,  PCGS,  PSA,  PSA/DNA  AND  PSE, 
are  among  the  strongest  and  best  known 
in  their  respective  markets. 


Key  Manager  Statement 

"Our  first  goal  in  the  second  half 
of  fiscal  2004  is  to  demonstrate  that 
our  already  profitable  grading  and 
authentication  operations  can  con- 
tinue to  deliver  profits  on  a  growing 
and  consistent  basis.  In  the  short 
term,  we  plan  to  manage  and  grow 
the  business  organically  through 
increased  market  penetration. 
Longer  term  we  will  look  to  make 
select  horizontal  acquisitions  to 
drive  additional  growth. " 

Michael  Haynes,  CEO 


Fiberstars'  patented  new 
(Efficient  Fibers  Optics)  technology  pro- 
vides highly  energy  efficient  downlighting 
with  the  focused  luminance  and  directional 
optics  of  conventional  electric  reflectorized 
lamps.  It  delivers  as  much  as  80%  energy 
savings  over  halogen  or  other  incandescent 
lighting  systems.  Target  customers  include 
retail  stores,  restaurants,  commercial 
buildings  and  governmental  and  other 
public  spaces.  Fiberstars  is  the  world's 
leading  supplier  of  fiber  optic  lighting,  and 
holds  40  patents  on  its  technologies. 


FIBERSTRRS 

Flbar  Optic  T»ohnolofly  In  Lighting 

EF0® 


Key  Manager  Statement 

"We  believe  that  Fiberstars  EFO  can 
compete  within  about  10%  of  the 
$58  billion  world  lighting  market. 
Fiberstars  EFO  is  a  breakthrough  in 
energy  efficiency  at  a  time  when  new 
regulations  are  coming  into  play 
which  reduce  the  amount  of  wattage 
per  square  foot  allowed  for  lighting. 
EFO  can  help  customers  meet  these 
regulations  as  well  as  save  money 
on  energy,  maintenance  and  HVAC. " 

David  Ruckert,  President  &  CEO 


Zones,  Inc.  •  Z0NS  •  Direct  Marketing  Reseller 


Auburn,  WA  •  IR  Contact:  Ronald  McFadden  •  ir@zones.com 
www.zones.com 


vZONES^ 


Zones  Inc.  and  its  subsidiaries  procure  and  fulfill 
IT  products  to  the  small  to  medium  business,  large 
corporate  customer  and  the  public  sector  market 
place.  The  company  offers  over  150,000  hardware,  software,  peripheral  and 


Connecting  Busin 


accessory  products  and  third  party  services 
from  over  2,000  manufacturers. 

The  company  reaches  its  customers 
through  an  integrated  marketing  and  mer- 
chandising strategy.  This  strategy  involves  a 
relationship-based  selling  model  utilized  by 
outbound  account  executives,  customized 
corporate  web  stores  through  ZonesConnect, 
a  state  of  the  art  internet  portal,  dedicated 
e-marketing  and  direct  marketing  vehicles 
and  catalogs  for  demand  response  oppor- 
tunities and  corporate  branding. 


Key  Manager  Statement 

"We  have  built  a  solid  foundation 
for  our  business  to  business  model. 
This  efficient  model  leverages  our 
infrastructure  and  margins,  which 
provides  increasing  profitability  with 
any  sustained  increase  in  sales. 
Our  go-to-market  strategy  maxi- 
mizes customer  satisfaction  through 
proven  processes  and  optimization 
of  company  resources." 

Firoz  Lalji,  President  &  CEO 


Sun  Healthcare  Group,  Inc  •  SUNH  •  Healthcare 


Irvine,  CA  •  IR  Contact:  Melissa  Tommaso  •  505-468-2341 
www.sunh.com 

Sun  Healthcare  Group,  Inc.  owns  subsidiaries  in 

sun  Healthcare  Group  the  United  States  that  provide  the  following:  inpatient 

services  primarily 


through  SunBridge  Healthcare  Corporation, 
rehabilitation  therapy  through  SunDance 
Rehabilitation  Corporation,  medical 
staffing  services  through  CareerStaff 
Unlimited,  home  health  services  through 
SunPlus  Home  Health  Services,  Inc.,  and 
and  other  laboratory  and  radiology 
services.  Above  all,  Sun 
is  committed  to  ethical, 
professional  and  legal 
conduct,  clinical  excellence 
and  regulatory  compliance. 

Richard  Matros 


Key  Manager  Statement 

"I  am  proud  of  our  management 
team  for  their  tremendous  efforts 
during  the  past  year,  but  I  am  espe- 
cially pleased  with  our  front-line 
employees  who  continually  demon- 
strate our  commitment  to  ethical 
care  and  quality  of  life  for  our 
patients  and  residents.  We  work 
hard  to  provide  cost-effective 
healthcare  services  with  skill,  com- 
passion and  respect. " 

Richard  K.  Matros, 
Chairman  &  CEO 
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Company  Directory 

Baldwin  Technology  Company, 

www.baldwintech.com 

Inc.         Friendly  Ice  Cream  Corporation 

www.friendlys.com 

l-Sector  Corporation,  Inc. 

www.i-sector.com 

NAPCO  Security  Systems 

www.napcosecurity.com 

Collectors  Universe 

www.collectorsuniverse.com 

Futuremedia  pic 

www.futuremedia.co.uk 

l-trax,  Inc. 

www.i-trax.com 

Royale  Energy 

www.royl.com 

Competitive  Technologies,  Inc 

www.competitivetech.net 

Genesis  Energy,  LP. 

www.genesiscrudeoil.com 

Juno  Lighting,  Inc. 

www.junolighting.com 

Speedus  Corp. 

www.speedus.com 

Curon  Medical  Inc. 

www.curonmedical.com 

GeoResources.  Inc. 
www.geoi.net 

LaBarge,  Inc. 

www.labarge.com 

Sun  Healthcare  Group,  Inc 

www.sunh.com 

Digital  Lightwave,  Inc 

www.lightwave.com 

Heska  Corporation 

www.heska.com 

Lipid  Sciences,  Inc. 

www.lipidsciences.com 

Zones,  Inc. 

www.zones.com 

E-2-EM,  Inc. 

www.ezem.com 

International  Absorbents  Inc. 

www.absorbent.com 

Media  Services  Group,  Inc. 

www.mediaservices.com 

- 

Fiberstars  Inc. 

www.fiberstars.com 

ISCO  International,  Inc. 

www.iscointl.com 

MGP  Ingredients,  Inc. 

www.mgpingredients.com 

pIFFE  RENT 
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^Deltek 

The  ERP  Vendor  of  Choice  for 
Project-Based  Businesses 

800/456-2009 
www.deltek.com 
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Here  Comes  a  New 
Global  Economy 


THE  SUMMER  OFTEN  provides  a  time  for 
people  to  pause  and  ponder  how  best  to 
plan  for  their  kids'  education  or  their 
own  retirement.  This  year,  a  close  race 
for  the  Presidency,  interest-rate  jitters, 
and  continued  turmoil  in  Iraq  appear  to  make 
investment  decisions  even  more  difficult.  But 
investors  might  do  well  to  look  not  only  at  current 
economic  and  political  events  but  through  them  to  long-term 
fundamentals.  The  next  20  years  will  be  significantly  different 
than  the  past  two  decades. 

The  global  recovery  under  way  has  a  different  shape  from 
previous  upturns.  Understanding  this  may  well  be  more  impor- 
tant to  individual  investors  in  the  long  run  than  trying  to 
second-guess  Federal  Reserve  Chairman  Alan  Greenspan's  next 
move  or  trying  to  play  the  November  election  with  stock  port- 
folios that  reflect  a  Bush  or  Kerry  win  (page  126).  Here's  why: 

DEMOGRAPHY  RULES.  The  baby  boomers  will  finally  retire 
over  the  next  20  years.  The  oldest,  born  in  1946,  will  reach 
62  in  2008.  Watch  them  throw  their  political  weight  around. 
The  $1.3  trillion  Medicare  drug  benefit  may  be  just  the  start. 
Will  politicians  really  let  the  capital  gains  and  dividend  tax 
cuts  sunset  in  2008  as  scheduled?  Will  boomers  also 


demand  that  taxes  on  their  401(k)s  be  reduced,  too? 

GOVERNMENT  GROWS.  Smaller  government  and  deregu- 
lation were  leitmotifs  of  the  past  era.  The  reregulation  of  the 
markets,  vthe  growing  drain  of  Medicare  and  Social  Security  on 
the  federal  budget,  and  the  threat  of  terrorism  are  expanding 
government  once  again.  How  Washington  finances  this 

expansion  will  be  critical  in  the 

TVi  <=»  n  p»vt  years  ahead- 

INFLATION  RETURNS.  Disinflation 
defined  the  1980s  and  '90s  as 
interest  rates  fell.  The  opposite 
may  be  true  for  the  next  two 
decades.  With  China  and  India 
growing  fast,  Japan  back  in  the 
game,  and  the  U.S.  surging  again, 
global  demand  for  oil  and 
commodities  will  be  strong.  It 
doesn't  mean  that  inflation  will 
return  to  double-digit  growth,  as 
in  the  '70s.  Technology  and  global 
competition  should  limit  its  impact.  But  if  demand  surges, 
things  could  get  tricky. 

PRODUCTIVITY  IS  THE  WILD  CARD.  Productivity  appears  to  be 
rising  to  a  new  level.  It's  moved  up  to  a  2li%  to  3%  annual 
rate  as  people  learn  how  to  apply  information  technology. 
Productivity  growth  has  averaged  3.6%  annually  over  the  past 
five  years,  compared  with  2.4%  a  year  for  the  past  15.  If  this 
continues,  there  will  be  more  running  room  for  the  economy 
to  grow,  with  corporate  profits  and  wages  rising  nicely.  If  it 
doesn't,  the  economy  will  suffer. 

The  next  few  months  will  be  exciting,  but  the  next  few 
years  will  reveal  the  shape  of  America's— and  the  world's— 
growth  trajectory.  This  is  the  time  to  watch  the  forest. 


next 
few  years 
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trajectory 


The  Lobbyists' 
Tax  Bill 


CONGRESS  IS  CONSIDERING  perhaps  the 
worst  piece  of  tax  legislation  in  nearly  20 
years.  By  caving  in  to  the  well-connected 
posse  of  Washington  special-interest 
lobbyists,  legislators  are  insulting  the 
bipartisan  effort  of  the  1986  Tax  Reform  Act  that 
simplified  the  code  and  made  it  fairer.  The  whole 
exercise  is  even  more  sordid  because  it  is  occurring 
in  a  year  when  many  members  of  the  Senate  and  House  are 
running  for  reelection  and  need  campaign  contributions.  A 
Senate-House  conference  committee  is  scheduled  to  negotiate 
different  versions  of  the  tax  bill.  Conferees  should  do  the  right 
thing  and  strip  the  bill  down  to  a  few  bare  essentials. 

The  Senate  bill  contains  tax  provisions  designed  to  favor 
insurers,  timber  companies,  foreign  gamblers,  NASCAR  track 
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owners,  energy  companies,  and  makers  of  fishing  tackle 
boxes,  bow-and-arrow  sets,  and  small  planes.  The  House  bill 
gives  $2  billion  to  tobacco  farmers,  allows  high-tech 
employees  to  pay  no  payroll  taxes  on  stock  options,  helps 
bourbon  distillers,  and  permits  wealthy  taxpayers  in  states 
that  have  no  income  tax  (Texas,  Oregon)  to  deduct  sales  taxes 
on  their  federal  1040  forms. 

Egad!  The  original  reason  for  reforming  the  corporate  tax 
code  was  to  replace  a  $5  billion  annual  tax  subsidy  for  U.S. 
exporters  that  was  ruled  illegal  by  the  World  Trade 
Organization.  To  compensate  companies  for  this  loss,  the 
Senate  and  House  heaped  on  special-interest  tax  breaks  and 
reduced  the  corporate  income  tax  rate,  but  only  for  those 
companies  that  manufacture  in  the  U.S.  (someone  needs  to 
tell  Congress  about  the  rebound  in  manufacturing).  Lobbyists 
thon  persuaded  legislators  that  movie  studios  and  software 
programmers  were  "manufacturers."  Oh,  why  not. 

Congressional  conferees  should  show  courage  by  telling 
special-interest  lobbyists  to  get  lost.  They  should  then  just 
cut  the  corporate  income  tax  rate  across  the  board  to  32%. 
And  finally,  they  should  pass  provisions  to  simplify  the 
treatment  of  foreign  corporate  earnings,  allowing  overseas 
profits  to  be  repatriated  without  penalty.  That  tax  bill  would 
help  the  economy  grow  rather  than  corrupt  and  distort 
its  workings. 
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